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are subject to a peer reviewing process, using subject specialists selected because of their 
expert knowledge in the areas.  
 
Academicians, practitioners, and public policy makers at all levels throughout the world 
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Book. All competitive papers were refereed (subject to a peer review).  The result of these 
efforts produced 253 empirical, conceptual and methodological papers involving all 
functional areas of business education with a special focus on international aspects. Of the 
178 papers accepted for presentation at the conference, 101 papers are published in this 
Readings Book.  
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 ISLAMIC BANKING IN KUWAIT –  A CONSUMER 
PERSPECTIVE 

 
 
 
 

Farah Ahmad, University of Liverpool, UK 
Shaukat Ali, University of Wolverhampton, UK 

 
 
 

ABSTRACT 
       
  This paper sets out to research the attitudes of consumers towards Islamic banks in Kuwait and the general bank 
selection criteria in this country.  The findings indicate high awareness levels, a positive attitude towards Islamic 
banking, perceived lack of efficient service and proper marketing effort by Islamic Banks.  For bank selection 
criteria, most respondents ranked better return on investment, quality of services offered by the bank, easily 
available ATM facilities and bank reputation as being most significant factors irrespective of their demographic 
background.  
  

INTRODUCTION 
 

       The objective of this research is to investigate how the population of Kuwait-both Muslims and non-Muslims; 
locals and expatriates, perceive Islamic Banking and what are their selection criteria  in choosing a bank for their 
personal banking needs. The justification for this research is the growth in the number of banks being established in 
Kuwait, hence the desire to ascertain what factors attract consumers towards Islamic Banks. In addition to this, the 
research makes a contribution to the growing literature on Islamic banking. The research not only intends to 
ascertain important general bank selection criteria for the predominant Muslim population in Kuwait, but also 
addresses the significance of Islamic Banking in this country across the different demographics.  

 
LITERATURE REVIEW 

         
        There is significant published research that illustrates consumer bank selection criteria in different countries 
e.g. Anderson et al (1976); Erol and El-Badour (1989)  Kaynak et al  (1991) ; Kazeh and Decker (1993) ; Haron et al 
(1994); Metawa and Almossawi (1998) , and  Delvin (2002). Evidence suggests that a majority of previous research 
on consumer perceptions of Islamic Banking have been based on the work of   Erol & El-Badour (1989). Whilst 
acknowledging the important contribution of Erol and El-Badour, this research uses a combined framework based 
on the works of Cunningham & Gerrard (1997) on Singapore and Haron et al (1994) on their work on Malaysia.         
        Haron et al. (1994) concluded that there was no significant difference in the selection criteria for Muslims and 
non Muslims, concluding that quality of service is an important factor in selecting any bank by Muslims and non-
Muslims .  In terms of bank selection criteria their results were similar to that of Erol and El Badour (1989) where 
efficiency and speed of transaction, along with friendliness of bank personnel were the foremost criteria in choosing 
a bank. However, in contrast to Erol and El Badour’s (1989) research, recommendation by friends, and appearance 
of the bank was not considered  important in  Haron et al’s (1994)  research.  
        Cunningham & Gerrard (1997) carried out a similar research in Singapore, which has a minority Muslim 
population. Both Muslims and non-Muslims there appeared unaware of Islamic Banking services.   In terms of bank 
selection criteria, there were similarities in the ranking of certain criteria between Muslims and non-Muslims. The 
most highly ranked criteria for selecting a bank were fast and efficient service and confidentiality of the bank. 
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Unlike Erol & El-Badour’s (1984) research, outside influences such as recommendation by friend and external 
appearance of the banks were the least important factors. Regarding knowledge about Islamic Banking, Muslims, 
not surprisingly, had comparatively more awareness level compared to non-Muslims. Though in contrast to the 
previous two researchers’ results, even the majority of the Muslims were not aware of the basic terminology related 
to Islamic Banking, with only 20% knowing the meaning of Riba and 31% knowing the meaning of Shari’a.        
Metawa and Almossawi (1998) carried out a research to investigate the banking behaviour of Islamic bank 
customers in Bahrain. From the survey, they concluded that more than fifty percent of Islamic bank consumers had 
maintained their current banking relationship with Islamic Banks for more than six years. Customer awareness 
levels for the various Islamic bank services were quite high and most customers were satisfied with their investment 
banks accounts. In terms of service delivery too, Islamic bank customers were highly satisfied and their main bank 
selection criterion was adherence to Islamic principles, followed by rate of return. . In addition, the results also 
suggested that Islamic bank consumers in Bahrain were satisfied with the products and services they used.       
   Kaynak et al (1991) in their research carried out a similar research as the above researchers and tried to find out 
the bank patronage factors of commercial bank users in Turkey. They focused on the different socio economic 
factors that influence the consumer decisions.  They compared their work to that of Stanley et al (1985, cited in 
Kaynak et al(1991)) who found that there was a close association with consumer age and bank services usage, and  
Chebat et al (1988, cited in Kaynak (1991)) who concluded  that education also effects bank usage . In the same year 
Yavas (1988, cited in Kaynak et al (1991)), did research on Saudi men in an effort to understand their needs, 
attitude, satisfaction and behaviour patterns and came to the conclusion that they chose banks based on experience, 
reputation , service and personnel.  

Khazeh & Decker (1993) carried out a very systematic research on how customers choose banks in 
Maryland, USA.  They analyzed the feedback by considering both the criteria ratings and comparison ratings. 
Overall, the highest ranking determinant attributes were service charges, reputation of the bank, interest rates on 
loans, service time for approval of loans and friendly staff. Their survey concluded that these were the most 
important factors affecting bank selection and should be emphasized by individual banks seeking a competitive edge 
in the banking market.   Edris & AlMahmeed (1997) based their research in Kuwait slightly differently compared to 
the previous researchers mentioned though their methodology is the same as that followed by Khazeh and Decker 
(1993). They aimed to identify the relative importance of banking services to business customers’ needs and to find 
out the determinants of bank selection decisions. Their results show that most business firms in Kuwait have 
accounts in multiple banks and that 77% of them deal with commercial banks rather than Islamic banks.  Based on 
the results, they also came to the conclusion that business customer segments in Kuwait are significantly different in 
their perceptions of the relative importance of different services offered by the banks.  
        Delvin (2002) studied customer knowledge and their choice criteria in UK retail banking. Unlike previous 
works  such as Kaynak & Kucukemiroglu (1992) where they focused on frequent and infrequent bank users for 
differing choices of consumer bank selection criteria , Delvin (2002) focuses on their financial knowledge. His 
research relied on secondary data collection and assessed consumer financial knowledge on the basis of their 
education level based on which he classified consumers into low, high and medium knowledge groups. He also 
divided the attributes into intrinsic and extrinsic factors based on the work of Zeithaml (1988 cited in Delvin (2002)) 
where he defines intrinsic as criteria that are service specific e.g. interest rates, service charges and extrinsic as 
attributes whose factors can be generic and not specific to a particular service e.g. bank reputation or advertising. 
The research finally concluded that higher financial knowledge can only be associated with increased importance of 
intrinsic choice criteria. On the whole, location and recommendation by friends were factors significantly important 
to consumers irrespective of their financial knowledge which are both extrinsic attributes Zeithaml (1988 cited in 
Delvin (2002)). The current research in Kuwait seeks to make a contribution in providing a different context. When 
Haron et al & Cunningham et al’s research was undertaken, Islamic Banks had not established themselves in the 
selected countries.  Since the largest Islamic Bank – Kuwait Finance House - was established in the 1970’s, it is 
likely that consumer perception would be different, being moderated by Kuwait having a majority Muslim 
population as well as its longer presence.  
 

METHODOLOGY 
 

Primary data were sought from consumers of retail banks (both Islamic banks and conventional banks) of 
different nationalities and professions including both Muslims and non- Muslims. The data for the research were 
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collected through a self-administered questionnaire. The questionnaire design was based on the works of Erol and 
El-Badour (1989) and Cunningham and Gerrard (1997) suitably modified to suit consumers in Kuwait.  A pilot test 
on a sample size of 30 consumers from different demographic backgrounds was undertaken and the final survey 
form was translated to Arabic. An email version was created in both languages for easily passing it on to a broader 
consumer target. Back translation was undertaken from Arabic to English. 

 

RESULTS AND ANALYSIS 
 
 The sample population profile was 64-34%% Kuwaitis/non Kuwaits, with the male/female split being 

76/24%, a representative percentage – since the Kuwaiti job market is predominantly male and, being an Islamic 
country, most of the official representation for banking is done by males in the households. There was a wide age 
group distribution, with 12% in the 55 age group (in most government offices, 55 is the retirement age, other age 
groups were 21% (41-50); and 41% (31- 40) and 26% (20- 30). The sample respondents for occupation were 
selected randomly but the survey forms were distributed in a manner such that considerable representation was done 
from each category for age and occupation. Approximately equal numbers of the respondents were employed in the 
private and government sector (46% & 48% respectively). Due to lack of availability and reluctance of businessmen 
consumers a proper representation could not be done in the self-trading category, where only 6% were represented. 
The sampling was done randomly, with a majority of consumers (70%) having accounts in conventional banks as 
opposed to only 27% have accounts in Islamic banks. A very small percentage of consumers (3%) used both banks.  
        In comparing occupation against type of bank used, 34% and 33.7% of the respondents from both private and 
government sector use conventional banks. Majority of Islamic Bank users are from the government sector (15%) 
with 10.3% being from the private sector. On the whole 27% of the working representatives are Islamic Bank 
consumers. This could possibly be due to the dominance of conventional banks in Kuwait or due to the higher 
awareness level of people about Conventional banks or possibly due to the better approach conventional banks have 
towards the consumers. Kuwait shows a substantial representation of Islamic Bank users compared to other 
countries (Global Investment House 2005, pp.22) which may be attributed to the earlier establishment of such a 
bank in this country as well as a majority of the population in this country being Muslims. But its representation in 
terms of number of consumers is quite less compared to conventional banks.  The results could be skewed for the 
self trading sector because only 6% is represented in our sample respondents. Other than this 6%, some respondents 
from the self trading group of people were approached individually and their feedback was taken as part of an 
informal discussion. Their opinions have been incorporated in the analysis later on. The results showed that 
irrespective of nationality, the majority of the consumers opt for conventional banks. Almost 38% of Kuwaitis and 
just over 32% of non-Kuwaitis chose conventional banks against just over 23% and just under 4% respectively for 
non Islamic banks. Just over 3% of Kuwait’s chose both, with none for non-Kuwaitis. This can be attributed to the 
predominance in the sector of conventional banks.  Kuwait currently has seven conventional banks and only one 
Islamic Bank, which is quite surprising considering the early establishment of Kuwait Finance House. Only recently 
the Kuwait government has allowed the establishment of two additional Islamic banks. Another explanation for the 
hitherto apparent monopoly of Kuwait Finance House could be the large government shareholding – a strong 
incentive to discourage competition.  The survey further indicates that majority of the Kuwaitis have a better 
understanding of the difference between conventional and Islamic banking compared to Non–Kuwaitis where only 
about half of them understand the difference. Sixty-nine percent of all the respondents of the survey replied 
positively to the question about whether they understood the difference between Islamic Banks or not. Ninety four 
percent on the whole, irrespective of which bank they used or their nationality, thought that these banks need to 
explain their services better. The high awareness level could also be attributed to the media coverage given to the 
31st Islamic Development bank conference, being hosted in Kuwait during the data collection. 

The average degree of satisfaction by both Islamic bank users as well as conventional bank users was 
approximately 1.85 on a scale of 1 to 4 where 1 was most satisfied and 4 represented dissatisfied, indicating that 
irrespective of which bank people used they seemed to be reasonably satisfied. Though individual comments 
received from people indicated that the consumers would like to see improvement in the services offered by Islamic 
Banks. The various  bank selection criteria’s that were rated by the respondents during the survey  were - Easily 
available ATM withdrawing facilities, Better Return on Investment, Quality of service offered by the bank personnel 
, Bank Reputation , 24Hrs customer support services ( Tele-banking), Banks effectiveness in completing 
transactions. Availability of Internet Banking facility, Fast and Efficient Service, Low Service Charges, Money 
transfer facility, Number of  bank locations in Kuwait, Company association  with banks for salary transfer, Good 
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credit services , Various banking schemes offered, Low Interest Charges on Loans, Recommendation by friends and 
relatives, Online brokerage facilities , Effective advertising, Better Interest rates on Savings accounts, Special 
Services for Women. These criteria were ranked on a scale of one to four where 1 represents very important and 4 
signifies  insignificant. The bank selection criteria preference was measured based on comments given by Islamic 
Bank users and Conventional bank users. With only two different categories, confidence interval testing provided 
the sample means and sample variance for the different bank selection criteria.  The average mean rating of all the 
criteria’s based on the overall ranking done by the respondents showed that quality of service, better return on 
investments, bank reputation and easily available ATM locations are ranked as the top most criteria for selecting a 
bank. The preference given by the respondents was similar to the feedback received by Edris & Almahmeed (1997) 
in Kuwait.  The second category of important criteria was the availability of 24 hour support, banks effectiveness in 
completing a transaction, Internet banking, fast & effective service, low service charges and number of banking 
schemes and locations.  Online brokerage, recommendation by friends, effective advertising, better interest rates and 
special services for women were criteria ranked lowest compared to the rest of the attributes. Further analysis 
compares the ranking of the same criteria by both conventional bank users and Islamic bank users separately. The 
results show that amongst the first five criteria there is a lot of similarity in selecting a bank amongst both Islamic 
Bank and Conventional Bank users. Better return on investment, bank reputation, easily available ATM, quality of 
service of bank personnel and 24 hour customer support are attributes that have been ranked amongst the top five 
categories.  A numerical difference was shown in ratings given by different users of banks for interest rates on loans 
and interest rates on savings account—even though conventional bank users ranked it at 12 and 16 the rating given 
was 1.79 and 2.28 respectively on a scale of 1 to 4 where 1 represents very important and 4 stands for insignificant. 
In contrast Islamic Bank users rated interest rates on loans and interest rates on savings account as insignificant by 
giving it a rating of 3. 3 and 3.36 and  ranked them as lowest . The ranking of these two criteria can be said to be low 
because almost 73% of CB users are represented by Muslims. Also, this indicates that unlike some of the earlier 
research works, most Islamic bank users opt for these banks due to religious reasons. Low preference given to 
Interest rates in spite of being in a country dominated by conventional banks shows the religious inclination of the 
people here.  Low representation of Islamic Bank consumers in this society may be due to less number of options 
available to them.  The results of a boxplot analysis between the mean ranking of various categories of bank 
selection by Islamic Bank users and Conventional Bank users showed that there is not much difference between the 
overall mean of bank selection criteria amongst the two types of consumers. The results were further analyzed to 
compare the ranking given by Muslims and non-Muslims on the same criteria . The results showed that low interest 
charges on loans and better interest rates on savings account were ranked as 2.37 and 2.77 by Muslims and 1.73 and 
1.88 by non-Muslims respectively. One can interpret the low importance given to interest rates in as being due to the 
majority of consumers being Muslim. Though this does not mean that Kuwaiti consumers are not concerned about 
the return they get on their money.  The overall rating for the criteria of better return on investment is 1.34, is 
indicative of the fact that they would not mind getting value for their investment money, keeping in line with the 
Shari’a principles. Special services for women, as a criterion, was ranked as insignificant by both different banks 
users despite the fact that Kuwait is a predominantly Muslim society where special provisions for women exist in 
various government institutions and in the  largest Islamic Bank in Kuwait, which has a separate section for women.  
        The respondent’s ranked religion as their top criteria for selecting an Islamic bank which is further confirmed 
when the results showed that from the total respondents only 1.28% were non-Muslims, who opted for an Islamic 
Bank. This result was similar to that found by Mutawa and Mossawi (1998) in Bahrain when they surveyed only 
Islamic Banks users. In this research Islamic bank consumer’s ranked this criterion as 1.16 on average for using an 
Islamic Bank. This is further validated in the hypothesis test, which gave a p-value of 0.000, which clearly showed 
that we can reject the null hypothesis of the means being equal and accept the alternate hypothesis that religion of 
the respondent played a significant role when choosing an Islamic Bank.  When running a multiple regression 
analysis on the bank selection criteria “better interest rates”, the results indicated a low p-value Religion and the 
bank the respondents dealt with, showed that these two factors were not independent. The results gave us an R-
square value of 36.6 %. Amongst the regression coefficient that were considered , Nationality, Religion, Age, 
Gender , Religion, Occupation and the bank the consumers dealt with, the analysis gave us a p–value of  0.000 for 
Religion and the bank consumers used which indicated these two factors did have an influence on the R-square 
value for “better interest rate ” criteria . One possible explanation for the low R square value above is that there may 
be more than the two factors that affect the outcome of this criterion which have not been considered in this 
research.  
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Inferential - two sample analysis was used to further test the statistical difference between the means of the 
bank patronage factors between Kuwaitis /Non Kuwaitis, Islamic bank users/Conventional bank users and Muslims/ 
Non Muslims.  The analysis results showed that only a few of the selection criteria had a p-value such that would 
lead us to reject the null hypothesis at 1% and 5 % significance level.  The criteria with low p-value indicating that 
the means are not equal  were -- special services for women, better interest charges on savings account and loans, 
number of bank locations, effective advertising, online brokerage facilities,  and good credit services. An interesting 
point to note was that these same criteria had a difference in means for people of different nationalities, bank users 
and religion. Gender, age and occupation based differences were not analyzed further because the mean ratings of 
these groups for different bank selection criteria indicated a very close value of their average mean. The correlation 
statistical analysis also showed an extremely weak correlation between these factors and the bank selection 
criteria’s. There was a slightly significant correlation between good credit services and age, which is highlighted in 
the box plot analysis conducted. It indicates that as age of the respondents increases the significance of good credit 
services decreases as a bank selection attribute.   

 
CONCLUSION, IMPLICATIONS AND RECOMMENDATIONS 
 
                       If we consider trends in Islamic Investment banking, establishment of more Islamic banks should 
work towards improving services and lowering charges of these institutions. Therefore, the establishment of new 
Islamic Banks in the country could be considered a positive step in the direction of eliminating the monopoly that 
exists in this market.  On the other hand in terms of marketing and educating the retail consumers, Islamic banks 
need to be more proactive to be able to attract new clients. Kuwait Finance House will no doubt lose retail 
consumers with the active entry of new banks such as Boubyan and Kuwait Real Estate Bank. Also, if the banking 
market reports are to be believed and foreign banks are allowed to enter the market with Islamic banking services, 
continuing the current growth of KFH will be difficult in terms of retail banking. KFH has been enjoying 
considerable growth over the past few years and it needs to change the various aspects of its operations to continue 
its leadership position in the long run. It currently enjoys a market leader position and therefore is at a competitive 
advantage over other banks.  The research also highlights that with the increase in competition within the banking 
industry, Islamic banks should not only depend upon Muslims as a source of depositor. They should try to increase 
their customer base by including non-Muslims as potential customers (Haron et al 1994b) and in Kuwait their focus 
should particularly be towards the expatriate community which is largely ignored.   Our findings leads us to 
conclude that a more user/ customer friendly environment needs to be created by Islamic banks by reaching out to 
expatriate retail consumers in the Kuwait market and use English as a medium for communication, advertising and 
other public relation activities. This research along with the work done previously by researchers shows that the 
various bank selection criteria would be different for different countries. The current research also highlights better 
return on investment, quality of services offered by the bank, easily available ATM facilities and bank reputation as 
being most important for the majority of the consumers. Compared to previous works the one factor which is seen 
common to all consumers throughout various countries is the quality of service and efficiency of service offered by 
the bank. Based on the inferential results, the research also implies that some of the factors based on which the 
opinions of people differed was interest rates, special services for women, effective advertising, online brokerage 
facilities, and credit services.  Choice of the first two attributes may differ due to religious and cultural differences. 
But differences in ratings for latter attributes by different bank consumers is probably because of lower importance 
attached to these services in Islamic financial institutions while these remain to be important for banking consumer 
community.   
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ABSTRACT 
 
This study shows the construction and practical evaluation of a holistic model of interrelationship among 

companies and institutions for the Business-to-Business environment, the ‘B2B Global Model’. This model was 
developed based on concepts taken from theories of Systems, Networks, Virtual Corporations and Supply Chains. Its 
usefulness in understanding, characterizing and analyzing the complex systems operating in the Business-to-
Business environment is evident while evaluating a real life case – Canal Cliente (Client Channel), the sales portal 
of Petrobras (Petróleo Brasileiro S.A.), one of the largest in the world. 

 

INTRODUCTION 

In the mid-90s, companies around the world realized that the value of internet lay not just in obtaining 
information or exchanging e-mails, but mainly in generating new business. In today's complex business 
environment, new business opportunities appear all the time, requiring companies to respond quickly and effectively 
to the new challenges posed by technological, market, regulatory and social changes. Opportunities in electronic 
commerce depend on the company's capacity to connect to clients, suppliers and other players in the global market. 
Frequently, companies view these opportunities but are unable to take advantage of them because of the structural 
changes required. 

 
The e-commerce environment among companies supported by Internet, known as Business-to-Business, is 

complex. Among the different types of organizations that coexist in this environment are e-marketplaces, 
intermediaries for transactions between consumers and suppliers of goods and services, providers of services related 
to technology, marketing, legal matters and finance, and logistics and transport companies. Partnerships with service 
providers enable companies to concentrate only on activities directly related to their business, thus becoming more 
agile and able to adapt easily to the frequent changes and uncertainties in this virtual environment. 

 
A company's entry in the Business-to-Business environment is gradual and requires much effort in terms of 

physical and financial resources to obtain the essential competencies.  Integration of the players who interact in the 
Business-to-Business and operation in this environment require a holistic knowledge of its diverse areas, such as 
technology, legislation, marketing, electronic financial transactions and supply chains. This knowledge is needed to 
facilitate understanding the business, view in an integrated manner the diverse players interacting in this business 
environment, support decision making and elaboration of strategies that add value to companies conducting their 
transactions in it.  
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Research on this knowledge resulted in the creation of a generic model of interrelationship among companies and 
institutions for the Business-to-Business environment, which was named ‘B2B Global Model’ by Albernaz (2004). 

 

THEORETICAL FRAMEWORK 
 
While preparing the B2B Global Model, various concepts were used from the System Theory, Network Theory, 

Virtual Corporation and Supply Chains.  

The System Theory contributed to viewing organizations operating in the Business-to-Business environment as 
parts of a system and not as isolated elements, since some of their properties can be adequately dealt with only if 
studied in a holistic manner. This theory also helped to study organizations from the dynamic point of view, taking 
into consideration the interaction among diverse organizations and their dependence on the environment.  

Based on the Network Theory, it was possible to analyze the Business-to-Business environment as a complex 
network whose components support each other with the objective of facing the growing dependence on technology 
and the need to develop and adapt their offering and requirements to the increasingly specific demands of this 
market. The image of isolated players fighting against each other in an impersonal market is increasingly becoming 
unfit for a world in which companies participate in social and professional networks and in exchanges with other 
organizational players.  

Knowledge of Virtual Corporations contributed to a better understanding of Virtual Markets. A virtual 
corporation may be defined as a temporary network of independent companies - suppliers, buyers, clients and even 
rivals - connected by information technology, which quickly unite to explore business opportunities that appear and 
disappear rapidly (Byrne, 1993). Knowledge of Virtual Corporations also emphasized the importance of studying 
alliances and agreements relating to outsourcing tasks for a better understanding of virtual corporations.  

The Supply Chain theory contributed to a better understanding of the concepts related to flow of products from 
the supplier to the end consumer in this new business environment, supply chain structure, especially the processes, 
and the finite life cycle of the Supply Chain.  

Below is a brief description of some of the topics that most contributed to conceiving and building a Global 
Model. 

 
System Theory – According to Feibleman and Friend (1945), the study of organizations must be approached 

from two points of view – static and dynamic. From the static point of view, the organization must be treated 
independently of its environment, that is, isolated from the problems relating to its interaction with other 
organizations. In the dynamic point of view, the organization must be treated according to the environment it 
belongs to and hence, considering its interaction with other organizations. In reality, organizations are neither 
completely static nor completely dynamic.  

Bertalanffy (1962) admits that the study of systems may follow the Empirical-Intuitive or Deductive methods. 
The Empirical-Intuitive method has the advantage of being adopted in close contact with the reality based on the 
study of various systems, and its product can be easily verified in a practical manner. The Empirical-Intuitive 
method was used to develop the B2B Global Model. The Deductive method proposes that the study be started by 
examining a set of all possible systems and then reduce this group to a feasible system.  

 
Network Theory – From the viewpoint of a group of organizations, the network may be seen as a long-term 

arrangement among different organizations with profit motives to obtain and maintain the competitive advantage for 
these companies vis-a-vis their competitors who do not belong to this network (Jarillo, 1987). It can be so complex 
and have so many dimensions that it can never be completely described and analyzed (Ford et al., 1985).   

Usually, the formation of networks is attributed to the influence of external factors like distribution of 
technological resources or dependence on resources (Pfeffer e Salandick, 1978; Burt, 1983). Organizations create 
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relations among themselves to manage their operations better in uncertain environments and thus satisfy their lack of 
resources and competencies, and meet external restrictions. 

 Business-to-Business through the Internet – B2B – can be seen as a network in which the nodes are the 
companies that operate in the e-commerce environment and the arrows are the relationships between them. In the 
context of B2B, both the nodes and the arrows have their own characteristics and have a differentiated baggage of 
resources, knowledge and intelligence associated to them (Hakansson, 1997). This baggage comes from the complex 
interactions, adaptations and investments in the company itself and among companies over a period of time. Each of 
these has a position defined in the network, has its own resources and also uses resources available in its 
relationships. These technical, economic and social resources are the sources of power and the foundation for the 
company's growth and development in a rapidly expanding market. 
 

Virtual Corporation – As the market demands lower response time and greater flexibility in adapting to client 
needs, there is growing recognition of the need for new forms of flexible cooperation aimed at organizations 
integrated in the network (Erben & Gersten, 1987). Virtual corporations are characterized by "plug-compatible" 
members in the value chain who join and leave the corporation, which is important for new industries in which 
product specifications and market requirements are subject to dramatic and unexpected changes (Womack & Jones, 
1994). In a virtual corporation, companies share costs and competencies and access global markets, with each 
partner contributing to the corporation what it has best.  
 

Virtual Markets – Virtual markets refer to environments in which business transactions are conducted via open 
networks based on fixed infrastructures or on the Internet (Amit & Zott, 2001). These markets are characterized by 
high connectivity (Dutta & Segev, 1999), focus on transactions and the importance of information about goods and 
services (Shapiro and Varian, 1999). Another highlight of these virtual markets is that they involve a significant 
number of companies and products that can be accessed quickly and at low cost. 
 

Supply Chain – One of the most significant changes in the modern business management model is that 
individual businesses do not compete as autonomous entities but as supply chains (Lambert et al., 1998). The supply 
chain infrastructure covers two elements that are closely interconnected: the network (of the supply chain) and the 
processes (Cooper et al., 1997). The network contains the members of the supply chain and their interconnections. 
Business processes are the activities that generate value for clients. Network management components are the 
managerial variables by which business processes are integrated and managed throughout the supply chain.   

With the advent of B2B and Internet, expansion of supply networks created a big challenge for integrating clients 
and suppliers. This challenge is due to: a) cultures based on old traditions in the companies' country of origin; b) 
establishment of confidence between the new partners; c) coordination of resources throughout the extension of the 
network; d) determination of the project leaders and resources required; e) cost-sharing; f) fear of leak of 
confidential information (Gibson, 1999). 
 

A HOLISTIC VIEW OF B2B 
 
The B2B Global Model shown in Figure 1 was constructed to provide a wider understanding about the way 

companies operate in this environment in Brazil or abroad. Initial research helped to understand the complexity of 
the Business-to-Business environment. A study of technical books and articles, in print and on-line, led to the 
conclusion that Business-to-Business was only partially understood. Most of the authors studied this business 
environment from a marketing viewpoint and a small minority studied it only under one of the following aspects: 
technology, legislation, financial services or supply chains. 

Figure 1: B2B Global Model 
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To avoid labeling B2B as a problem relating to a specific area, efforts were made to discover its origin, 

evolution, how it works, its economic importance and impact on the diverse business areas involved. It was only 
after getting a wider vision of this complex business environment and stronger theoretical bases that a model was 
constructed for contributing to a systemic understanding of the B2B environment. 

Companies participating in businesses for the B2B environment may be differentiated by culture, technology, 
legislation they are subject to and by the regulations imposed by governments and trade unions, due to which they 
must hire service providers or establish partnerships with local companies that provide the necessary support for 
their operation (Afuah, 2000; Williams et al., 1998; Hakansson et al., 1999; Austin, 1990; Barney, 1996).  

The functions of the different types of companies participating in the B2B environment can be classified into 
purchase, sale, intermediation, service delivery, supply chain, partnership, and regulation and inspection (Albernaz, 
2004). B2B companies may also be classified according to the characteristics of the market they operate in. These 
markets may be vertical or horizontal. Vertical markets serve a specific sector, such as automobiles, space research, 
energy or metals. Horizontal markets serve various sectors simultaneously with the goal of providing general 
services to these sectors in the most efficient manner. Examples of horizontal markets are logistics and transport 
services, technology providers, office stationery suppliers and MRO – maintenance, repair and operations. 

To execute and ensure continuity of business within the B2B environment, companies basically rely on 5 areas. 
They are: a) Technology; b) Marketing; c) Legal advice; d) Payment, and e) Supply chain.  

Technology Area – To be able to execute all the functions relating to e-commerce, B2B companies must have a 
technological platform that meets market standards and enables the transactions demanded by clients. Due to the 
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complexity and speed of changes in the B2B environment, it is physically and economically not feasible for 
companies to develop and maintain their own systems, which requires hiring companies specialized in providing and 
integrating their systems with those in the market. 

Marketing – The relationships between clients and suppliers form the basis of marketing. The current phase of 
Marketing was denominated by McKenna as “Real-Time Marketing” (McKenna, 1995). In this era, companies 
compete in the virtual market by offering a large number of products to their clients. For their part, clients have 
instant access to any type of information and the desire to execute their transactions regarding purchase of products 
and services at the most convenient moment for them. In this extremely competitive and volatile B2B environment, 
companies must not only be attentive to their present clients but also continuously look out for new ones. This 
requirement is met by companies specializing in Marketing, capable of developing strategies for retaining the 
loyalty of existing clients and winning new ones, considering the differences in culture and values of each client.  

Legal Area – When purchases and sales are made through Internet, the establishment of confidence between the 
entities is more complex. On-line transactions are made with a low degree of human intervention and hence it is 
difficult to have greater knowledge about business partners. Security concerns (Friman et al., 2002), absence of 
specific legislation (Lucking, 2001; UNCITRAL, 2002) and taxes on transactions, which vary across regions and 
countries (OECD, 2003) create the need for support companies specializing in B2B operations. 

Payment – Despite the unstoppable wave of financial globalization, there is still a considerable number of 
payment methods even in countries with sophisticated IT infrastructure and economic development like USA, 
England and Sweden (Grealish, 2002; Bis, 1999). Due to the difference in the payment system standards of each 
country, it is difficult to integrate payment systems of companies to the systems of financial institutions, and so there 
is a need for intermediation of support companies specializing in this area. 

 
Supply Chain – The set of shared processes and links that exist between suppliers and buyers may be called the 

Supply Chain. Business-to-Business transactions may bring benefits in processing purchases or sales, reducing 
inventories, improving service levels and reducing the total trading time. However, it is difficult to obtain these 
benefits in the short term (Agrawal et al., 2001). Among the more promising Supply Chain strategies are 
implementation of collaborative processes among companies and alignment of the supply chain in the form of a 
logical company that operates in an integrated and optimized manner, from suppliers to clients (Anderson & Lee, 
2001).  

 

CANAL CLIENTE PETROBRAS 
 

The B2B Global Model was applied to the analysis of the sales portal called Canal Cliente (Client Channel), 
pertaining to Petróleo Brasileiro S.A. – Petrobras. Canal Cliente was the first experiment of Petrobras in e-
Commerce and was created in 2000 using the company's own resources and the support of a consulting firm.  

 
Canal Cliente was chosen for evaluating the B2B Global Model as it is one of the largest Business-to-Business 

portals with sales of around US$ 72.0 billion in 2006, which corresponds to around 96% of Petrobras income. By 
using the B2B Global Model, participants in this case could better understand and characterize the relationship 
between Petrobras and the entities that interact with it for commercializing its products.  

 
To analyze Canal Cliente, we used Checkland’s Soft methodology (Checkland & Scholes, 1990) to understand 

the problem situation and formulate proposals of desirable and culturally feasible projects that are capable of adding 
value to the portal's present version. This methodology is based on the principle that there is a perceived problem 
situation and the need to better define this problem. In social contexts like that of organizations, different managers 
view a problem in different ways. The differences in their views help to understand the complexity involved in the 
problem and generate actions that promote a feasible and desirable change for the company.  

 
Views of Managers 
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As a part of applying Checkland's Soft Methodology, we interviewed technicians who played an important role 
in developing Canal Cliente of Petrobras. The objective of these interviews were:  

• to present a systemic view of Canal Cliente based on the B2B Global Model; 
• to survey the project’s history, including facts that preceded its development, experience of competitors, 

implementation alternatives studied, difficulties encountered during its development and the importance of 
support from consulting firms; 

• to obtain information needed for analyzing the situation, that is, for analysis of the social system, for political 
analysis and for analyzing the intervention in the system; 

• to learn the views of technicians who had or have a more significant relationship with the Canal Cliente 
project. 

 
Based on information extracted from the technicians' views and analyses of the social system, the political 

system and intervention system, essential elements in the Checkland Methodology, proposals of relevant 
modifications were prepared in terms of systems and that are feasible with relation to the company's culture. Some 
of these proposals were based on concepts emphasized by the B2B Global Model, such as: facilitating electronic 
payment of clients of Canal Cliente through Financial Institutions and hiring companies specialized in legal matters 
to help extend Canal Cliente to other countries. 

 
Participants in the survey about the actual problem situation were: Petrobras’ Manager of E-commerce, who 

provided the project overview and marketing vision, Manager of Technological Architecture, who gave the 
technology view, Manager of Credit, who cooperated with the payment view, Manager of Legal Affairs, who 
contributed with the legal view, and Manager of Operational Planning, who provided the supply chain view.  

 
Cultural Analysis 

 
In Checkland’s Methodology, Cultural Analysis of the problem situation consists of three parts: the first refers to 

intervention analysis, since any implementation of changes in a system affects not just the internal system parts but 
also the existing environment and processes. The second relates to the social analysis and seeks knowledge of the 
players involved in the context of the study, in this case Petrobras units located in several regions of Brazil (from 
Amazonas state to Rio Grande do Sul state) and abroad (Bolivia, Argentina, Venezuela, USA, Angola and a few 
other countries.) This analysis aims to understand the continuous interaction among the three elements of the social 
system: roles, norms and values. Finally, the third part deals with the analysis of the political system, since any 
situation has a political dimension that includes the process through which different interests are accommodated. 
This dimension must be explored and referred when there are proposals for changes to the system.  

 
Improvements and Concerns - Mapping and Comparing with the Reality 

 
Interviews with Petrobras technicians showed the opportunities for improvement and the concerns to be 

addressed in future versions of Canal Cliente. Notable among them are: 
 
• Supply Chain Management – integrating the flow of information from Canal Cliente to the physical flow of 

products. This integration seeks to explore the benefits from the synergy in the business between Petrobras, 
clients, transporters, logistics operators and sellers of the products.  

• Integration of all clients with Canal Cliente – today, only a few Brazilian clients do not use Canal Cliente for 
their purchases. Non-inclusion of these clients implies maintenance of a structure parallel to Canal Cliente to 
receive orders and enter them in the system, resulting in costs and possible errors due to manual entry of data. 

• Integration of Canal Cliente with other Corporate Systems of the Company – with benefits relating to 
business performance, integration of subsidiaries and relationship with shareholders, investors and clients. 

• Integration of Payment Systems – to integrate the flow of information (Client-Bank-Petrobras) thus enabling 
Petrobras to have on-line and real-time knowledge of the payments made by clients while purchasing 
Petrobras products through Canal Cliente.  
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• Canal Cliente International – adaptation of Canal Cliente to serve the clients of Petrobras abroad. Today, 
about 10% of the billing comes from international market. For successful adaptation, there are a few 
difficulties to be studied and solutions implemented in the system, such as differences in the processes of the 
transactions made by companies in Brazil and other countries, in collection processes, local legislation and 
taxes on sales.     

• Tax on Exports – at present, there are no international rules for taxation yet. Thus, in exports, there is a need 
to know the local legislation so that proposed prices for products are competitive.  

• Adaptation of Sales Contracts Abroad – since Internet legislation varies according to country, there is a need 
to adapt the contract model to countries where Canal Cliente will be used. The model in operation is valid 
only for transactions within Brazil.  

• Improvement in Sales Forecast – Canal Cliente databases have become the main source of information about 
sales made by Petrobras and, therefore, an important aid in managing its supply chain, forecasting demand for 
raw material, planning production at refineries and planning the export of surplus products and crude oil. 
However, these benefits can be better used only if Canal Cliente is integrated to the Corporate Systems. 

• Planning of Imports and Exports – improved sales forecast using sales information from Canal Cliente will 
allow planning of imports and exports of oil and products in situations that are more favorable to Petrobras 
than the spot market. Or even, to import certain oil derivatives under more favorable conditions instead of 
producing them. 

 

CONCLUSION 
 
Despite its complexity, the B2B Global Model was important for a holistic understanding of Canal Cliente and to 

guide the focus of technicians who participated in the Canal Cliente study about the relevant areas of environment in 
which this sales portal functions.  

The B2B environment may be quite complex, depending on the location and how companies interact among 
themselves. This complexity may reach a level that may make it impossible to view the context the company 
operates in. This difficulty, however, may be reduced by using particular views of the environment generated by the 
B2B Global Model, obtained by applying filters like ‘show technology providers only’ or ‘show only those clients 
for a certain type of business and who operate in a certain region in the planet’.  The possibility of separately 
treating subsets of the environment in which the organization operates makes it possible to follow up the results of 
implementing strategies for determined subgroups of companies without losing sight of the collateral effect on other 
companies operating in the environment.  

Checkland's Soft Methodology facilitated understanding of the problem situation and, as a result of this 
understanding, it helped suggesting a series of action proposals which, if implemented, will promote feasible 
changes in Canal Cliente, benefiting Petrobras as a whole. Some of these proposals affect not only the internal 
environment of Petrobras, but also other external entities it deals with, like clients, financial institutions and 
transport companies. However, there is a need to implement the proposals suggested for intensifying intervention 
analysis, and analyses of the social system and political system. It is worth reiterating that the stage for the actions 
necessary for implementing the suggested proposals was not addressed in the study as it is the sole prerogative of 
Petrobras and requires the Company management's approval for execution.    
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ABSTRACT 
 
        Globalization of business environment, technologization of learning and massification of higher education are 
among the most serious challenges for business education. Contemporary university pretends to be the leading 
institution in information society as soon as it produces and transmits a huge amount of society’s new information. 
Traditional brick and mortar universities are under risk of loosing their positions to competiting entities unless they 
internationalize their activity and consider massification trend in higher education. Internationalization of 
curriculum is seen in context of such questions as the degree of internationalization and customization of 
educational product. 
 
                    

GLOBALIZATION AND INTERNATIONALIZATION 
OF CURRICULUM AND CONTENT 

 
       Contemporary knowledge society depends on knowledge-based economy.  Higher Education today is perceived 
as a knowledge industry and higher education institutions can be seen as service providers at the globalizing 
markets. 
 
        Globalization has been one of the most debated topics over the past few years. According to the World Bank, 
“Globalization – the growing integration of economies and societies around the world” 
(http://youthink.worldbank.org/issues/globalization). Globalization can be understood as the process of increasing 
convergence and interdependence of economies and liberalization of trade and markets (Thune and Welle-Strand , 
2005). Globalization can be regarded as an obtaining by the events and processes the worldwide scale. As Ahlawat, 
S and Ahlawat, S.S. (2006) stress, the ongoing shift toward economic globalization continues to raise questions 
about what intellectual capabilities, technical skills, and ethical sensibilities will best serve college graduates and 
enable them to best serve society. 
 
        In an era of increasing globalization the trend toward international accreditation for business schools means that 
the curricula worldwide are becoming increasingly compatible. ‘Many graduates of business schools, even when 
employed in their home country, are employed by international firms‘ (Rundle-Thiele et al, 2005). So 
internationalization of higher education is essential to allow for the effective international mobility of the international 
work force. 
 
        Globalization and internationalization are interrelated. The concept ‘internationalization’ refers more to the 
process of increasing cooperation between states or to activities across state borders, but reflects a world order in 
which nation states still play a central role (Thune and Welle-Strand, 2005). Globalization can be seen as a catalyst 
for internationalization of higher education. The basic reason for internationalization of higher education is the 
emergence and growth of a global information/knowledge-based economy. At the same time, the emergence and 
growth of an international labor market for highly skilled professionals is important.  



18 ©Copyright 2007 by the Global Business and Technology Association 
 

 
        According to Windham (1996), the increasing importance of internationalization in higher education has 
become clear for both the institutions themselves and national governments. International treaties and or-
ganizations—such as the EU, ASEAN, NAFTA, APEK promote the internationalization of higher education (Scott, 
2006).  Internationalization is today a central concern of higher education institutions, and first of all for business 
schools. Business and administration programs are among the mostly preferred programs for international students. 
And business schools have a large share in the international market of educational services.    
 
        Internationalization of higher education has been traditionally seen as a cooperative activity on international 
exchange programs for students and professors.  Internationalization is a strategy of expansion of higher education 
ideas across national boundaries. Porter has defined internationalization as ‘a process by which teaching, research 
and service functions of a higher education system become internationally and cross-culturally compatible’ (Porter 
1990:78).  At the same time, international competition is seen as an emerging rationale for internationalization 
(Wende, 2001).  Reshaping higher education systems in the light of the construction of a European Higher 
Education Area is at the heart of current debates, initiatives and reforms that proliferate across Europe (Papatsiba, 
2006). According to Papatsiba, European educational system faces such challenges as  ‘new demands involving 
contradictory expectations for equity and access on the one hand, and excellence on the other, and this, in a context 
of diversification of funding and decrease of public funding, globalization and knowledge society, quality assurance 
and accountability, entrepreneurial approaches, information-communication technologies and virtual universities, 
new providers and marketable knowledge, and finally competition for income from foreign students’. Bologna 
process can be seen as a factor of integrating and convergence, harmonization of diverse European higher 
educational systems in order to increase Europe integration and competitiveness. Russia participates in Bologna 
process too. However today, in an age of globalization, Europeanization doesn’t seem to exhaust all competitiveness 
factors for Russian universities and especially for business education. Global, not only European, dimension for 
further development seems to be more rational and productive for Russia’s business education..   
 
        Internationalization of higher education traditionally incorporates geographic mobility of students and of 
professors, program franchising and development of subsidiary institutions abroad, trans-national distance 
education.  However today this can be seen as not enough.  As soon as only minority of all students now are able to 
travel abroad or to complete international program.  We see the increasing globalization of business environment, 
international outsourcing and intensive technology development. That means that almost all graduates are expected 
to be involved in international value-creation chain anyway.  Some of them are supposed to be busy with R&D for 
new products, others – with design, engineering or production, promotion, advertising, logistics, sales, technical 
support, services or utilization.  So internationalization of curricula and courses content needs to become the 
important strategy for universities and for business schools especially.   
 
        Internationalization of curricula means: 1) internationalization of educational programs and of courses’ content, 
2) flexibility of curriculum (where it is still not yet achieved, for example in Russia), 3) internationalization of 
teaching methods and forms, 4) internationalization of administrative activity as a context for educational process, 5) 
internationalization of scientific research as a base for internationalization of curricula.   
 
        Internationalization of educational programs supposes consideration of convertibility of degrees and courses. 
That means internationally recognized graduates’ qualifications.  Internationalization, some kind of international 
standardization of courses’ content can assist in ensuring that all graduates, irrespective of country of study, are    
receiving a standard set of knowledge and skills. Internationalization of courses’ content means that syllabi are 
structured and presented in internationally understandable and appropriate way, each course is taught on the base of 
leading international theory and uses cases from international and global business.  
 
        Internationalization and globalization arise many questions for national universities, and their administrators, 
professors.  For example, should universities teach national history or world history? In an age of globalization the 
supposed answer is  – national history needs to be taught in context of the world history. One more question – 
should students learn more national accounting system or international one  (GAAP, for example)?  As soon as 
national accounting system is still in use, it needs to be learned. However, it seems to be important to give students a 
possibility to take additional  (may be for additional payment) courses  – in international finance, law and in foreign, 
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mostly in English, language. And these courses need to be provided by universities pretending to be the leading. 
And what about marketing and its national specifics? It seems to be that we do not have now exclusively national, 
separated from international, marketing theory. As soon as business and marketing knowledge have become global 
and international today. However we still have national boundaries, and often important economic, demographic, 
cultural, legal, natural, geographic specifics of national and regional markets. And that is why we still have national 
marketing practices. At the same time national specifics in Marketing (and in other business administration 
disciplines) are constantly lessening, decreasing, while global markets and business are growing and expanding their 
influence on national markets and business. Internationalization of content is the factor of attraction for international 
student.  
 
        Internationalization of course content is useful for universities of developing countries. The reason is growing 
global outsourcing of professional jobs by companies from developed countries to suppliers in developing countries. 
As Ahlawat, S and Ahlawat,S.S. (2006) revealed about US markets ‘While the manufacturing jobs have been 
moving offshore for the last three decades, the white collar jobs are now moving overseas at an accelerating pace’. 
Internationalized education helps graduates in developing countries to receive job positions exported from 
developed countries. According to Forrester Research (Stewart, 2004) ‘thousands of white-collar jobs are moving 
overseas every year, and at least 3.3 million jobs in service industries, accounting for $136 billion in wages, will 
leave the United States by 2015 for lower-cost countries’. Global business seeks the best talent and lowest cost of 
operations anywhere worldwide.  Universities of developed countries can be interested in internationalization of 
courses’ content too. Across-the-board collaboration demands internationally focused competencies and potential 
global collaborators and expatriates need to be acquainted with national specifics of foreign markets.  
 
        Flexibility of curriculum is a norm in industrially developed countries. That means customization of set of 
courses learned by student, individual curriculum selected by student herself/himself. Individual curriculum forms 
the unique competitive advantages for student, his personal career path. The ability to provide customized and 
individualized curriculum is the serious competitive advantage of US and western universities, working in turbulent, 
hypercompetitive environments.  In Russia individual curriculum is still not yet introduced for the majority of 
students. The minority of students have some possibility of limited diversification of common curriculum because, 
for example, of studying abroad for a semester. Or some additional courses can be studied in University.  However,  
uncommon curriculum here is far more exception than the rule and norm.         
 
        The tendency of internationalization of higher education has been reflected by concepts of ‘borderless 
education’ and ‘transnational education’ (Adams 2001; Ryan 2002).   One of the main questions  – what degree of 
internationalization is needed for specific University/Program/Course (see Fig. 1)? Does degree of optimal 
internationalization depend on country/region of location of university, on university status (scale of activity), on 
professional program (business administration, public administration, law, arts)? Is it necessary to internationalize 
all programs and all courses or is it yet neither important nor possible now? What regional component needs to be 
considered as dominating in internationalized program/course? Is it North American, or European, or Australian, or 
Asian? What internationalization is important for marketing class taught in USA? And what degree of 
nationalization, or patriotism, do we need? 
 
       The direction, the strategy of internationalization is clear, however implementation is not less important.  
Internationalization needs to be regarded as a key word in trends description of external environment, as opportunity 
and threat factors in a SWOT-analysis.  At the same time internationalization of University activity needs to be 
described as Strength or Weakness in SWOT-analysis matrix. University Strategy of internationalization needs to be 
translated into operational, current decisions for everyday activity for everybody at the university. Every university 
professor, administrator and everyone from president to janitor at the university needs to know not only the basic 
strategy, but what he/she has to do today, in this class, in this current moment of time.  
 
         Organizational internationalization activities, such as introduction of curriculum individualization and credit 
system, are supposed to be the task of university administration. In Russia it depends on government regulation too.  
At the same time internationalization of course content and materials is more the task of professors’ level of 
responsibility.  I teach Public Relations and Consumer Behavior for marketing students (majors in marketing) at the 
largest economical university in Russia. I see internationalization as a factor of success for many of our marketing 
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alumni.  So I try to internationalize not only my courses content, but also course materials learned in class. My 
previous experience of teaching consumer behavior course in English for selected student group at the university 
level has been projected in teaching Public Relation for regular marketing students.  Cases of American 
communications firms were brought to class. Cases were downloaded from internet-sites of communications 
agencies and they were in English. I distributed cases in class and some time later suggested volunteers to read text 
orally in Russian for the group.  I divided case text into separate parts and every student was given a part of case text 
for oral translation. Students translated the text orally one by one so that everybody in class could understand case 
content. After oral translation students discussed the text and made decisions on required tasks. Question for 
discussion and tasks to be performed for each case were elaborated by myself. During oral case reading it appeared 
that about 60% of students in class were fluent in English enough to read and understand the case content in order to 
discuss the case situation and to make the decisions in Russian. And only about 10% were not able to read case in 
English because they studied German or French but not English. I also use my Power Point slides from previously 
taught in English Consumer Behavior course for lecturing in regular Consumer Behavior class. It saves time and 
makes students become more involved in international perspective of course material. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                          Figure 1. Globalization and internationalization of higher education 
 
        Using English-language materials and books directly in class, without previous translation in Russian saves 
time and helps to escape  translation mistakes which are common for translated textbooks published in Russia. I 
suppose there is a growing and sufficient demand now in Russia for original, not translated textbooks – on the 
majority of business administration courses. One of Russian publishers of translated books  said to me a few years 
ago that there was no difference for them in publishing books in Russian or in English. Prices in Russia on thick 
translated  textbooks are constantly growing and approaching prices on original textbooks.  So there is a growing 
market opportunity for publishers to publish original English-language textbooks here in Russia for Russians and for 
Central and Eastern Europe.  
 
 

TECHNOLOGIZATION OF TEACHING AND LEARNING 
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      Technologization of teaching and learning is the factor, interrelated with globalization and informatization of 
societies. According to Scott (2006) “high technology and rapid globalization are altering work, leisure time, and 
formal schooling structures. At the heart of this new information society, academic institutions are pivotal 
organizations’. Contemporary university is the leading institution in the rapidly globalizing, postmodern 
environment because it produces and transmits the bulk of society’s new information  
       Education is knowledge-based, information-dependant industry.  That is why intensively developing 
information technologies significantly transform education methods, forms, content and may be, even the essence of 
traditional education.  Globalization and new technologies have opened up a global market for education, where new 
providers of higher education operate, and this competition poses significant threats to traditional campus-based 
universities and colleges (Thune and Welle-Strand, 2005). On-line providers of college business instruction and 
corporate universities have some advantages in convenience, flexibility, and cost. According to postmodernists a 
“postinstitutional” society is inevitable, and in global postindustrial era  “thick” medieval institutions such as the 
university, are replaced by “thin” modern or postmodern structures that resemble flexible, global networks 
Zijderveld, 2000). Contemporary university, program and even course itself are supposed to be the links of the 
global value-creation chain. 
        Technologization of learning environment has created both possibilities and challenges for education. Both for 
students and for professors Internet is a huge global source of information and knowledge and a global 
communication tool. Students extensively use it as a collaborative tool. At the same time they often download their 
homework, papers, essays and course papers from Internet instead of preparing all of these themselves. And often 
pofessor’s task is not only to put grade for student work but also to reveal, if  the work was done by student himself 
and in what portion.    
         Traditional educational and academic institutions can view sometimes transnational education as a threat to 
their standards and even their existence. Information and knowledge from Internet, named as gray literature, have 
become the valuable and often preferable source of professional information for the majority of business people. 
According with R. Bennett research (2006) a clear majority of marketing managers rated gray literature as 
‘important’ or ‘very important’ while this group uses academic journals far less.  
        Information and communication technologies can be seen as one of the most important factors for the 
continued expansion of internationalization in higher education and might even become a substitute for international 
mobility (Windham, 1996).  At the same time the impact of information-communication technologies in 
internationalization processes is regarded as indirect and tied to routine activities in teaching, administration and 
research, rather than being a driving force of internationalization  (Thune and Welle-Strand, 2005). 
 

MASSIFICATION OF HIGHER EDUCATION; MASS 
CUSTOMIZATION 

 
        We are all witnesses of mass demand for higher education. Contemporary knowledge society and knowledge 
economy need knowledge workers. Problem solving /critical thinking skills, oral and written communication skills, 
technological expertise, ability to work in team have become the rule and norm for person entering labor market 
today. 
 
       The majority of school graduates in developed countries enter colleges and universities today. Russia follows 
the case. In 2004 the number of students admitted to universities in Russia exceded the number of school graduates 
by 4%. In 2005 there were 1,3 million school graduates in Russia, while 1,64 millon students were admitted at 
universities. In 2006 according to Rosstat (Federal State Statistics Service)  more that 64,7% of students in Russia 
were admitted to all types of universities (government-owned and private)  on a paid base ( adapted,  
www.gks.ru/free_doc/2006/b06_01/12/3-5.htm).  
 
        At the global knowledge society education becomes a marketable product and students become demanding 
customers  (Alyoshina. 2005). Following the massification of higher education students are not only more diverse, 
but probably also more consumer-minded  (James, 2002). Students often regard education as investment in their 
future and current career. So we see consumerization of sphere of higher education. Mass demand for higher 
education generated the process of massification of higher education and of commodization of educational services. 
 

http://www.gks.ru/free_doc/2006/b06_01/12/3-5.htm
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        Individualized, or customized, curriculum is the demand for the leading world universities. A "one-size fits all" 
curriculum does not satisfy the requirements of global, diversified, highly competitive and dynamic professional 
labor market (Alyoshina, 2006). Massification of higher education means the need for mass customization of 
educational product. The move from producer-centric to customer-centric approach in curriculum development can 
be regarded as one of the most serious challenges for Russian universities at the global educational market. This 
move can have the same influence on higher education system in Russia as a shock therapy has had for former 
Russian centrally planned economy at the end of 1991.  
 
        Massification and internationalization of higher education, global informatization of learning create new 
challenges for contempotary university and for traditional education itself.  The nature of work is changing (Fuller, 
Unwin, 2005), and becoming less predictive. The extension of working life means the demand for learning at work 
and situated learning, lifelong learning. What role university is supposed to play today? Is it an ivory tower, 
intellectual or business club, laboratory, church, guild, assembly line, workshop or supermarket? We do not teach 
elite only, or far not only elite at universities today. What the role of university professor is supposed to be today? Is 
it training, coaching, consulting, mentoring?  There are too many sources of information and knowledge today ready 
for student, and time resources are constantly decreasing. Does the student know better his personal educational 
needs than the professor? What kind of knowledge the students need to receive today more – conceptual or 
instrumental, fundamental or applied? Is it possible for a student after graduation to be absolutely ready for specific 
job position?  These questions are actual today, when business and society demand more from education, the 
lifecycle of operational knowledge is shortening and period of obsolescence and half-decay of knowledge is 
constantly decreasing. Knowledge half-decay period is equal now to the duration of basic university program in 
Russia or even less. For high-tech industries knowledge half-decay period is considered as 2 years ( Константинов, 
Филонович, 2006) or even less, and in average it is about 5 years. 
 

       Massification of higher education, commodization and customization of educational product means: 
students need more freedom in their educational career building; they have less time to acquire new knowledge and 
skills. So the university needs to give basic professional knowledge and skills, plus knowledge and skills selected by 
student, plus the ability to create new knowledge. 
 

CONCLUSION 
 
       Globalization, technologization and massification of higher education are supposed to become serious 
challenges for universities and for business education worldwide. Universities, programs and even courses 
themselves have become or have not become the links of global knowledge creation networks and global value-
creation chains. These links and networks collaborate and compete with each other globally for different kinds of 
resources and assets – for information, facilities, human resources, investments, clients, and contributions. That’s 
why it is often reasonable and advantageous to stress and to enforce international dimension for the majority of 
program and courses taught. Business administration courses (marketing, management, information technologies) 
need to be taught today in international perspective not less than in national one. While educating future knowledge 
workers we have wide possibilities for internationalization of educational content thanks to the global Internet 
environment.  
 
      Global markets and global business demand for international-level professionals are the leading factors 
enforcing global reform for business education.  We need to look forward in order to be more prepared for global 
educational reform. 
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ABSTRACT 
 
In this paper, we develop a model dealing with firms’ project financing versus internal capital financing decisions.  
Most researches on project finance focus on how they create value by reducing deadweight costs of investments.  In 
contract, we incorporate the effects of the management efforts on market outcomes into the model framework and 
examine the issue from the perspective of managerial incentives.  The model highlights a set of conditions under 
which corporations prefer project financing.  The choice is driven by the extent and nature of the uncertainty and 
the required amount of investment.  Companies tend to choose project financing when managers’ effort has a 
significant impact on the magnitude and likelihood of favorable outcomes.  In addition, the larger the capital size, 
the more likely outside project financing is employed.  
 
 

INTRODUCTION 
 

Demand for project financing has never been greater.  Governments and private sectors use project 
financing extensively to carry out big capital investments.  Project financing is primarily a method of funding with 
very high non-recourse debt ratios using future cash flows for debt repayment and security exposure.  
 

From the standpoint of a company, project finance is not only a financing decision, but also an investment 
decision that involves a capital asset.  When the decision to invest in a capital asset has impacts on other financial 
decisions made by the firm, all those side effects must be taken into account.  Evaluating capital investments in a 
single calculation is inappropriate.  Observed contracts with various parties are good examples to highlight the 
financing side effects that project finance entails.  Doing valuation similar to the adjusted-present-value approach for 
project financing was first advocated by D.L. Lessard (1979).  The idea behind is to see the overall benefit of the 
investment and where that value is coming from.  Such a proposition, however, helps to identify the driving forces 
of project finance.  Following this path, several theoretical models of project finance have been developed within the 
last three decades.  To name a few, they include John and John (1991), Finnerty (1996), Nevitt and Fabozzi (2000) 
and Esty (2003a, b). 

 
The overwhelming importance of the contractual arrangements really sets aside project financing from 

traditional corporate financing arrangements.  Since there are numerous parties involved in the structuring of a 
typical project financing, we may view the contracts among parties as different devices designed for various 
purposes.  To explain project financing arrangement, most of existing literature is based on agency or moral hazard 
problems either from the capital assets or the sponsoring firm.  For example, the asset-specific agency conflicts 
addressed in the paper of Habib and Johnsen (1996) can be avoided with project finance.  In their paper, Blanchard, 
Lopez-de-Silanes (1994) argue that the short-lived project financing arrangement resolves the inefficient investment 
with free cash flows.  Using project finance for bankruptcy protection of a low-risk project from high-risk projects is 
found in the paper of Chemmanur and John (1992).  Lamont (1997) shares a similar view.  With incomplete 
information, the joint evaluation of the projects and existing assets can be problematic.  To reduce the information 
cost on credit search is the motivation for project finance proposed by Shah and Thakor (1987). 

 



 ©Copyright 2007 by the Global Business and Technology Association   25 
 

Rather than focusing on the outsiders, we consider the problem from the company’s aspect of whether it 
should finance internally or resort to project finance.  While the decision is purely financial, the choice should be 
rational aiming to increase firm value.  It is always assumed that the type of financing can be explained entirely by 
financial factors such as risk spreading or shortage of internal funds.  Although the interaction of financing and 
capital investment has been addressed by Froot, Scharfstein and Stein (1993), through coordination using project 
finance as a risk hedging tool is re-examined recently by Parrino, Poteshman and Weisbach (2002) to prevent sub-
optimal investment strategies.  The idea of transforming the structural attributes of the firm rather than using 
derivatives to manage risk is new in corporate finance literature.  

 
  Our paper will consider another factor that may influence the choice of project financing versus internal 

capital financing.  This additional factor is the managerial incentives.  Shifting risk of a capital project to the 
outsider investors may discourage the appropriate level of effort in operating the project.  Such a general problem of 
the conflict between risk spreading and providing appropriate incentives to agents has a wide discussion.  There 
have been considerable thoughts on the incentive schemes to reward managers within a firm and whether to provide 
managerial rewards tied to firm profits or to provide fixed salaries.  Managers in general will have more limited 
opportunities to capture economic rents that company owners may potentially earn.  In contrast in our paper, the 
perspective will be that companies engaging in project financing may anticipate earning economic rent since 
competition to provide funds by outside investors sets a limit on the cost of project financing.  The issue of the 
appropriate incentive structure for rewarding managers within a firm is similar to the issue of project financing 
versus corporate financing.  However, there are extra concerns for managerial incentive structures in project 
financing at a more practical level.   
  

Factors such as the firm’s operational, capital and ownership structures affecting managerial incentives and 
asset values are at the heart of this paper.  Although business opportunity might be implemented under a range of 
intermediate arrangements, we consider only two extreme scenarios, namely a company acting as a principal 
supplying all investment capital versus acting solely as a management operator with project financing from outside 
investors.  The practice of build-operate-transfer (BOT) is adopted here for project financing settings.  However, our 
analysis is based on a modified concept where concession of operating rights is granted for an existing facility and 
the return of control is not addressed.  Our paper examines the structural attributes favoring project financing.  The 
arguments rely upon the comparisons between risk-reduction and effort incentives through project financing.  
Analysis of project financing has received limited attention along this dimension. 
 

We formulate a model with four important ingredients.  First, the stock-type project consists of the sale of 
product in a stochastic market.  Second, market outcomes can be influenced by effort of management.  Third, 
companies are risk averse.  Lastly, risk neutral outside investors exist who will finance any project that generates 
non-negative expected value.  Based on these characteristics, a set of conditions are derived to show when the 
company uses traditional corporate financing to exploit a business opportunity or resorts to project financing.  With 
other factors being equal, project financing would be chosen when fixed capital costs are high relative to other costs 
or when the return to the project is less sensitive to unobservable levels of managerial effort. 
 

The paper is organized as follows: Section 2 introduces the basic framework of analysis.  Section 3 presents 
the options available to the company in question.  Results are derived in terms of when one option is preferred to the 
next with high or low managerial effort is applied.  Section 4 contains a few concluding remarks.        
 

THE MODEL 
 
Consider a company who owns the franchise rights for an investment project.  There is large and long-term market 
risk involved in this project.  The cash flow for the firm is determined by revenue minus cost. 
 
Revenue depends on output, q and the inverse demand curve, P = a – bq, for the firm’s product. 
(1) R q Pq a bq q( ) ( )= = −  
Total cost is given by: 
(2) C q e c q c q c eq K e( , ) = + − + +1

2
2 3            
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where ( )e e eL H∈ ,  corresponds to low or high effort and K > 0 represents the fixed initial capital 
investment. 
 
To ensure the firm’s cost is always an increasing function of output, we need to impose the condition, c2 > c3eH.  The 
parameter c3 reflects the reduction in marginal and average costs from each unit of effort.  
 
The difference between revenue and cost defines the cash flow (W) of the project, which is subject to market risk (u) 
in a simple multiplicative fashion.  That is, 
(3) W u R q c q e= −[ ( ) ( , )]                (3) 

where u u u∈[ , ]1 2  is a two-state random variable with u2 > u1. 
 
By assuming multiplicative uncertainty on the cash flows, the company output level will be chosen independently of 
the state of the world. 
 
It is further assumed in the model that the probability of state occurrence is influenced by the level of effort 
undertaken by the management in the new business entity.  For low effort, ( )prob u u eL= =1 α ; and high effort, 

( )prob u u eH= =1 ψα  where 0 1≤ ≤ψ .  If ψ = 1, high effort has no impact on the risk level of the project.  
When ψ = 0, high effort can eliminate the risk from the project. 
 
Conventionally, effort may be put into different categories.  Rather than having the tedious distinctions, effort in this 
analysis simply reflects general managerial competence and attentiveness.  In this role, effort is not necessarily 
directed towards a specific managerial task.  The low level of effort characterizes the one that can be contracted for 
and verified by external investors.  Showing up in the office 8 hours a day from Monday to Friday is a good 
illustration.  The high level one includes the low level of effort plus an extra effort that can only be internally 
monitored.  For example, a high level of effort involves costs in taking senior skilled managers from other areas and 
using up valuable management time.  Unfortunately, such an additional amount cannot be contracted for and 
verified by external investors.  Interestingly, when the company goes for project financing working as an agent for 
external investors, the cash flow received will be independent of the outcome in the market.  There is no direct 
incentive of providing high effort unless the external investors contract for it.  However, external investors do not 
contract for high effort because they cannot determine whether it is being supplied or not. 
 
The company’s utility function is assumed to exhibit Arrow-Pratt constant relative risk aversion with R.  (4)
 U W W R( ) = −1  
Being risk averse, 0 < R < 1, the company maximizes the expected utility of cash flow, W from the investment 
project.  
 
Financing Projects 
 
Two forms of financing and compensations are considered.  The first option is self-financing and corporate-funded 
by the company.  The cash flow varies depending on the market outcome.  The other alternative is to use project 
financing with outside investors.  The company then gets a fixed reward that is independent of market outcome.  
Since the high level of effort cannot be contracted for, the company will only supply low effort.  However, company 
may benefit even more from the risk reduction than the monetary compensation generated by the project. 
 
Case 1: Corporate Self-Financing 
 
For a low level of effort, the expected utility of cash flow is given by: 
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(5) 
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Correspondingly, a high level of effort yields 
 

(6)  
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The company must choose both effort and output before the state of the world is known.  To determine the optimal 
level of effort, the company calculates the maximum expected utility under the high and the low effort level 
comparing the two. 
 

For low effort, max ( )EU W eL  gives an optimal output q
a c c e

b c
L*

( )
=

− +
+

2 3

12
.  Substituting q* into equation (5) yields 
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1 4 .  To simplify the notation, replace (b + c1) 

with A and (a – c2) with B.  The above expression then becomes 
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Similarly, high effort will have an optimal output and expected utility as below. 

q
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Under some specific conditions, it can be shown unambiguously that the firm will choose either a high level of 
effort or a low level of effort.  These are demonstrated in theorem 1 and 2. 
 
 

Theorem 1: A company will always choose a high level of effort if e
A Bc

cL ≥
−( )2 3

3
2 .   

 
Proof:  Only two levels of effort are actually available but we can still consider the hypothetical impact of other 
effort levels on expected utility.  In general, 
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=  yields a minimum expected utility. 
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That is, e
A Bc

c
* =

−2 3

3
2 .  If eL ≥ e*, then 

∂
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≥ .  Furthermore, with 
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1 0T e
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>  and 

∂
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T e
e

H1
0

( )
> , 

it follows that high level of effort increases the expected utility above that of low level of effort. 
 
 
Corollary: If (2A – Bc3 ) < 0, then high effort will always be preferred.  
 
Proof:  As long as eL > 0, conditions of theorem 1 are satisfied automatically.  The circumstance is favored by A 
being small or Bc3 being large. 
 
Interpretation: The term A = b + c1 is small if the market size is huge (i.e., small b) or diseconomies of scale is 
moderate (i.e., small c1).  The term Bc3 = (a – c2)c3 is large if the maximum willingness to pay (a) is high or the unit 
variable cost (c2) is small or the impact of effort on reducing unit variable cost (c3) is significant. 
 
 
Theorem 2:  If high effort has no influence on the cash flow occurrence (i.e., ψ =1), then low effort will yield higher 

expected utility whenever e A Bc
cH ≤
−( )2 3

3
2 . 

 

Proof:  From Theorem 1, since 
∂

∂

2

2

1 0T e
e

( )
> , then 

∂
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T e
e
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0

( )
≤  if e A Bc

cH ≤
−( )2 3

3
2 .  The expected utility 

increases as effort is reduced, thus EU W e EU W eH L( ) ( )< .  The critical condition, ψ = 1 is necessary because 
otherwise, higher effort increases the likelihood raising the probability of favorable outcomes may compensate for 
the negative impact that high effort has on cash flow in a given state of the world. 
 
The relationship between effort and expected utility can be represented by an U-shaped curve.  Sufficiently high 
effort if available, ultimately leads to greater cash flows than lower effort because there are no diminishing returns to 
effort in the model of this paper.  Each additional amount of effort contributes a constant reduction in marginal and 
average cost.  The reduction in cost encourages greater output, which magnifies the rewards of greater effort.  For all 
possible effort levels, constant improvement in average cost from effort is unrealistic. However, by assumption, the 
analysis will focus on considering only two discrete effort levels whose relevant range is characterized by effort 
making a constant improvement in average cost due to additional effort. 
Case 2:   Project Financing with Fixed Management Fees paid by Outside Investors 
 
Instead of accepting variable return through corporate financing, the company can contract out the project to a risk-
neutral external investor and acts as a managing agent.  The fixed management fee may include economic rent that 
the company would expect to earn when corporate financing is used.  Since the capital market of project financing is 
assumed to be competitive, the expected return for external investors need only be K, the cost of capital.  While the 
investors commit a fixed payment to the company, they assume all the risks of the project.  For the poor market 
outcome, investors will earn less than K and earn more than K as a premium when market is favorable. 
 
As argued earlier, the outside investors cannot monitor whether or not high effort has been provided.  Therefore, the 
payment that investors offer will be based on the low effort expectation.  Expected cash flow, E(W) from the project 
is the fixed management fee received by the company regardless of the state of the world, netting out the cost of 
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Lemma 1: Project financing is preferred if 
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Note: the above expression is normalized by setting u1 = 1 and eL = 1 for simplifying purpose from now on. 
 
Proof:  By definition, company prefers seeking project financing to providing its own funds if 
U E W e EU W eL H( ( ) ) ( )> > 0.  Substituting the parameterized functions for these two relationships yields the 
following requirement. 
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Rearranging terms and setting u1 = 1 and eL = 1 yields the result below. 
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Lemma 2: The company prefers project financing if low effort is already the optimal action for self-
financing. 
 
Proof:  The net value created is the same whether project financing or corporate self-financing are undertaken at a 
low effort level.  The difference is the external investors absorbing all the market risk.  Comparing the resultant 
expected utility of project financing and corporate self-financing yields the following claim. 
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.  After taking the power of 1/(1-R) to both 
sides, the above expression becomes α1/(1-R) + …positive terms  + (1-α)u2 > α + (1-α)u2.  But α1/(1-R) + …positive 
terms > α is always true since 0 < R < 1. 
 

Lemma 3: Given e A Bc
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and this term will always be less then u2. 
 
 
Proof: Obviously the application of low effort must earn positive cash flow if it is worth considering.  Given this 

is the case, from Theorem 1 since eH > eL, then 
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For the second claim, 
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Lemma 1 and 3 together imply certain restrictions where a company will choose project financing. 
 

CONCLUSION 
 

The model highlights the conditions under which a particular ownership structure is best suited for carrying 
out a capital investment.  The choice to use project financing is driven by two major factors, namely the extent and 
nature of the uncertainty and the required amount of investment. 
 

The results derived for the company arranging for outside financing are similar to the standard principal-
agent relationship.  There are, however, two main differences.  First, the assumption of a large number of potential 
investors implies that all the negotiating power goes to the company in question and the outside investors only earn a 
competitive rate of return.  Second, the on-going relationship suggests company must have strategic considerations 
in its involvement.  This is why company prefers not to sell its idea or knowledge to outside investors and to have 
management in the project. 
 

A range of other structural factors may influence the decision of a firm to choose internal financing versus 
project financing.  Company will tend to prefer corporate financing of investment when effort has a significant 
impact on the magnitude and likelihood of favorable outcomes.  Regarding investment size, the larger the capital 
investment required, the more likely outside project financing is preferred.  The impact of the market size will 
depend on how large fixed capital investment is relative to the maximum surplus (i.e., the difference between 
maximum willingness to pay and average variable cost) available from production.  If fixed capital costs are large 
compared with the maximum surplus, then project financing is favored in smaller markets.  Conversely, if fixed 
capital costs are smaller relative to the maximum surplus available, project financing will be favored by larger 
markets.  Lastly, for factors such as maximum consumer surplus, B and contribution of effort to reducing average 
cost, c3, project financing will be favored in an intermediate range of potential circumstances for business 
operations. 
 

The analysis in this paper has focused on two extreme cases: all internal corporate financing versus 
complete project financing by outside investors.  An interesting area of future research would be to consider an 
intermediate case where the company shares the financing with an outside investor each putting up part of the 
investment funds.  This arrangement would attempt to balance benefits in risk reductions with incentives for 
managerial effort by the company.     
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ABSTRACT 
 
Maman (1999) proposed that in societies where business groups are the distinctive unit organizing the economy the 
interlocking directorate is one of the means employed to control and coordinate firms in the groups. This 
organizational arrangement seems to be an intentional strategy of the groups to achieve control and coordination. 
In order to study interlocking ties in Turkish business groups (BG), a decision was made to concentrate on 
interlocking directorates among the top 100 listed firms by obtaining data from the Stock Exchange of Istanbul 
(ISE). The findings of our preliminary study reveal that almost all the interlocking ties were within business groups 
in our sample. This pattern is the result of the family affiliated and professional directors sitting on various boards 
of firms in the group. We also found that there are more horizontal than vertical internal interlocking ties between 
the companies. 
 

INTRODUCTION 
 

The boards of directors have increasingly become the focus of corporate governance research in the last two 
decades. The crucial role of the board of directors in establishing effective corporate governance makes it imperative 
for researchers to analyze them. One of the important issues concerning the corporate governance and board 
compositions is the interlocking directorate. In its most basic form, a direct interlocking directorate occurs “when 
one person affiliated with one organization sits on the board of directors of another organization” (Mizruchi, 1996: 
271)  and an indirect interlock occurs when two firms have directors who sits on the board of a third firm (Barringer 
& Harrison, 2000). Moreover, in business groups, vertical interlocks occur between the parent company and its 
holding companies, and between each of the holding companies and their subsidiaries on the other hand, horizontal 
interlocks relate to the relations among sister firms (Maman, 1999). Some researchers reports that the direct or 
indirect interlocking of directors facilitates the transfer of information about business practices, brings upper class 
cohesion, acts as a mechanism for interfirm collusion and cooperation, provides personal career advancement 
possibilities, reduces dependence, control and/or monitor others, presents source of legitimacy and diminishes the 
probability of opportunistic behavior (Haunschild & Beckman, 1998);  (for a excellent review see Mizruchi, 1996).  
  
Considerable empirical work on interlocking directorates has been conducted in the United States and in other 
developed countries (Boyd, Carroll, and Howard, 1996: 205).  Since developed and developing countries differ 
profoundly in institutional contexts (Au, Peng, &Wang, 2000; Claessens, Djankov, & Lang, 2000; Gedajlovic & 
Shapiro, 1998; Li, 1994; Pederson & Thomsen, 1997) in which corporate governance is embedded, lack of 
knowledge about corporate governance in general and interlocking directorates in special from developing countries 
constitutes a serious deficiency in our understanding. It is unclear for us if the existing theories of interlocking 
directorate are generalizable outside of the developed country context. On the other hand, Maman (1999) suggests 
that interlocking directorates serve different purposes in different societal contexts, and within even the same social 
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context. He found that that in societies where business groups prevail, interlocking directorates are one of the means 
for controlling and coordinating firms in the group contrary to the conclusion derived from studies where the unit of 
analysis is the firm, and where the researchers rely solely on findings from North America. Typical conclusion 
derived from literature review reveals that the interlock network serves as a mechanism for the diffusion of 
information rather than for the exercise of explicit control (Davis and Powell, 1992: 341). 
  
Business groups, often in form of family “holding”, have been identified as the dominant form of organization in 
Turkey (Buğra, 1994; Öniş, 1995; Gökşen & Üsdiken, 2001). Accordingly, Turkish business group or “family 
holdings” provide the settings for our analysis. A recent study (Turgut & Dicle, 2003) focused on the interlocks in 
companies listed in Istanbul Stock Exchange in Turkey in 2000. They found that multiple directors in Turkey are a 
minority group (17%), just like those in Hong Kong (17%), Thailand (14%), Great Britain (11%), and the United 
States (18%) (See Table 1).  
 

Table 1. Patterns of interlocking directorates in Turkey: A comparison with Thailand, Hong Kong, Great 
Britain, and the United States 

 
 Turkey 

308* 
Thailand 
Top 200 

Hong Kong 
Top 200 

Great Britain 
Top 250 

United States 
Top 250 

Total number of 
directors 
 

1 545 1 511 1 628 2 682 3 108 

Total number of 
multiple 
directors 
 

256 213 276 282 564 

Proportion of 
multiple 
directors 
 

17 % 14 % 17 % 11 % 18 % 

* Total number of companies’ listed to Istanbul Stock Exchange.  
Adapted from Peng, Au & Wang (2001). The data on Turkey come from Turgut & Dicle (2003).The data on Hong 
Kong and Thailand come from Au, Peng, and Wang (2000) and Peng, Au & Wang, (2001). The data on Great 
Britain and the United States are from Stokman, Ziegler, and Scott (1985).  
 
The main contention of this exploratory and preliminary study is that, in societies in which business groups prevail, 
interlocking directorates are one of the means for controlling and coordinating firms within the group (Maman, 
1999). Family owned and controlled business groups have a central place in the Turkish economy and this study 
investigates interlocking ties among the listed companies in Turkey.  
 

INTERLOCKING DIRECTORATES IN BUSINESS GROUPS 
 
Granovetter (2005:429) defines a business group as “a collection of legally separate firms bound together in some 
formal and/or informal ways”. Business groups are characterized by an “intermediate” level of binding.  This 
definition excludes any set of firms bound merely by short-term strategic alliances, as well as those groups of firms 
legally consolidated into a single entity. Business groups dominate the economies of many emerging and developed 
countries. Such groups exhibit the following three characteristics in developing countries, as identified by Leff in his 
seminal 1978 paper: a shared administration of diverse companies in several economic sectors (conglomeration), 
their integration in the financial sector, and the relationship among companies through a common family ownership. 
Several researchers found that the affiliation of a firm to a business group contributes positively to performance in 
developing economies because they complete markets (Khanna and Palepu, 1999; Claessens et al.1999).  
Alternatively, business groups might have a negative effect on performance if they take advantage of their condition 
to expropriate minority shareholders, at the expense of overall efficiency (Silva et. al., 2006). 
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Nevertheless, business groups in the different societies over which they prevail share one major problem; how to 
coordinate and monitor the activities of individual firms which belong to the group. Each of these firms has an 
independent legal existence and thus separate managements and boards of directors. Group headquarters do however 
monitor the separate firms, engage in long-term planning for the group as a whole, and allocate resources within the 
group. In other words, business groups face a constant tension between the desire of individual firms within the 
group for autonomy and the group's need to control the actions of different firms. 
 
Several researchers proposed different ways of controlling the actions of companies in the group. For example, in a 
case of cross-shareholding, members of a group hold each others’ stock and this mechanism advances mutual 
relationships (Omi et al. 1989). Granovetter (1994: 462-64) specifies different principles for the creation of 
solidarity and trust among the firms and the managers involved, such as kinship ties, common ethnicity and religion, 
and interlocking directorates.  Anderson and Reeb (2003) proposed special managerial practices, such as relying on 
relatives to manage firms in the group or interlocking directors to create social ties and they found that the active 
involvement of the family in management responsibilities is positive for the firm. Mizruchi (1996) reports that the 
interlocking of directors facilitates the transfer of information, brings high cohesion, and diminishes the probability 
of opportunistic behavior, because retaliation is a credible threat. In contrast, the effect of social ties is negative if 
family relationships and the interlocking of directors are used to extract value from the firm, at the expense of 
minority shareholders (Silva et al., 2006). 
 
The main assertion of this study (Maman, 1999) is that, in societies in which business groups prevail interlocking 
directorates are one of the means for controlling and coordinating firms within the group. Business groups have a 
central place in Turkish economy as do in Japan, South Korea and Latin America this study investigates interlocking 
ties within them. To support the main assertion, the study will (a) examine interlocking within the group, (b) 
differentiate between different types of internal interlocking ties — both vertical and horizontal, (c) analyze family 
ties, (d) question whether firms affiliated with business groups are tied through interlocking directorates to other 
firms in the group and also to other non affiliated companies.  
 

METHODOLOGY 
 
Sample and Data Collection 
 
In order to study interlocking ties in Turkish business groups (BG), a decision was made to concentrate on 
interlocking directorates among the top 100 listed firms by obtaining data from the Stock Exchange of Istanbul (ISE) 
and company annual reports in 2004. We first identify all the corporations which interlocked with each other in the 
sample. We then calculate the interlocking ties within the groups. To examine the assertion that most of the 
interlocking ties are within business groups the appropriate measure is the proportion of internal ties out of all of the 
group's interlocking ties with other firms in the sample. We finally differentiate between various types of internal 
interlocking. As was suggested earlier, interlocking directorates within business groups are an expression of both 
vertical and horizontal relationships. Specifically, vertical internal interlocking ties relate to the ties between the 
parent firm of the group and its holding companies, and relate to the ties between each of the holding companies and 
the firms owned by the holding companies. Horizontal internal interlocking ties, in contrast, relate to the ties among 
the different holding companies and refer to the ties between different firms operating under the same holding 
company. 
 

RESULTS 
 
In Table 1, the findings of interlocking ties in ISE 100 are presented. We found that out of total 647 board of 
directors members, 77 of them are interlocked to each others. Approximately 85 percent of companies included to 
the sample are business group parent or affiliated companies and 99 % of the interlocks are realized within the same 
business group affiliated companies. We can say that they are internal interlocks in nature. However we expected 
that sitting on the board of directors of a different firm and being exposed to the experience of other firms would 
provide valuable information to the directors (Haunschild & Beckman, 1998) and they will also prefer non-control 
oriented but information targeted interlocks.  
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When we take a closer look to the characteristics of interlocking directorates in our sample, Table 3 shows the 
different types of internal interlocking ties in business groups: vertical versus horizontal. There are more horizontal 
than vertical internal interlocking ties. We observe that 54,5 percent of the total interlocks are horizontal in nature. It 
is also worth to note that majority BG presented in our sample are family owned enterprises. This result is in line 
with the findings of Yurtoğlu (2000). Empirical evidence provided by his recent study on companies quoted to ISE 
shows that: “holding companies are the largest owners with ownership stakes in 143 companies and with an average 
stake of 36%”. Yurtoğlu’s study also reveals that the ultimate owners of listed companies are mostly individual 
family members. Families control 198 of the 257 companies with average 53.8% holding of the equity capital, a 
figure substantially higher than average direct shareholding of families (27.1%)”. Gökşen & Üsdiken (2001) 
reported that there were 22 business groups with at least three firms quoted on the ISE and 18 of them were family-
controlled. Demirağ and Serter (2003: 48) named Turkey as an “insider system” country. They conclude that 
Turkish listed companies exhibit a highly concentrated and centralized ownership structure and families, directly or 
indirectly, own more than 70 percent of all traded companies and retain majority control. 
 

Table 2. Interlocking directorates in Turkey: ISE Top 100 Firms in 2004 
 

 Turkey 
ISE Top 100 

Total number of directors 
 

647 

Total number of multiple directors 
 

77 

Proportion of multiple directors 
 

12 % 

Number of director 
seats held by a multiple 
director 
 

 
 
2 
3 
4 
5 
More than 5 

 
 
68,8 % 
18,4 % 
5,3 % 
3,9 % 
3,9 % 

   
 
 
Jensen and Meckling (1976) model affirm that managerial opportunism thus agency cost in family businesses is very 
low that the need for internal governance mechanism like board of directors is not necessary. However, a more 
recent view (e.g. Chrisman et al. 2004; Schulze et al. 2002) suggests that altruistic family behaviors can be 
damaging for the company. They also suggest that boards serve more than a governance function and board of 
directors can be used by family firm owners to assist family executives and reduce within family agency costs 
(Hillman & Dalziel, 2003; Johnson, Daily & Ellstrand, 1996). Therefore we expect that family business executives 
seek interlocks not only for entrenchment and preservation but to get advice and counsel from other who have 
situation specific experiences (Lester & Cannella, 2006). In this perspective, we would like to determine family ties 
in the board of directors. However, as can be observed in Table 3, we found that 59,7 percent of the interlocks are 
realized by professional managers. We can say that there are generally operational ties among the firms and group 
affiliated companies share professional managers with parent and sister companies. Contrary to our expectation, we 
view that a very limited number of outside directors (only 6,5 %) sit on the board of directors of non related 
companies. However, in a study conducted by Kula (2005) in 356 Turkish companies, average percentage of outside 
directors on the board is found to be 11 percent.  
 

Table 3:  Patterns of interlocking directorates in Turkey 
 

 Family Member Professional 
Manager 

Independent 
Directors 

TOTAL 
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 Number % Number % Number % Number % 
Vertical 
interlocking 

16 53,3 14 46,7 - - 30 39 

Horizontal 
Interlocking 

10 23,8 31 73,8 1 2,4 42 54,5 

Other - - 1 20 4 80 5 6,5 
Total 26 33,8 46 59,7 5 6,5 77 

 
 

 
Pearson chi-square: 54,541 df: 2  sig. (two-sided): .000 
 
 

CONCLUSION AND DISCUSSION 
 
Maman (1999) proposed that in societies where business groups are the distinctive unit organizing the economy the 
interlocking directorate is one of the means employed to control and coordinate firms in the groups. This 
organizational arrangement seems to be an intentional strategy of the groups to achieve control and coordination. 
The findings of our preliminary study reveal that almost all the interlocking ties were within business groups in our 
sample. This pattern is the result of the family affiliated and professional directors sitting on various boards of firms 
in the group. We also found that there are more horizontal than vertical internal interlocking ties between the 
companies. In other words, parent companies share professional managers between their affiliated companies to 
improve coordination among sister companies and to benefit professional experience of their manager in different 
business area.  When we take a closer look to the social ties between the boards of directors, we observe family 
interlocks between the same group affiliated companies. This is not a very surprising result when we take into 
consideration the fact that majority of the BG in Turkey are owned and controlled by family. However, 60 percent of 
the interlock is comprehended by professional managers. We can say that there is a greater representation of 
professional managers in the top management teams of family business.   
 
However, these results should be interpreted cautiously given the limitations inherent in this study. The limitation of 
this study in terms of generalizability of the findings should be recognized.  This paper presents early result of a 
research project and comprehend finding of a limited sample size namely ISE 100 and the interlock between these 
companies. In order to have more comprehensive understanding of the phenomenon, we think that future studies had 
to enlarge the sample size of the research. Preliminary results show that there are substantial relationship between 
social ties and business group corporate governance structure. However, more sophisticated research should be done 
to understand the role of family ties, companies’ characteristics (firm size, sector of activity, age and diversification) 
and the impact of interlocks on the performance of the firms.  
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ABSTRACT 

In today's competitive airline environment, understanding travelers' airlines choice behaviors is an important 
issue for airline managers. If airlines can learn how travelers' airline choices are affected by the airfares and quality of 
carrier services, they can use such information to make effective decisions on pricing, yield management and 
marketing strategies. 

In this context, the purpose of this study is to compare the factors affecting the choice of airlines for 
frequent flyers and non frequent flyers. The study is implemented with two different groups by giving them to same 
questionnaires to compare their factors and then their answers evaluated. Surveys were designed to gain in-depth 
information about the factors. Empirical data was collected from Atatürk international airport in İstanbul, Turkey.  

  

INTRODUCTION 
 

As the global airline market inches towards liberalization, the forces of competition has lead to intense and 
constant realignments of loyalties between airlines, various forms of partnerships arrangements and cooperative 
schemes, such as code sharing agreements resulting in competitive fares, and changes in frequency of services and 
other attributes which are aimed at capturing market share and increasing profits. (Chin, 2002) 

 
In today's competitive airline environment, understanding travelers' airlines choice behaviors is an important 

issue for airlines. If airlines can learn how travelers' airline choices are affected by the airfares and quality of carrier 
services, they can use such information to make effective decisions on pricing, yield management and marketing 
strategies. (Suzuki, 2004) Success in a global economy is linked to airline’s ability to offer lower prices, better 
service, and greater choice than its competitors. In addition, airline must understand the buying behavior of their 
customers and be able to use this knowledge to predict how consumers make choices of airlines companies. (Hardie 
et al. 1993, Manski 1997) 

 
One of the greatest challenges in aviation management is to understand why travelers select one airline over 

another. (Peles et al., 2001) Upon examining factors that impact passengers’ decision-making, studies have 
generally concluded that travelers (whether business or leisure) tend to choose the airlines that offer lower airfares, 
more direct services, and frequent departures to the preferred destination. Some studies also claim that travelers tend 
to choose airlines in which they are “active” participants of a frequent-flyer or other rewards program. Suzuki 
(2004) examined the potential impact of bumping, flight delays, and baggage mishandling (lost, damaged, delayed 
or pilfered) on future airline-choice decisions.  
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On the other hand, little is known what are the differences in factors affecting the choice of airlines between 
frequent flyers and non frequent flyers. What is important for FFP members? What is important for non FFP 
members?  

 

THEORETICAL BACKGROUND 
 

Air carriers have been searching for ways to increase product differentiation and obtain market advantage. 
Among the strategies adopted are implementation of capacity controls, differentiated pricing by market segment, 
frequent-flyer programs aimed at inducing traveler loyalty, improvements in terminal and on-board amenities, 
coordination of schedules and joint marketing with code-sharing partners, and monitoring and improving on-time 
performance. An essential component in the evaluation of these and other strategies is gaining a better understanding 
of the needs and wants of individual travelers. (Proussaloglou, Koppelman, 1999). Various studies made on 
international air travelers’ choice of airlines, these studies to be seen below.  

 
Firstly according to US Department of Commerce periodic surveys on international air travelers’ choice of 

airlines this includes monitoring of: schedule; non-stop flight availability; safety reputation; on-time reputation; in-
flight service reputation; frequent flyer programme. The key purchase criteria of travellers are a multi-attribute of 
service based upon: frequency of flights; timings; punctuality; good in-flight service and facilities; good on-ground 
service and facilities; non-stop service; safety records. (Gilberta, Wongb, 2003) 

 
Secondly, according to survey made by Wessel air travelers identified for business travelers; safety, price, 

on time arrival, scheduling convenience, as the most important factors in choosing an airline. According to survey 
air travelers identified for leisure traveler’s price, safety, scheduling convenience as the most important factors in 
choosing an airline. (Wessels, 2006) 

 
Figure 1. Top 10 factors in Selecting an Airline 
 

 
 

Then according to the result of the poll which is made by airliners net ticket cost, safety record, aircraft type 
as the most important factors in choosing an airline. (http://www.airliners.net/, 2007)  

 
Table 1. Most Important Factors in Choosing an Airline 
 

Ticket Cost  31.33 % (464) 
Safety Record  17.35 % (257) 
Timetable  5.81 % (86) 

http://www.airliners.net/
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In-Flight Service  7.83 % (116) 
Aircraft Type  28.56 % (423) 
Frequent Flyer Programmes  3.71 % (55) 
On-Time Record  2.57 % (38) 
Other  2.84 % (42) 
Total Votes: 1481   

Source: http://www.airliners.net/discussions/polls/index.main?id=2, 2007 
The other recent research made by Hongwei, factors that influence passenger’s choice of airlines, fare price 

and flight schedule become the most important factors, and followed by service quality and type of aircraft; airline 
image is less than 10% and FFPs is only 5%. (Hongwei, 2005) 
 

Figure 2. Factors that influence passenger’s choice of airlines  
 

 
 
Frequent Flyer Programs 
 
The first FFP was introduced by American Airlines in May of 1981, three years after the deregulation of the 

airline industry. The program’s goal was to identify and reward the airline’s most loyal customers. Using its 
computer reservation system, American compiled a database of its “frequent flyers” and awarded those bonuses - 
including free round-trip tickets and free upgrades from economy to first class - for flying a minimum number of 
miles per year. Within days of the introduction of American’s FFP, United Airlines introduced an almost identical 
program of its own. Later that year, Delta, Continental and TWA followed suit. Today, the large U.S. FFPs 
(American, United and Delta) have over 20 million members each, though many members are, of course, shared. 
Worldwide, there are now more than 70 different FFPs which, combined, have over 100 million members. 
(Lederman, 2004) 

 
FFPs offer free travel and upgrades as incentives to fly with an airline and is the most popular and 

successful marketing strategy devised to build customer loyalty and sell the high priced seats. FFPs are designed to 
achieve a high degree of brand loyalty particularly among business travelers, attract primary demand, effectively 
discourage new carrier competition, and give airlines direct and efficient communication links with their best 
individual customers. (Brancatelli, 1986; Stephenson & Fox, 1987) 
 

FFPs award consumers frequent flyer points for each flight purchased from an airline. Frequent flyer 
programs implemented by many airlines give free flights, upgrades, products and other services to travelers 
according to the amount of frequent flyer miles accumulated by the travelers. Accumulated FFP points can be 
redeemed for rewards, usually free tickets or free class upgrades with the airline. FFP reward schedules are 
structured such that a minimum number of points must be earned before any reward can be redeemed, after which 
the value of rewards generally increases non-linearly with the number of points required. In addition to this non- 
linearity in the reward schedule, the airlines have created elite programs that award “elite status” to consumers who 
fly a minimum number of miles with the airline in a given calendar year. (Lederman, 2004) 

 

http://www.airliners.net/discussions/polls/index.main?id=2
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Today, the frequent flyer program has become an important airline choice factor for air travelers. Empirical 
studies have shown that frequent flyer programs significantly affect traveler’s choices of airlines. Most surveys of 
individuals who belong to at least one FFP concerning airlines with FFP reveal that FFPs influence their choice of 
airline. For example, Toh and Hu (1988) reported that 67% of FFP members agreed that membership in a FFP 
influenced their choice of airline. Morrison and Winston's (1989) model of joint airline and route choice using a 
sample of origin and destination data of individual trips showed that FFPs had a significant effect upon airline and 
route choice. Nako (1990) also found that FFPs had a significant effect on airline choice. However, FFPs are not the 
roost important factor. The number of flights and the frequency of delays appear to have the strongest effect upon 
airline choice, followed by the percentage of direct flights, total travel time, FFPs, fares, and, finally, on-time 
performance. Except for on-time performance, the rankings in order of importance of these factors seem to be 
consistent with Toh and Hu (1988) findings where schedule convenience, on-time performance, low fare, and 
overall service by attendants are of greater importance in influencing their choice of airlines than FFP’s. Business 
travelers gave a higher ranking to FFPs (Nako, 1990). 

 

RESEARCH METHODOLOGY 
 

This study is implemented with two different groups at different times by giving them to same survey to 
compare their answers to evaluate their factors of airline choice. 

 
Objective of the Study: In this study focuses on factors affecting the choice of airlines for frequent flyers.  
Limitations of the Research: The research is limited by the questionnaire answered between the 17th and 

21st of February, 2003 by 2000 Elite Flyer members of the FFP of Turkish Airlines (THY). In the study, there are 
Elite Flyer members of the THY which carries out scheduled flights. The reason why THY is selected for the 
research is that the only company that provides a frequent flyer program in Turkey is THY. Because the Elite Flyer 
members are the customer who performs the most flights, it is believed that their answers would reflect the all Elite 
Flyer members that are why they have been selected for the study.  

Research Method: Questionnaire via Internet is the method for the research.  
Research Medium: The research medium consists of 15.000 passengers who are the members of the Elite 

Flyer. For sampling purposes, 2000 members was randomly selected from the Elite Flyers between 17 th and 21st of 
February and included in the questionnaire analysis. After the research, 608 usable questionnaires are included in the 
analyses with the response rate of 30.4 %.  

Collection of the Research Data: Data acquaintance from the questionnaires via Internet was the method 
to collect the research data. The questionnaire form, with the essential explanations added, was sent to the e-mail 
accounts of the sampling unit members by THY.A pilot work has been done with 20 members to learn about how 
good the questions in the questionnaire form serve for the objective of the research. According to answers to those 
questions, some modifications have been done in the questions. Then, the research questions were sent to the 
members on the 17th February, 2003 by THY Data Processing Unit. 608 usable questionnaires were gained in the 
research and Microsoft Office Excel and SPSS 10.0 (Statistics Pack for Social Sciences) were used in the analysis. 
The closed-end questions have been assessed by creating a coding key for each member.  

Reliability Analysis of the Research: It is possible to say that the Research is reliable as a whole, 
according to the coefficient of reliability α = 0.8296. 

 
Objective of the Study: In this study focuses on factors affecting the choice of airlines for non frequent 

flyers.  
Limitations of the secondly Research: The research is limited by the questionnaire answered between the 

26
th 

and 30
st 

of April, 2004 by 434 passengers. Data were collected from passengers departing Istanbul Ataturk 
Airport. The international terminal of the Istanbul Ataturk Airport was chosen as the main data-collection point 
which is one of the largest international terminals in Turkey. All the same Ataturk Airport is located at the 
crossroads of Europe and Asia. 

Research Method: Face-to-face discussion is the method for the research.  
Collection of the Research Data: A pilot work has been done with 20 airline customers to learn about how 

good the questions in the questionnaire form serve for the objective of the research. According to answers to those 
questions, some modifications have been done in the questions Then, the research questions were asked on between 
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the 26
th 

and 30
st 

of April, 2004 by 434 usable questionnaires were gained in the research and Microsoft Office Excel 
and SPSS 11.0 (Statistics Pack for Social Sciences) were used in the analysis. The closed-end questions have been 
assessed by creating a coding key for each member.  

Reliability Analysis of the Research: It is possible to say that the research is reliable as a whole, according 
to the coefficient of reliability α = 0.8811.  
 
Findings 
 
Table 4.The Importance Level of the Factors affecting the choice of airlines for Frequent Flyer Members 
 

Factors affecting the choice of airlines Means 
Convenience of schedules  1.52 
On time performance  1.40 
Safety  1.19 
Types of airlines  1.90 
Price 1.78 
Frequent Flyer Programs (FFP) 1.61 
Comfort 1.56 
Food and drinks 1.89 
Personnel behavior   1.43 
Airline images  1.77 
Baggage services  1.57 
Flight network 1.76 
n= 608 

When the factors effecting the members’ choice factors are analyzed it has been seen that a big part of the 
factors considered as effective on the members’ choice factors has been determined as “exactly important” for the 
preferences. However the factors such as safety, on time performance, the personnel behaviours have come into 
prominence much more in proportion to the others. It has been thought that the safety factor has been considered as 
the most important factor by the members because of the terrorist attacks and plane accidents occurring in the last 
years in the aviation sector.  

In the light of the data obtained it has been understood that an aviation product has been thought as a whole 
and the factors affecting the choice preferences haven’t been diverged each other distinctively. 

 
Table 5. The Importance Level of the Factors affecting the choice of airlines for Non-Members 

 
Factors affecting the choice of airlines Means 
Convenience of schedules  1.49 
On time performance  1.73 
Safety  1.83 
Types of airlines  1.18 
Price 1.56 
Frequent Flyer Programs (FFP) 1.18 
Comfort 1.65 
Food and drinks 1.60 
Personnel behavior   1.72 
Airline images  1.54 
Baggage services  1.12 
Recommendations of travel agent  0.66 
Flight network 1.44 
n= 434 

1= Exactly important 2= Important 3= Neutral 4 =Not important 5 =Exactly not important 
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When the factors effecting the non members’ choice factors are analyzed it has been seen that a big part of 
the factors considered as effective on the non members’ choice factors has been determined as “exactly important” 
for the preferences. However the factors such as baggage services, types of airlines, frequent flyer programs (FFP), 
flight network, conveniences of schedules have come into prominence much more in proportion to the others.  

In the light of the data obtained it has been understood that an aviation product has been thought as a whole 
and the factors affecting the choice preferences haven’t been diverged each other distinctively. 

 
Table 6.The Importance Level of the Factors affecting the choice of airlines members and affecting for the 

Non-Members 
 

 Means Means 
Factors affecting the choice of airlines FFP Members Non FFP Members 
Convenience of schedules  1,52 1.49 
On time performance  1.40 1.73 
Safety  1.19 1.83 
Types of airlines  1.90 1.18 
Price 1.78 1.56 
Frequent Flyer Programs (FFP) 1.61 1.18 
Comfort 1.56 1.65 
Food and drinks 1.89 1.60 
Personnel behavior  1.43 1.72 
Airline images  1.77 1.54 
Baggage services  1.57 1.12 
Flight network 1.76 1.44 
n 608 434 

1= Exactly important 2= Important 3= Neutral 4 =Not important 5 =Exactly not important 
 

When comparing the factors affecting the choice of airlines for frequent flyers and non frequent flyers it has 
been seen that safety, types of airlines, frequent flyer programs, baggage services factors are different. While the 
factors such as safety, on time performance, the personnel behaviours have come into prominence much more for 
FFP members, the factors such as baggage services, types of airlines, frequent flyer programs (FFP), flight network, 
conveniences of schedules have come into prominence much more for the non members.  
 

When comparing the factor affecting the choice of airlines for frequent flyers and non frequent flyers it has 
been seen that factor of FFP is exactly important, it’s very interesting for the non members. 
 

In the light of the data obtained it has been understood that an aviation product has been thought as a whole 
and the factors affecting the choice preferences haven’t been diverged each other distinctively for FFP and non FFP. 
 

CONCLUDING REMARKS 
 

This paper examines the determinants of factors affecting the choice of airlines by adopting a market 
research approach and conducting an analysis of traveler choice of airlines.  
 

The relative importance of factors that influence travelers' choice of airlines, important differences among 
frequent flyer and non frequent flyer segments of the air travel market are identified. 
 

In this study I divide the population into two market segments, those who are frequent flyer members and 
those who are non-frequent flyer members and compare these groups on the factors affecting the choice of airlines. 
When comparing the factors affecting the choice of airlines for frequent flyers and non frequent flyers it has been 
seen that safety, types of airlines, frequent flyer programs, baggage services factors are different certain While the 
factors such as safety, on time performance, the personnel behaviours have come into prominence much more for 
FFP members, the factors such as baggage services, types of airlines, frequent flyer programs (FFP), flight network, 
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conveniences of schedules have come into prominence much more for the non members. There does not seem to be 
a large variation between FFP members and non-FFP members. The only significant factor in both cases is FFP. It 
has been seen FFP is exactly important, for the non members. It’s very interesting.  

 
 In conclusion, knowledge of factors affecting the choice of airlines is vital to airlines. Knowing travelers 
preferences facilitates an airline to offer a product that passengers want at a price that passengers are willing to pay. 
With increasing competition in aviation, factors affecting the choice of airlines of traveller preferences have become 
ever more important. 
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ABSTRACT 
 
 
The wide-ranging institutional and market reorganization that resulted from the privatizations of public 

services concessions in Brazil in several economic sectors has made clear the increasing need to take strategic 
business initiatives with a view to attaining the performance expected from those concessions. Embedded in 
uncertainties, concessions such as piped gas distribution have hardly been considered in strategic management 
research. Using a relational perspective the study investigated the impact of macro-environmental factors on the 
performance of CEG and CEG RIO - gas distribution companies in the State of Rio de Janeiro, privatized in July, 
1997. The interpretation and analysis of data were carried out with the help of relational theoretical references and 
Macedo-Soares’s model (2002) for relational strategic analysis. The results suggested that the firms’ strategies 
were indeed adequate and confirmed that the relational perspective added value to the traditional perspective. 

 
 

INTRODUCTION 
 
 
Great changes occurred in Brazil’s infrastructure sector during the 1990s due to the need to transfer the 

responsibility for investment in the country’s infrastructure to the private sector. A wide-ranging privatization 
process, combined together with complementary institutional changes, provided the basis for a new competitive 
market logic that took the place of state monopolies in various sectors of the Brazilian economy, including the piped 
gas distribution sector. However, it should be pointed out that the control of public services concessionary firms was 
transferred to the private sector before a regulatory mark had been fully established. Managing a public service 
concession is no easy matter, even in a stable institutional environment, and this task is made all the more difficult 
by the uncertainties caused by an incipient regulatory framework. Indeed, eight years after the privatization of Rio 
de Janeiro State’s piped gas companies, it has still not been completely structured. 

 
Political factors are amongst the most important ones capable of enhancing or diminishing the competitive 

advantage of firms in industries that are undergoing structural reorganization. Deregulation and growing social and 
environmental pressures have significantly transformed various industries such as energy, telecommunications and 
air transport. Yet, many firms do not consider the implications of political macro-environment variables during their 
strategy analysis and formulation process. 

 
This context reveals the limitations of typically static and formal strategic models. Faced with a turbulent 

and complex macro-environment, it is increasingly necessary for firms to enter into alliances that maximize their 
opportunities and minimize the threats posed by the component factors of this kind of macro-environment, and by 
the strategic actors with whom they interact. Thus, what is at issue in this article is to determine the effectiveness of 
the alliances and networks of relationships established by two public services concessionary firms in the piped gas 
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distribution sector in Brazil – Companhia Distribuidora de Gás do Rio de Janeiro (Rio de Janeiro Gas Distribution 
Company) (CEG) and CEG RIO S.A. 
 

METHODOLOGY 
 
It was decided to carry out a case study which, according to Yin (1994), is a perfectly adequate method 

when a contemporary phenomenon, in its real context, is involved – namely CEG and CEG RIO’s current strategic 
conduct and their resulting performance – especially when the frontiers between the phenomenon and its context – 
the macro environment – are not clearly established. Also in accordance with Yin (1994), the research used multiple 
sources of evidence – a documental / telematic investigation and two surveys of perceptions that were captured by 
way of a predominantly structured questionnaire and interviews with company executives, in a triangulation that 
permitted data convergence. The questionnaire response rate was calculated using Rea & Parker’s (2000) formula 
that determines the size of samples for small populations. For the purpose of this study, it was assumed that the 
population was homogeneous in terms of perception. With a response rate of 48% (26 respondents), the desired 
confidence interval and maximum error were attained. 

The study covered the State of Rio de Janeiro’s two piped gas distribution companies – CEG and CEG RIO 
- between 1998 and 2005. Although the two concessions had their own legal regime and specific shareholder 
composition, the controlling shareholder and technical operator – Gas Natural SDG – were the same. Thus, there 
was a complete strategic and operational alignment between the two companies that, in fact, operated as a single 
firm. 
 

THEORETICAL REFERENCES 
 

Strategy is a unifying theme that gives coherence and direction to the actions and decisions of an 
organization (GRANT, 1998), in order to lever and allocate the resources / competencies necessary to improve and 
sustain performance (MACEDO-SOARES, 2000). The cycle of strategy formulation and implementation that results 
in business performance is encapsulated in the concept of strategic fit (HOFER and SCHENDEL, 1978; GRANT, 
1998). To achieve the latter, all factors that affect strategy, be they internal and organizational, or external and 
contextual (macro-environmental factors and strategic actors) must be consistent in terms of intention and 
realization. Internal factors refer to an organization’s resources / competencies, as well as the necessary 
organizational conditions to manage these.  For the purposes of this study, competencies were defined as a complex 
set of skills and knowledge, exercised through organizational processes that enable a firm to coordinate activities, 
use its assets and, through continual learning, improve its performance (DAY et al., 1997). 

 
To assess the strategic implications of strategic actors, the research adopted Porter’s (1980) and 

Bradenburger & Nalebuff’s (1997) constructs. Austin’s (1990) constructs were used in the case of macro-
environmental factors. It should be noted that Austin (1990) elected government as a Mega-force, because through 
its control over resources and its regulatory power, it has a modulating effect on the other forces exercised by the 
strategic actors in the performance of their respective roles. 

 
For characterizing strategy, explicit or otherwise, the research adopted Fahey and Randall’s (1998) 

constructs, with their proposition that any organizational strategy must consider and resolve three sets of basic 
choices: i) strategic scope; ii) competitive differentiation or posture; and iii) targets. To classify strategic posture it 
was decided to use the typology of generic differentiation strategies proposed by Mintzberg (1988), in terms of: 1) 
quality; 2) design; 3) support; 4) image; 5) tariff / price; and 6) non-differentiation.  

 
The study assumed that macro-environmental factors, especially those related to public sector policy, can 

enhance or diminish firms’ competitive advantages, while firms, for their part, can influence new political 
initiatives. There is an inter-relation between political changes and a firm’s resources/competencies, on the one hand 
and the industry’s competitive arena, on the other (BAILEY, 1997). 

 
Two public policy trends should be highlighted. The first concerns economic regulatory reform, including 

deregulation and privatization (BAILEY, 1997). “Originally, regulation was intended to replace certain functions of 
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the market and produce the effects that the latter, left to its own devices, would be unable to achieve”. (POSSAS, 
2002, p.59) However, despite the deregulation movement, regulation has, over time, become more and more 
detailed, and simple regulatory issues can take years to be decided upon (BAILEY, 1997). The second one has been 
a trend towards a greater degree of social and environmental activism, leading to the enactment of new and 
important legislation aimed at improving the quality of life of citizens (BAILEY, 1997). Both trends, even though 
seemingly moving in opposite directions, seek to satisfy the needs of stakeholders in their respective economic 
sectors. 

 
The conceptual basis for reforms in the public concession sectors was provided by the theory of 

contestability (BAUMOL, PANZAR & WILLING, 1982), which sustains that monopolists do not need to be 
exposed to real competition to act competitively. Natural monopolies “constitute a special case in which competition 
is not preferable to public intervention”. (POSSAS, 2002, p.59) In natural monopolies, such as piped gas 
distribution, competition comes from possible energy substitutes. Bailey (1997) warned of managers’ lack of 
knowledge of the theory of contestability, thus failing to incorporate it into their strategy formulation process even 
though their competitive environment was based on it. 

 
Issues addressed in the public sector lead to an empirical pattern of “policy windows” (BAILEY, 1997), 

providing opportunities for various interested agents, including company managers. Thus it is essential that the 
political dimension be part of the business strategy formulation process. Bailey (1997) suggested four strategies 
regarding “policy windows” that combine two dimensions: the degree of regulation – addition and withdrawal of 
regulatory restrictions – and the prescriptive incentive – initiatives undertaken jointly or separately from 
competitors, which are: 1) Seeking out advantages relative to other industry agents by exploiting opportunities 
provided by the macro-environment; 2) Seeking out collective advantages provided by the macro-environment; 3) 
Seeking to mitigate disadvantages relative to other industry agents constituted by the threats posed by the macro-
environment; and 4) Seeking to mitigate collective disadvantages constituted by the threats posed by the macro 
environment. The present study also used this typology to assess the firms’ strategic posture. 

 
As to the concept of alliances, the research drew on Gulati (1998), who defines them as voluntary 

arrangements between firms involving the exchange, sharing or co-development of products, technologies or 
services. They are motivated by a wide range of factors, can take various forms and cross both vertical and 
horizontal boundaries. They are strategic when they contribute directly to the competitive advantage of firms 
(MACEDO-SOARES, 2002). 

 
Networks, for their part, are social constructions that result from continuous transactions and joint activities 

between participants in a social system, and are defined as a plurality of actors whose interactions are based on a 
system of shared symbols. The actors that take part in a network can be analyzed at various levels: individual, small 
groups, organizations, coalitions or nations (KNOKE, 2001). Networks are strategic when they are composed of 
strategically significant and enduring inter-organizational ties of strategic significance (GULATI, NOHRIA & 
ZAHEER, 2000). 

 
Macedo-Soares and Tauhata’s (2002) classification for strategic alliances, based on Contractor & Lorange 

(1988), Parise (2000) and Nohria & Garcia-Pont (1991), was adopted as a reference and certain changes were made 
in order to represent the relations and intensities pertinent to piped gas distribution. (See Table 1 where results 
regarding alliance characterization for the case under study are presented.) 

 
The relational perspective enables one to observe the internal and external configuration of organizations 

through their relationships which are, in turn, sources of competitive advantage. This view draws on Bradenburger 
& Nalebuff’s (1997) value map: a map constituted by the set of players in the business game, including what they 
refer to as complementors, as well as their interdependencies, that is, all the elements that contribute to the capture 
or creation of value required for the focal firm’s competitive advantage.  

 
The relational analysis proposed in this study drew on the SNA – Strategic Network Analysis Model 

(MACEDO-SOARES, 2002), for the case of firms that take part in alliances and networks. It constitutes an 
evolution of the GI - Generic Integrative Model (MACEDO-SOARES, 2000). The GI model allows an analysis to 
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be performed of the firm’s critical internal variables as they interact with the most important external ones, in order 
to assess strategic fit from a traditional perspective, i.e. without contemplating relationships such as alliances and the 
networks formed by them. The SNA model preserves the generic-integrative characteristics of the GI model, 
widening them to include a relational perspective.  

 
In the SNA model, aligned with Bradenburger & Nalebuff’s (1997) concept of a value map, it is the focal 

firm’s network that is in evidence, thus enabling the alliances and the characteristics of the focal firm’s ego net 
relationships to be mapped. The concept of ego net draws upon that of Knoke’s (2000) egocentric network, for 
analyzing a specific firm. It refers to the network constituted by the focal firm, its main alliances and the most 
important relationships between its partners, in the scope of a larger value network.   

 
A collection of constructs used to operationalize relational strategic analysis was presented by Macedo-

Soares (2002), based on several studies, especially Galaskiewicz & Zaheer (1999), Gulati et al. (2000), Kale, Singh 
and Perlmutter (2000) and Knoke (2001). These constructs were adapted to the piped gas distribution sector, the 
corporate level of the focal firm and the industry of which it is a part. See Tables 2 and 3 where the research’s 
results for these constructs are presented. 

 

RESULTS AND DISCUSSION 
 

In 1997, under the auspices of the State Privatization Program, the State of Rio de Janeiro privatized the 
Rio de Janeiro State Gas Company (Companhia Estadual de Gás do Rio de Janeiro) – currently the Rio de Janeiro 
Gas Distribution Company (CEG) – and Riogas S.A, currently CEG RIO S.A. CEG was the result of a century-old 
operation. Riogas S.A. , on the other hand, was created in 1997 to distribute gas to 65 municipalities in the interior 
of the State of Rio de Janeiro, and thus, at the time of its privatization had practically no operations, having 
incorporated a few distribution assets and eight Petrobras customers. 

 
CEG and CEG RIO’s concession contracts were signed on July 21, 1997. CEG was required to replace all 

manufactured gas with natural gas, and was originally given ninety months to complete this conversion in the city of 
Rio de Janeiro. In the case of CEG RIO, the gas distributed had always been natural gas. CEG began the conversion 
project straight after privatization, but according to the company, incidents that occurred at the beginning caused 
interruptions and delays, postponing its conclusion until the middle of 2007. 

 
In Brazil’s natural gas industry, production, import, transportation and commercialization activities are 

regulated by a federal agency, the ANP – National Oil, Natural Gas and Biofuels Agency. Distribution is regulated 
by local state agencies. An analysis of the chronological development of the Brazilian piped gas distribution sector’s 
legal framework shows that the sector’s regulatory mark had not been established before privatization and the 
signing of CEG and CEG RIO’s concession contracts. The Energy and Basic Sanitation Regulatory Agency – 
AGENERSA, is responsible for overseeing the companies’ concession contracts, amongst its other regulatory 
attributions. These concession contracts have always generated a great deal of controversy. Two critical themes, 
which directly affect the companies’ management, have appeared time and time again: i) the level of investment 
needed to expand and improve the quality of services; ii) tariffs, with respect to their structure and review 
methodology. 

 
During the period under analysis in the case study - 1998 to 2005 - CEG and CEG RIO’s markets 

underwent profound changes and experienced rapid growth. The significant increase in the distribution network 
(CEG’s grew 51.9% between 1998 and 2005, while CEG RIO’s grew by 119.7% during the same period), was 
consistent with the companies’ growth strategies in terms of the municipalities to be served, while the growth in the 
number of customers reflected their efforts to increase their penetration rates in geographical areas that had already 
been gasified and capture new customers in recently gasified areas. 

 
The mission, vision and values that guided CEG and CEG RIO’s activities were the same as their 

controller’s, Gas Natural SNG, which were expressed publicly on its website (portal.gasnatural.com). References 
can be found to themes like the excellence of services and products, customer focus, respect for the environment, a 
commitment to growing and sustainable profitability, a position of leadership as an energy group, a multinational 

http://www.portal.gasnatural.com/
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presence, increasing opportunities for employees’ professional and personal development and a positive contribution 
to society through an interest in people, social responsibility and integrity. In addition, principles were established to 
guide the activities of four groups of stakeholders: customers, shareholders, employees and society. 

 
The documental investigation confirmed that Gas Natural SNG’s aim was to firmly establish itself as a 

multinational company, consolidating its position in Latin America and increasing its presence in the Brazilian 
market due to the latter’s enormous gasification potential, the development of vehicular natural gas and the 
expansion of gas-fired thermal plants. CEG and CEG RIO’s main objectives were to: i) increase the number of 
customers, which would demand new investments to expand their gas pipeline networks, moving towards the 
universalization of  piped gas distribution services in the concession area; ii) improve efficiency and reduce costs; 
iii) use cash generated from tariff revenues for investment; iv) conclude the conversion from manufactured to 
natural gas; and v) the pursuit of excellence in customer service, grounded in the safe and reliable supply of gas. 

 
The characterization of their strategic scope, in accordance with Fahey’s and Randall’s (1998) categories 

and constructs, is given below: 
 
• Products: manufactured and natural gas and PLG distributed in a piped form.  
• Consumers/customers: i) households; ii) commerce; iii) industry; iv) generation and co-generation 

plants; v) vehicles; and vi) thermal plants (unconventional market). 
• Concession areas of CEG and CEG RIO defined according to groups of municipalities of the State of 

Rio de Janeiro. 
• Stakeholders: society, customers, shareholders and employees. No explicit mention is made of the 

conceding authority (State of Rio de Janeiro) and the regulatory bodies - AGENERSA and ANP. 
• Strategic planning process: centralized and restricted to a small group of executives who formulate 

directives, objectives, and targets, strongly influenced and constrained by the reference terms 
established by Gas Natural SNG’s strategic planning.  

 
The companies’ strategic posture was grounded in: growth, profitability and quality. The survey of 

perceptions showed that the companies adopted a strategy of customer-oriented differentiation by quality (73.1% of 
replies), though some mentioned differentiation by support (11.5%) and by tariff/price (15.4%). 

 
More than two thirds (70.8%) thought that there would be a tendency for economic regulatory obligations 

to increase during the following five years, and all (100%) believed in the same trend regarding social and 
environmental regulatory obligations. As for the strategy adopted to deal with the uncertainties of the political and 
institutional macro-environment, almost a third (31.8%) of those surveyed thought that the companies did not 
prepare specific strategies, preferring to act on a piecemeal basis. Only 9% thought that they sought to mitigate 
collective or relative disadvantages. More than half (59.2%) were of the opinion that the companies sought to exploit 
advantages they possessed in relation to other industry agents and opportunities provided by the macro-environment 
(41% and 18.2% respectively). 

 
The participation of the companies in alliances and networks was perceived to be important and indeed a 

fundamental element of customer-oriented strategies in the gas distribution sector, and also as a way of dealing with 
the uncertainties of the political and institutional macro-environment. However, when the theme was explored more 
deeply in the interviews, it became evident that the potential afforded by alliances and networks was poorly 
understood. Several links - often compulsory ones like the concession contracts - were not perceived as being 
strategic. 

 
The five main factors motivating the establishment of strategic alliances at CEG and CEG RIO, identified 

by respondents, are given below in order of importance: 1) positioning in relation to political and institutional 
changes; 2) management of uncertainties; 3) cost sharing; 4) access to information capital afforded by new 
relationships; and 5) tightening of commercial relations. This confirms the preliminary understanding that macro-
environmental changes/uncertainties are very important in this kind of industry and that they are the greatest 
motivators of possible strategic alliances. Although some respondents affirmed that the companies typically take 
part in both bilateral and multilateral alliances, it was not possible to confirm the latter’s existence.  CEG and CEG 
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RIO’s centrality in Brazil’s gas distribution sector cannot be gauged with any clarity from an observation of these 
companies’ exposure in the media and the documents analyzed. 

 
Table 1 presents the components of CEG and CEG RIO’s ego net, based on the generic roles of component 

actors of the value network of a piped gas distribution company, showing the main strategic actors / partners and the 
types of relationships that the company established with them. Tables 2 and 3 contain a summary of the results of 
the relation analyses of CEG and CEG RIO, in terms of the constructs and indicators researched, respectively, at 
corporate and industry levels. Many strategic implications were identified at both corporate (real and potential 
strengths and weaknesses) and industry (real and potential threats and opportunities) levels. The relational analysis 
highlighted the complexity of the companies’ relationship with Petrobras, with its multiple roles and dominant 
position in Brazil’s gas chain. Equally relevant were the relationships with supplier partners of technical services. 
The conceding authority and the regulatory body also stand out as strategic actors in the CEG and CEG RIO ego net, 
and the research evidenced the large number of opportunities and threats that surrounded their relationship. 

 
Table 1 – Strategic actors / partners and their types of alliances in CEG and CEG RIO’s ego network 

Generic Role Strategic Actors / Partners Types of  Alliances 
Customers Households, commerce, industry, electricity 

generation and co-generation plants, thermal 
plants and vehicles.  

Gas supply contract and 
agreement/contract to provide services 

Suppliers  Petrobras (natural gas, naphtha), manufacturers 
of network equipment, network construction and 
maintenance services and administrative services 
in general.  

Agreement / contract to supply products 
and agreement/contract to provide 
services 

Substitutes Energy substitutes: electric energy, gasoline, 
ethanol, diesel, fuel oil, PLG (petroleum 
liquefied gas), CNG (compressed natural gas) 
and LNG (liquefied natural gas). 

Not identified. 

Competitors Distributors / companies that sell energy 
substitutes. 

Not identified. 

Complementors Additional design and technical support services 
related, for example, to fuel distributors, 
manufacturers of gas-driven equipment and 
builders of real estate using piped natural gas.  

Joint commercialization agreements and 
agreement/contract for the provision of 
services.  

Government Conceding authority, regulatory agencies, 
various government bodies and trade 
associations.  

Concession contract and cooperation 
agreements/contracts.  

Companies with 
a Shareholding  

Gas Natural SNG, companies in which Gas 
Natural SNG has a shareholding (GN Services 
and GN São Paulo Sul) and Petrobras. 

Joint commercialization agreements, 
technology transfer agreements, 
contracts for services provision and 
shareholdings. 

 
Table 2 –Industry-level relational analysis indicators 

Constructs Indicators 
1.1 - Density High density  
1.2 - Scope Restricted: concession area  

Central in relation to the concession area  
Intermediate in relation to Brazilian piped gas sector 

1.3 – Position and centrality  

Peripheral in relation to the overall gas chain in Brazil 
1.4 – Structural Holes Non-existent 

Strong conceding authority (State Government) 
Strong and big customers  
Weak suppliers  

2.1 – Identity of partners in the focal industry  

Weak regulatory body 
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2.2 - Status of partners in the focal industry  Successful  
2.3 – Access to focal industry resources  Difficult 
3.1 – Strength of connections   Strong 

Collaborative with group firms, customers, suppliers and 
the conceding authority   

3.2 – Nature of ties  

Opportunistic with the state regulatory body  
 
 

Table 3 – Corporate-level relational analysis indicators  
Constructs Indicators 

1.1 - Density High 
Restricted: concession area  1.2 - Scope 
Wide-ranging: global ties  
Central in relation to the concession area  
Intermediate in relation to the piped gas distribution 
sector in Brazil. 
Peripheral in relation to the overall gas sector in Brazil  

1.3 – Position and centrality in the network  

Central in the world gas  
1.4 –Structural holes  Non-existent  
1.5 – Types of  ties Visible 
1.6 – Structural equivalence  Non-equivalence  
1.7 – Pattern of ties  Direct and indirect  
2.1 – Identity of the focal firm  Strong and favorable  
2.2 - Status of the focal firm  Strong and favorable  
3.1 – Strength of connections  Strong  

Collaborative with group firms, customers, suppliers 
and the conceding authority 

3.2 – Nature of ties  

Opportunistic with the state regulatory body  
Inappropriate in the case of the governance of the 
alliances entered into by the firms  

4.1 – Use of governance mechanisms 

Appropriate in the case of service providers  
4.2 – Development of inter-firm information 
sharing routines  

Low stage of development  

4.3 – Experience with multiple alliances Considerable 
Inadequate between the companies and the state 
regulatory authority  

4.4 – Alignment of interests between the partners  

Adequate with the conceding authority  
4.5 –Network performance measurement systems  Insufficient 

 
The research was unable to identify structural holes or equivalences in the companies’ networks. However 

there was a clear perception that establishing alliances or networks with equivalent industries and companies would 
add value to products and services offered to customers and have a positive impact on their competitive advantage, 
image, perception of value, customer loyalty and overall performance. It was also perceived that alliances increased 
the companies’ capacity to deal with political, demographic, cultural and economic factors. But the same was not 
evidenced regarding an increase or decrease in suppliers’ and customers’ bargaining power, the ability to protect 
themselves from substitutes and the degree of rivalry between competitors. 

 
Most alliances were entered into with service suppliers. The companies revealed a concern to manage these 

relationships through the use of quality indicators and training out-sourced labor. The research was unable to 
identify any other forms of alliance management using control systems based on performance indicators. 

 
Various examples were found of the companies’ strategic fit, as in the case of the quality-differentiated 

client focus achieved by exploiting the forces resulting from the competencies acquired by the transfer of Gas 



 ©Copyright 2007 by the Global Business and Technology Association   53 
 

Natural SNG’s piped natural gas distribution technology. These forces were levered to take advantage of the 
opportunities provided by an enormous potential market that had remained unexploited until privatization, mainly 
the auto industry and other industrial customers, besides expanding its captive market composed of residential and 
commercial customers. On the other hand, however, the research revealed strategic implications of the macro-
environment that were not properly mitigated as in the case of the threat to the gas supplies (volume and price) that, 
after all, sustained investment plans, and the uncertainties regarding the regulatory mark, a risk factor that led, on the 
contrary, to the postponement of  investment decisions. 

 
Following Gas Natural SNG’s global policy of making the maximum use of outside firms to provide 

internal services for customers and perform manufactured to natural gas conversions/ services, created significant 
problems at the beginning of the concessionary companies’ period under private management. However there is 
evidence that these problems were overcome by establishing alliances with these suppliers. Although outsourcing’s 
main aim, at first, was to reduce costs, the firms gradually began to develop partnerships with suppliers to improve 
the quality of their services by providing them with the necessary training. A natural reduction in the group of 
suppliers occurred during this process that proved beneficial to all parties involved.  

 
Relationships with suppliers of technical services constituted the most authentically strategic alliances 

entered into by these firms. Both in design and execution, these relationships displayed characteristics of high 
density, a pattern of direct ties, strong and favorable identities and statuses, a collaborative nature and strong ties that 
constituted CEG and CEG Rio’s strengths as regards their outsourcing strategy. The constant development of 
mechanisms to manage these alliances, through the control over the skills of the outsourced labor force, and 
monitoring the efficiency and quality of the services provided, unequivocally attest that these strategic alliances are 
a clear example of strategic alliance management at work. The research also revealed the existence of alliances with 
equipment suppliers to execute joint marketing and commercialization actions. 

 
As regards the relationships with the government of the State of Rio de Janeiro and other government 

bodies who are very important actors in the companies’ value networks, the research verified that they were 
characteristic of strategic alliances. The clauses added to concession contracts that stipulate targets related to 
increasing the state’s gasification, are examples of formal collaborative ties. But informal alliances were also present 
in the shape of the increasing collaboration between the companies and the state government that received 
considerable media coverage. 

 
The same did not occur in the case of other important actors in the companies’ value networks: Petrobras 

and the state regulatory body. No evidence was found of a strategic orchestration of the relations that existed with 
Petrobras. Relationships were developed on a piecemeal basis, without an integrated and relational perspective, 
despite the multiple and important roles played by Petrobras in CEG and CEG RIO’s ego networks as, for example, 
the sole supplier of gas, rival (through the competition provided by its energy substitutes that substitute natural gas) 
and shareholder (of CEG RIO). Although the various relationships with Petrobras were generally friendly and 
productive, there were signs that opportunities were not sufficiently capitalized upon, and evidence that threats, such 
as the subordination of CEG and CEG RIO’s expansion strategies to Petrobras’ investment capacity, were not 
adequately mitigated. 

 
The relationship with the state regulatory body was always very problematic and there were no indications 

that that the firms were managing to neutralize the threats and lever the opportunities that existed in the political 
macro environment, despite the above-mentioned, friendly and productive relationship with the conceding authority. 
The research found no evidence of a consistent strategic posture in the sense of exploiting the “policy windows” 
provided by the incipient nature of the regulatory mark’s development. The research detected the adoption of a 
piecemeal approach in this sphere that, despite not having had a negative impact on the companies’ performance to 
date, could do so in the future. The results of the first 5-year tariff review, that were not in fact unfavorable to the 
companies, provided a good example of this potential risk. In the companies’ opinion, the methodology used was 
not provided for under current concession contracts, thus increasing the uncertainty surrounding future reviews. 

 
The research revealed the perception that the state regulator, both technically and politically, left a great 

deal to be desired. But did not detect any intention on the part of the companies to establish a strategic relationship 
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aimed at taking advantage of their strength (the quality of services, for example) to exploit the opportunities 
provided by a partially undefined regulatory mark, and mitigate the threats posed by the regulatory body’s 
inconsistent modus operandi.  

 
The research also evidenced the importance of the strategic implications of macro-environmental factors for 

CEG and CEG RIO’s performance. Of the 28 macro-environmental factors selected for an assessment of their 
degree of importance, no less than 27 were perceived as being important or very important by more than two thirds 
of those surveyed (70%). Moreover they identified 31 real or potential threats posed by the macro environment as 
opposed to 21 real or potential opportunities. The two most relevant macro-environmental factors contributing to the 
climate of uncertainty surrounding the firms, and whose strategic treatment could not be clearly perceived, were the 
supply of gas and the configuration of the natural gas sector’s regulatory mark.  As regards the latter, there was the 
perception that there was an average or high influence of ideologies in political, legislative and judicial decisions 
(84.6% of respondents), and that the technical capacity of the institutions that had a positive or negative impact on 
the companies, such as the regulatory bodies, was average or low (77.0% of respondents). The importance of these 
factors became even clearer in light of the growing risks facing the supply (volume and price) of natural gas in 
Brazil, and bills of law currently under examination by Congress that affected natural gas’ regulatory mark.  

 
The study revealed that CEG and CEG RIO’s performances were aligned with their declared strategies –

demonstrating strategic fit – and that these strategies had been able to produce the performance expected. However 
this research showed that the leverage of strengths constituted by organizational factors (e.g.: international know-
how, alliances with service providers, technical and financial investment capacity, educational systems, specific 
processes and systems to the business, political influence and articulation capacity etc.) and the minimization of 
weaknesses (e.g.: centralized decision process, less than ideal use of information technology, management of 
relationships on a piecemeal basis etc. ) had a hitherto unexploited potential to mitigate the considerable threats 
posed by political (e.g.: regulatory mark) and economic  (e.g.: supply of natural gas) macro-environmental factors. 

 

FINAL CONSIDERATIONS  
 

The study achieved its objective of applying a relational model aimed at assessing strategic fit to two public 
service concessionary firms – CEG and CEG RIO. It evidenced the power of strategic alliances to minimize the 
threats posed by economic and political macro environmental factors, by revealing the ties that had already been 
developed and their current characteristics. It was demonstrated that CEG and CEG RIO, although benefiting from 
captive markets, possessed rivals in their competitive arena, and the fact that they were subject to a changing and 
uncertain environment, especially an as yet incomplete regulatory mark, only increased the importance of a wide-
ranging and profound process of strategy formulation and implementation. 

As a contribution to future studies of regulated industries, in the public service concessions sphere, it is 
suggested that specific pertinent constructs be considered. For the GI model, this study showed the need for specific 
variables of regulatory and outsourced labor force management information systems, as well as specific variables 
related to the training of personnel in the area of political, institutional, and regulator relations. As regards the SNA 
model, attention was drawn to the need to develop specific indicators to represent the mandatory ties resulting from 
economic, social and environmental regulatory obligations that are characteristic of public service concessions. 
These constructs were not developed in this research due to the regulatory environment’s low degree of maturity and 
the companies’ lack of preparedness for the strategic management of alliances and networks. Thus it was considered 
that these issues could be examined in greater depth in future research, in this or other sectors, that have a more 
stable regulatory environment. 

It is significant to observe, and this can be extended to other companies affected by the sector focused in 
this article, that business faces risks resulting from the unmitigated threats posed by the macro-environment, mainly 
political and economic ones, notably the availability and reliability of gas supplies and the regulatory mark. An 
environment that is full of uncertainties is not necessarily a source of threats, but can also provide business 
opportunities. The fact that the regulatory mark is still incomplete can also be beneficial for companies. The piped 
gas distribution sector is naturally structured as a network. To transform this network of relationships, in most cases 
mandated by law, into a strategically managed group is a challenge that the relational perspective makes all the more 
evident.  
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ABSTRACT 
 

Air transportation sector requires large capital investments to modernize aircraft fleets, improve airport 
infrastructure and introduce more sophisticated air navigation systems. These large investments, together with a 
redefined role for the state, are transforming the air transportation sector. 

Private sector participation in airports, through ownership, management, or new investment programs, can 
take many forms, including sale, concessions and build-operate-transfer (BOT). Developing countries trying to 
promote private sector participation in airports could choose a combination of the two options, beginning with a 
BOT model that gives way to corporatization with full or partial divestiture. 

In the first part of this paper, airport privatization strategies are generally defined. In the second part, BOT 
model is explained in details such as legal issues in Turkey and in the last part, Airport BOT model applications in 
Turkey are discussed.  

 

AIRPORT PRIVATIZATION STRATEGIES 
 
Introduction 

 
Historically, the evolution of aviation has influenced the role of airports in their respective communities. In 

the early days of aviation, it was an economic necessity for local and national governments to assume the burden of 
providing the needed funding for the development of aviation facilities. Often the development of an airport was 
seen as a means of encouraging local and regional growth or building local status or national pride. 

Before the late 1980s, airport privatization was mostly a theory. Although general aviation had benefited 
from privatization, airport operators that were approached by private enterprise ultimately yielded to the hurdles 
imposed by federal and local regulation. In 1987, Prime Minister Margaret Thatcher made history by proposing to 
sell off the British Airports Authority (BAA) in an initial public offering of stock. The resulting $1.9 billion 
transaction sparked interest in other countries. In the early 1990s, Vienna and Copenhagen airports sold part 
interests in their airports and contracted out several operations services. The trend continued in the United Kingdom, 
with sales of other U.K. airports. By 1996-97, with Europe well ahead of the rest of the world in privatization 
efforts, Australia raised more than $2.6 billion through the sale of Melbourne, Brisbane and Perth airports. At about 
the same time, Bolivia successfully conducted long-term lease concessions for its three main airports, and was 
rapidly followed by Düsseldorf, Naples and Rome, which joined the trend with sales of proportional ownership. 
(www.unisys.com) 

Several motivations are driving the increasing interest in privatization of airports (Doganis 1992): 
• General constraints in public budgets 
• Capacity bottlenecks on the ground and in the air 
• Changes in airport markets, such as commercialization and globalization 
• Escalating investment requirements 
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• Interest in airports as catalysts for regional economic development 
• A growing need, in the economic downturn, for airports to do more with less 
From the perspective of the private sector, airports are an attractive investment. Airports operate as part of 

the dynamic growth industry of transportation. Airports are an essential element stimulating and benefiting from 
both commerce and tourism. Airports generate substantial revenues in hard currencies. In fact, airports represent an 
essential infrastructure with a near monopoly on the services provided. For this reason, most airports enjoy good 
credit ratings. All these elements combine to make privatization an attractive investment. 

Around the world, governments are turning to private-sector alternatives for airport management and 
development. This has resulted in a significant industry trend toward enterprise partnerships between public owners 
of airports and private management firms. This enterprise approach to airport management and operations offers 
several benefits to airports (www.unisys.com): Increased operating efficiencies, increased airport revenues and 
improved airport amenities, Potential new revenue streams for local, state and international governments, Reduced 
risks to airport-related project development. These benefits also accrue to taxpayers, airport users, operators and 
providers.  
 
Privatization Strategies 

 
Traditionally, the first forms of privatization at airports were the outsourcing of services, concessions and 

operations. This evolved to eventually include operations management contracts. Privatization has now become 
much more far-reaching and may encompass a variety of strategies previously reserved for public corporations and 
initially tested and proved in the public utilities privatization arena. 

There are a variety of airport privatization strategies (www.unisys.com): 
• Concessions (long-term): 

– One airport 
– System of airports 

• Sale: 
– Complete privatization 
– Phased or partial privatization 

• Acquisition of strategic investor generally followed by sale of remaining shares in the open market 
and/or to selected national groups 

• Build-operate-transfer (BOT) 
Concessions agreements are typically long-term leases giving the investor the authority to operate the entire 

airport, an element of the airport enterprise, a system (such as air-traffic control or telecommunications) or an airport 
line of business (such as parking or concessions). Concessions agreements have been applied to complete airports 
and, in several international cases, to systems of airports. Domestically, this would be similar to an owner such as 
the Port Authority of New York/New Jersey offering a long-term lease for the operation of Kennedy, La Guardia 
and Newark International airports as a complete package to a single bidder, similar to the BAA model in the 
international arena. 

Sale strategies also take a number of forms. One form is sale to a single entity for complete operation of the 
airport, including the ability to sublease, as in the original Australian model. Another form is sale of an element or 
elements of the airport enterprise. Some airports have coupled this approach with either the incentive for complete 
privatization through sale (that is, lease-to-own) or a phased sale whereby the government or airport operator retains 
certain enterprise elements of operational control. 

Another strategy is for the airport or system of airports to be incorporated. Shares are then sold in the public 
markets or by bid solicitation offering shares versus monetary remuneration. This strategy has been successfully 
implemented internationally to first acquire a strategic investor through competitive bidding. This strategic 
investment, in turn, improves the value of the airport enterprise, which, in turn, enhances the value of the remaining 
shares. These enhanced shares are subsequently sold in public markets. 

BOT is generally employed for the development, renovation or improvement of an airport facility or major 
element of the airport enterprise. In reality, BOTs are a form of lease. BOTs differ from traditional concessions 
agreements in that the BOT doesn't include operation of the entire airport (with the exception of green-field 
enterprises), only the element being developed or enhanced. BOT format uses the private sector for short to medium 
term development of needed airport infrastructure. The private sector finances and builds either all airport 
infrastructures or a single needed project such as a terminal. In exchange it is given the right to operate the airport 

http://www.unisys.com/
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for a period of time sufficient to allow it to earn revenues to cover the costs of the project and to earn a return on 
their investment. The government will retain regulatory powers, and might also regulate the airport’s rates and 
charges. While BOT has been widely used in other infrastructure industries, it is a new development in airport 
financing and management. Nevertheless it promises to become a format of increasing popularity. This structure 
solves the immediate problem of financing needed airport infrastructure, while retaining government ownership of 
the infrastructure in the long term (www.reviewcta-examenltc.gc.ca). 

The current privatization market has seen implementation of each of these strategies, as well as hybrids of 
these models. The figure below illustrates the various options employed in airport privatization.  
 

Figure 1: Approach to Airport Privatization: Options 
  

 
Source: Robert J. Aaronson, Strategies for Airports Inc. 

 
The BOT approach is widely used for several reasons (www.reason.org): 
• It taps into a different pool of capital than is normally available for public infrastructure projects, thereby 

expanding the range of potential funding sources.  
• Private consortia are often able to design and build large facilities in significantly less time than is possible 

via traditional government procurement methods. 
• Both the up-front cost and the operating costs may be lower in a facility that is designed, built, and operated 

by a single team interested in long-term profitability.  
• BOT is a way of shifting many of the risks of project development from the public sector to the private 

sector. 
For these reasons, airport BOT projects have proliferated in recent years. As of early 1994, there were 15 

airport BOT terminal or runway projects under way worldwide, and another five projects to develop entire new 
airports. In addition, another 18 such projects were under study. No outright airport BOT project has yet occurred in 
the United States, but Transport Canada used this process to develop the successful international terminal at 
Toronto. Many U.S. airports have used something resembling an LDO process to develop new terminals sponsored 
by either one or a group of airlines, which gain exclusive control of the gates in that terminal. But this type of 
project raises important competition and access issues that do not arise when the developer/operator is an 
independent third party which relates to all airlines equally as users. (www.reason.org). 
 

APPLICATION OF BOT MODEL AT AIRPORT 
TEMINALS IN TURKEY 

 
The Legal Frame and Basis of the BOT Model 

 
The legal frame of the BOT model constitutes: With the 4047 numbered and 24.11.1994 dated and 

30.08.1996 dated and 4180 numbered; and changed 08.06.1994 dated and 3996 numbered “The Law about Having 
Investments and Services done in the Frame of BOT Model”. The procedure and the basis related to the carry out the 
law are determined with “The Law about Having Some Investment and Services done in the Frame of BOT Model” 
with the law numbered 3996 related to the decision of the procedure and the basis about the carrying out of the law 
by the Council of Ministers. (The 06.08.1994 dated and 94/5907 numbered decision of the Council of Ministers is 
published in the 01.10.1994 dated and 22068 numbered Official Newspapers.) 
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Basically the model of BOT relies on the basis of public sector’s drawback of the goods and services 
production for the benefit of society and to provide the private sector’s tangible and ideal participation to conduct 
these activities. The distinctive feature of the BOT model is not only the operation of the production of goods and 
services but also having the construction of these foundations effectuated by the private enterprise. Because of this 
feature this model is known as the private financing model upon its specified definition in the law numbered 3996. If 
the BOT model is considered from another point of view, it may be declared as giving the foundation and the 
operation of a public service with the potential rent right owned by the government in the frame of an administrative 
contract for a specific period to a private law capital company. 
 
The Features and Contracts of the BOT Model 
   
  The BOT model is a fact developed from the relevant public administration where the public financing is 
inadequate or in the sectors which can make their investments without using the public resources. The model 
structurally acquires entity on the pivot of privilege. In other words based on the 3996 numbered law the investment 
services given in the frame of BOT have the quality of privilege and they are given in the frame of public service 
The Concession Agreement for a specific period of time. At the end of the period of the concession agreement 
mentioned before it is necessary to transfer the investment and systems free of all kinds of debt and commitment and 
in functioning conditions to the relevant public administration. The point which renders the model attractive in terms 
of investor is gaining profit or an increase in return for operating the investment and public service for a specific 
period of time. Namely the chance of the model’s being successful is affiliated to the feasibility and profitability of 
the investment and public service which is discussed. If the private sector finds the investment feasible, it is going to 
make an investment and in the period of the operation it is going to take the investments (done by the private sector) 
back with the profit. In this model, the private sector’s either making a profit or losing money. This situation is not 
the concern of the public administration. That is to say in the model, the private sector undertakes all the financial 
risks of investment.   

In the frame of BOT model, the investment, which are going to be given to the corporate bodies, are 
possible to be given, as a result of the contract which is going to be made between the legal persons who have the 
duty to conduct these investment and services and corporate bodies discussed before. Consequently, for the model of 
BOT to start, depends on the contract which is going to be made between the sides. In respect of administrative law, 
because of its being the subject of  BOT contracts’ a public service and the relevant administration’s having the 
authorities exceeding the private law, these contracts are evaluated as the public service privilege contracts. BOT 
contracts are evaluated in foreign law under the concept of privilege contract or “The Concession Agreement” in the 
foreign law, also. It is possible to list the constitution of the BOT model under the roof of The Concession 
Agreement as financing agreement, construction agreement, operating agreement, security agreement, insurance 
agreement, and the guarantee agreement of the goods produced or the services to be bought by the public and so on. 
In the model of BOT, the investor company is responsible for the preparation, financing and operation of the project. 
An agreement made between the sides about the implementation of the project. The contributions of the companies 
are determined and in case the contributions are not carried out the loss of the administration and the sanctions are 
stated. In terms of agreements, BOT model’s being that rich is related to the model including the stages of  project, 
execution, technology transfer, operation and transfer in itself and feeling the necessity of a different agreement in 
each stage. 
 
Supervising in the Model of BOT 
 

Public administration is responsible for auditing whether the public service criteria is fulfilled or not and 
the public goods or service in the frame of administrative law principles and the contracts signed. Furthermore, the 
relevant public administration may guarantee the purchase and payment of the public goods or service for a certain 
price and specific period of time. However, this public administration has the right of investigating the private sector 
in the period of investment and operation. Whatever the content of the agreement, the procedure aims to fulfill the 
investment and services which is conducted by the public sector and in the frame of law. The matter which puts the 
BOT model in the public identity in respect of privilege is its relevance to public service. Therefore, the public 
corporation has to follow whether the corporate body is fulfilling public service within the guidelines of public 
service concept and principles or not. In plain terms, public corporation audits the BOT investment model that it is 
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responsible for under the light of public service principles such as price, quality, continuity and regularity, equal, 
objective and general benefits all within the concept of “public service”. 
 
The Schedule in the BOT Model 

 
The agreements related to the application of the BOT model are at most 49 years. The investment amount, 

the repayment periods of the loans provided for the investment, the concept of the project, the amount of the capital 
and operation principles are taken into consideration. Since the BOT model is limited for a period of time, it must be 
transferred free of all kinds of debt, maintaining full functionality and in good condition back to the relevant 
administration to complete the agreement. According to the law this transition is to happen free-of-charge and 
without the need of any legal transaction. The company which is going to make the investment in the context of this 
model undertakes to build the system that is agreed by the sides on the area owned by the firm which is in need of 
source, and to transfer it to a relevant public organization after operating for a specific period of time. Thus, the cost 
of the investment which is made is paid with the income gained from the operation of the system. In the private law, 
for the application of BOT model the mixed and complex contracts are used. In the BOT model the legal instrument 
which is generally used is building right among the incorporeal rights on property. The right of construction is an 
easement right which gives a person the authority of owning a building on the area of someone else’s. Also, in the 
BOT model the company which undertakes the investment constructs a building on the area of someone else’s and 
during the life of the contract the ownership of the system belongs to the company, at the end of the contract the 
ownership of the system passes to the relevant public organization free-of-charge. 
 

APPLICATIONS OF TERMINAL OPERATING WITH BOT 
MODEL 

 
State Airports Authority Directorate General (DHMİ) is responsible and has the final authority for 

licensing, tendering, building and operating of airports, air traffic control, airport management, ground services, 
airlines and air safety in Turkey. The Directorate is under the umbrella of the Ministry of Transportation. The 
Directorate wishes no longer to be involved on daily basis with the management and operations of airports.  
However they wish to be involved as a regulatory body and still want to have the final say on matters.  The formula 
that seems to be working best for DHMİ is the BOT model. Three passenger terminals, consist of Istanbul Atatürk 
Airport International Terminal, Antalya Airport First International Terminal and Second International Terminal, 
were given to private sector for operation by using BOT model. The same BOT model is to be used for the three 
new passenger terminals including Ankara, Izmir and Dalaman Airports.  

DHMİ’s activity matters are defined in the main statue of operating airports which is a required activity of 
Civil Aviation, through ground services, carrying out of air traffic control services, air navigation systems, and to 
raise the level of the aviation. While considering the regional developments and the increase in the number of 
passengers and airline traffic, DHMİ, which runs some studies to raise the activity matters specified in its main 
statue to modern aviation level, gave the operation of the terminals to the private sector in the content of the 2996 
numbered law with BOT model. All the stages (specifications, contracts) from construction to management of the 
terminals under the BOT model are assessed and approved by the DHMİ. 
 
First and Second International Terminal of Antalya Airport 

 
Upon the increase in passenger numbers the first application of the BOT model was seen in Antalya 

Airport. The terminal having the capacity of 5 million passengers/year and whose investment started on the date of 
31.07.1996 and operation period got started on the date of 01.04.1998 with the BOT model. It is operated by the 
private sector under the control of The State Airports Administration. With the increase in tourism investments in 
Antalya parallel to the increase in the capacity of hotels, the increase in the number of passenger traffic realized the 
necessity of constructing a new airport. Another important BOT model project is Antalya Airport International Lines 
Terminal Building and complements. The construction works of the new International Lines Terminal Building and 
complements was put out to tender to serve 5 million international line passengers in 1993.  
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The 54,000 m2 terminal opened to service on 1 April, 1998. It comprises 12 passenger gates, 60 check-in 
desks, restaurants, a bar and duty-free shops serving for the comfort of the passengers. In addition, the project has a 
725 capacity multi-story car park. The total cost of this project was 65 million USD, and the operating company is 
Antalya Airport International Terminal Management, who will operate the terminal for 9 years. The terminal will 
return back to DHMİ on 15 September, 2007. Because of the immense increase in the number of international 
passenger, the new international terminal has turned out to be inadequate, and a second terminal building was 
constructed under the BOT model and was given to service on 7 April, 2005. The 91,454 m2 terminal building 
comprises 12 passenger gates, 45 check-in desks, restaurants, a bar and duty-free shops serving for the comfort of 
the passengers. In addition, the project has a 750 capacity multi-story car park. The total cost of this project was 85.5 
million USD. The operative company is ÇELEBİ-IC Antalya Airport Terminal Investment and Management. They 
will operate the terminal for 3 years, 5 months and 26 days. The terminal will return back to DHMİ on 28 
September, 2009 

 
Domestic and International Terminals of İstanbul Atatürk Airport 

 
The Atatürk Airport International Terminal is one of the most important projects that DHMİ has 

undertaken. The Atatürk Airport's BOT project consisted of an international terminal building, a multi-story car park 
and complements. The total cost of this project was 400 million USD. The company TAV operated the terminal 
from 10 January, 2000 to 2 July, 2005. The 264,000 m2 terminal building in this project has a capacity of 20 million 
passengers per year, and its terminal comprises 23 passenger gates, 224 check-in desks, restaurants, a bar and duty-
free shops serving for the comfort of the passengers. In addition, the project comprises a heating center, spare energy 
center, trash refinery, water tank, additional apron and 7076 car capacity multi-story car park, all equipped with the 
most up to date systems. 

The operation of İstanbul Atatürk Airport International Terminal has been a great success. The terminal's 
operation by TAV ended on 2 July, 2005. Prior to this date, very difficult procedures were completed in order to 
give the private sector operational rights, both at İstanbul and the other BOT terminals, via tenders, and finally the 
necessary legal applications were made. Therefore, the operational rights of all the BOT terminals, the operation 
periods of which have expired, have been allowed to be transferred to private sector companies. The airport 
terminals are operated by TAV (Tepe-Akfen-Ventures) since January 2000, who has invested 600 Million US$ since 
1998. In 2005 TAV has won the concession agreement to operate the Atatürk for 15.5 years at a record breaking 
amount of 3 Billion US$, which also represents the highest figure for such a privatization project in Turkey, Eastern 
Europe, Middle East, CIS and North Africa. 

In terms of passenger traffic, IST had 19.3 million passengers in 2005, 11.8 million of whom were 
international travelers. It is expected to have 21 million passengers in 2006, 12.5 million of whom will be 
international. Its rated capacity of 14 million international passengers per year and 7 million domestic passengers per 
year will not be enough for the demand in 2006. Istanbul is expected to have a demand of 25 million international 
passengers and 25 million domestic passengers annually by the year 2012. 

Atatürk shares traffic with Sabiha Gökçen International Airport, which is on the Asian side of Istanbul. The 
two airports both provide domestic and international service to the Istanbul area, but booming passenger demands 
(as well as the physical impossibility of expanding Atatürk) suggest that a 4th airport will be required by 2007, as 
the Hezarfen Airport is not big enough to support international flights. This new airport is planned to be located 
north of Istanbul in Kemerburgaz which is close to the Levent business district. 
 
Domestic and International Terminals of Ankara Esenboğa Airport 

 
Being the capital city airport, Esenboğa Airport plays an important role among the other airports of DHMİ 

General Directorate. The Esenboğa Airport New Domestic-International Lines Terminal Building and multi-story 
car park project went out to tender on 12 April, 2004 and the TAV Esenboğa Investment, Construction and 
Management Company won the project, giving an operation time of 15 years and 8 months. The 167,000 m2 
terminal building in this project has a capacity of 10 million domestic and international passengers per year. It has 
18 passenger gates, 105 check-in desks and a 4000 capacity multi-story car park. The total cost of this project is 
188.7 million USD with an investment period of 36 months. The expiry operation date is 25 September, 2007. 
 

http://www.answers.com/topic/sabiha-g-k-en-international-airport


 ©Copyright 2007 by the Global Business and Technology Association   63 
 

International Terminal of Dalaman Airport 
 
Upon the increase in the number of potential passengers, it is expected to open the 5 million 

passengers/year capacity terminal in 2006. The investment began in 29.07.2004 using the BOT model. Construction 
of the Dalaman Airport new international terminal building has begun. ATM Airport Construction and Management 
is the construction company of the project and their operation period is 6 years, 5 months and 20 days. The total cost 
of this project is 72.4 million USD. The investment period is 24 months. The expiry operation date is 30 July, 2006. 
This project comprises a 95,587m2 enclosed areas with a capacity of 5 million passengers annually, a terminal 
building with 7 passenger gates, 60 check-in desks and a 1000 capacity multi-story car park. 
 
International Terminal of İzmir Adnan Menderes Airport 

 
Upon the increase in the number of potential passengers,it is expected to open the 5 million passengers/year 

capacity terminal in 2007. The investment began in 27.05.2005 using the BOT model. The construction company is 
İZMİR Adnan Menderes Airport International Terminal Construction Management and Investment, and their 
operation period is 6 years, 7 months and 29 days. The total cost of this project is 125 million USD with an 
investment period of 24 months. The expiry operation date is 27 May, 2007. This project comprises a 107,899 m2 
enclosed area, with a capacity of 5 million passengers annually, a terminal building with 9 passenger gates, 60 
check-in desks and a 2200 capacity car park. 
 

CONCLUSION 
 
There are a lot of benefits of BOT model in economical, commercial, political and social areas. It is 

possible to assert that one of the most important benefits of BOT model is to lessen the amount of burden and 
function of the government by giving the private sector the chance of investment requiring a good deal of financing. 
The use of this model for high budget infrastructure investments is especially of benefit to the private sector. In spite 
of this, it is possible to use the public resources for the benefit of the government’s fundamental functions. Giving 
the second generation public service apart from the classical government services such as judgment, public peace, 
and outer security to the private enterprise in the frame of this model leads to a decrease in the government’s service 
burden and expenses; consequently it contributes to an increase in the income. In this way, in the sub case 
investments the proportion of the government will become less and advanced technology and foreign capital will 
pass to our country free-of-charge. Another benefit of the BOT model is it arises in the direction of multiplier effect 
in the economy. It is estimated that the investment made with BOT model will double up its own amount (number) 
in the economical system, and will provide a good source of income for the economy. It seems possible, also, for the 
government to increase revenue from tax and provide employment. For example, if Turkey goes to a foreign debt, 
normally while it is possible to take up a long dated loan; because of political and sovereign risks credits are given 
with short dated loans. However, Turkey is able to get this money with BOT model to provide its own sub case 
service interest-free and free-of-charge. 

Countries’ logistic abilities that are assigned with transportation infrastructure also has monopolistic 
condition in the area they are located. The most important subject appearing with the monopolistic case is the justice 
in pricing. Therefore, pricing is creating an important agenda for ICAO (International Civil Aviation Association) 
for ages. ICAO, as possible as it can be, stipulates airports’ to be fair in pricing. However, ICAO has intensified its 
attempts for a justified pricing especially on airside part. Namely, in an airport an income to compensate 
depreciation for airside and establishments’ maintenance, restoration and security expenditure and according to them 
an acceptable pricing is a fair pricing. In other words, airports must be quoted to contribute society’s commerce and 
journey abilities instead of pricing them to make profit. From this point of view, giving the chance to all airline 
companies from big to small countries will be one of the most important appliances for globalization. As airports has 
the characteristics to be the only in its regional area, as a monopolistic feature, they can easily find clients for all 
prices. The important thing is how this will be reflected as a cost to society, airline, and tourism sector. ICAO 
emancipated pricing airport’s landside, like terminal building, roads, parking lot, and other support establishment. 
On the other hand, airports under the control of government always bewared pricing landside as they are making a 
public service. 
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At the end of 1980’s, the system started in England to privatize airports has accepted airports as a 
monopolistic and profit centered enterprises instead of government investments for public service. Particularly 
terminal and landside services became more luxurious than required and the prices became much more expensive 
than normal. However, the countries like America, Canada which comprehend that the airway traveling is not a 
luxury; airway services are totally in the boundaries of capacity which citizens and airline administrator afford to 
buy. Our country has chosen enormous gallant but costly terminal administration which England has the leading 
role. Because in this system, the terminal operator has maximized the profit and people are convinced that an airline 
trip is a way of luxury transportation. Consequently; 

- Especially, because of DHMİ’s philosophy of selling the citizens’ property to the companies who quoted 
the highest and fill up its box, architectural projects being told of are prepared costly and flamboyant. 

- Prequalification conditions are hold very high or detailed and applicant numbers and varieties are 
restricted, and a big sum is requested thus the costs of terminal operating are increasing. 

- Airline companies are squashed with increasing airport costs, and tourism agents try to dissolve these cost 
in hotel and voyage packets and a bottle of water costs 5-6$.  

- While privatizing the terminal the opinions of airline sector, carriers and tourism agents are not asked.  
- Monopolistic terminal operating system, which will be created in near future, will affect airline and 

tourism associations in a negative way. Contracts done for 15-20 years are chaining the sector like a collar.  
- It is a subject of critique to welcome tourists who have 20,000-30,000 $ national income to a country with 

luxurious and magnificent terminals whose citizens have 6,000-7,000 $ national income, after comparing other 
countries’ examples of terminals.  

- Terminal constructions are finished before the required period to extend the operating duration without 
paying attention to its quality of construction. However, after the start of using the terminal, because of lack of the 
quality, malfunctions are encountered. In addition to this, terminal’s being completed than the required time limit 
creates no profit for the government. 
  Airport privatization is relatively new to Turkey, but is rapidly becoming the model for airport operations 
around the world. Depending on the economic and political circumstances, contract management, a long-term 
franchise for new facilities, a long-term lease, or outright sale can offer benefits to taxpayers and airport users alike. 
The appropriate mode of privatization depends on the specifics of each case and must be the subject of careful 
analysis. Done well, privatization can provide net benefits for all parties by adding value to the airport's operations. 
Airlines can receive assurances of cost controls; air travelers can obtain a higher level of service; the airport agency 
can obtain some new revenues; and the new airport operator a new source of business. 

The experience with airport privatization, and with airport facility BOT projects, is too limited to be able to 
label the concept of privatization a success. In making a decision to privatize an airport, a system of airports, or to 
implement a single BOT project, governments need to assess probability for success, and be realistic in their 
aspirations. Other forms of public/private sector partnership can be considered. Commercialization of airports can 
also be considered rather than privatization, where privatization is not obviously viable, or may not be desirable. 
 

REFERENCES 
 
Sander, C., “Airport Privatization: Trends and Opportunities”, Vice President of Airport Operations Unisys Global 
Transportation 
http://www.unisys.com/transportation/insights/insights__compendium/airport__privatization_c0___part__1.htm  
 
Doganis, R.., The Airport Business. London: Routledge, 1992 
 
Kapur, A., Airport Infrastructure The Emerging Role of the Private Sector. World Bank Technical Paper Number 
313, The World Bank Washington, D.C. 1995 
 
Tretheway, M., Airport Ownership, Management and Price Regulation. InterVISTAS Consulting Inc. March 2001 
s.9 
http://www.reviewcta-examenltc.gc.ca/CTAReview/CTAReview/english/reports/trethaway.pdf 
 
Poole Jr., R. W., Guıdelınes For Aırport Prıvatızatıon. RPPI Policy Study, Reason Foundation, October 1994 s.6 
http://www.reason.org/htg13.pdf 

http://www.unisys.com/transportation/insights/insights__compendium/airport__privatization_c0___part__1.htm
http://www.reviewcta-examenltc.gc.ca/CTAReview/CTAReview/english/reports/trethaway.pdf
http://www.reason.org/htg13.pdf


 ©Copyright 2007 by the Global Business and Technology Association   65 
 

 
Topuz, Z. “Yap-İşlet-Devret Modeli ve Terminal İşletmeciliği Uygulamaları” Uçuş Noktası, No.12 (Mart- Nisan 
2006):18–20. 
 
2005 Annual Report DHMİ 
http://www.dhmi.gov.tr/newenglish/annualreport/2005/projects%202.html 

http://www.dhmi.gov.tr/newenglish/annualreport/2005/projects 2.html


66 ©Copyright 2007 by the Global Business and Technology Association 
 

 

YOYO LIP GLOSS: 
AN EARLY STAGE START UP 

 
 

Larry W. Boone and Monica Peborde 
St. John’s University, New York 

Angie Onassis Parlionas 
St. John’s University, President, YOYO Lip Gloss 

 
 

ABSTRACT 
 

This case study describes an entrepreneurial start-up venture and provides an inside look at hurdles to 
overcome when working in a global environment.  Topics include idea conception, patenting an invention titled 
YOYO Lip Gloss, market entry, competitive issues, intellectual property, and outsourcing production - including 
identifying international suppliers and building supplier relationships.  This study can serve as an educational tool 
in the fields of business management, technology management, and entrepreneurship as well as in marketing, 
including product development and product management and in the areas of globalization. 
 

INTRODUCTION 
 
Whenever Evangelia (Angie) Onassis Parlionas - a New York-based, 20-something-year-old - goes out for 

the evening, her “must-haves” are identification, money, and lip gloss. Angie does not like to carry a pocketbook so 
she asks other people to hold her things. When she needs her lip gloss, she has to track down whoever is holding it. 
When the night is over, she sometimes forgets to retrieve her lip gloss - then it’s gone. Because Angie frequently 
lost her lip gloss on her nights out, she constantly had to replenish her supply. Angie kept thinking it would be nice 
if there was an easier way to carry and keep track of her lip gloss. The seed of a new product idea was germinating. 
 

BACKGROUND 
 

Angie’s fondness for lipstick dates back to when she was a young girl. She would not go anywhere without 
it. Whenever she got into trouble and her parents needed to punish her, all they had to do was take away her lipstick. 
That was enough to get her to fall into line. Her parents’ attention, of course, was not limited to Angie’s attraction 
for lipstick; more importantly, they helped foster her entrepreneurial aspirations beginning in her childhood and 
continuing throughout her adolescence. 
 

Angie grew up in an entrepreneurial environment. Her father is a Greek immigrant and her mother is 
second generation. They have been involved in many ventures, including a restaurant, pizzeria, maintenance 
company, garage station, night club and, most recently, a commercial contracting company. Surrounded by this 
constant and stimulating entrepreneurial influence, Angie knows the benefits of a good opportunity, hard work, and 
a “can-do” attitude.  “I was raised in an extremely motivated environment. There is no such thing as sitting around at 
my house. Both of my parents are hard workers and willing to take risks to succeed.” 
 

In her early entrepreneurial stages, Angie created a web-based artist management company called DJ 
Bookings, Inc., which organized and coordinated promotional events and negotiated event bookings between artists 
and hiring parties. Although Angie had a strong desire to be an entrepreneur, she understood the value of an 
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academic background. She earned two degrees from St. John’s University, her B.S. in Psychology in 2001 and her 
M.B.A, with a major in Management, in 2006.  
 

Angie felt all was going well with DJ Bookings during her start-up stage. However, during an 
Entrepreneurship course, she undertook the task of writing a business plan for the venture. The market research 
performed, the business model analysis, and the financial projections led her to realize that the concept had limited 
opportunity. So she scrapped the idea.   
 

Angie’s entrepreneurial aspirations remained strong, however, and her interest in inventions blossomed. 
Working for a sheet metal company, Angie had a boss, Robert Baschnagel III, who enjoyed the process of inventing.  
As her boss’s ideas formulated, Angie helped bring them to life by assisting with patent applications and the like. 
She, then, connected her new interest in inventions with her lip gloss quandary.  Angie thought, “It would be cool if 
I could clip my lip gloss onto my belt. No bag is needed to carry it. Even better, a string of some sort could be 
attached so the lip gloss would retract back to its home on my belt.” And the YOYO Lip Gloss idea was born.   
 
The question then became: “How do I turn this idea into a business, and will it be profitable?” 
 

GROUNDWORK: MARKET ENTRY 
 

Armed with experience and education, Angie set about turning her idea into reality. Before jumping into 
her new endeavor, however, Angie knew it was wise to create a business plan. Her first step was to determine if she 
could enter the cosmetics industry. A new entrant in this industry will face many challenges, such as gauging 
consumer preferences, competing with large, established players, conforming to government regulations and gaining 
necessary approvals, and protecting her unique product design. Facing competitors like Bonnie Bell’s Lip Smackers, 
Lancôme’s Juicy Tubes, and Mac’s Plush Glass, Angie knew it would be no easy feat. 
 

Angie employed online resources to assess the industry – including US Fed News and Packaged Facts. She 
determined that the U.S. Cosmetics industry is a $35 billion market. Retail cosmeceutical sales have grown over the 
past few years and were expected to continue to grow for the foreseeable future. Angie saw this market growth as an 
opportunity for her to carve some space in this industry. Her research also revealed that the cosmeceutical retail 
market is divided into two sectors: mass retail and prestige retail. The mass retail sector, which includes 
supermarkets and drug stores such as Wal-Mart and Rite Aid, accounts for 61% of sales, while the prestige retail 
sector accounts for 39%. Prestige cosmetics are typically sold through department stores like Bloomingdale’s and 
high-end specialty shops such as Sephora. As the cosmetics industry continues to grow and consumers are looking 
for high quality products at affordable prices, “masstige” products are breaking through as a third market sector. As 
the name implies, masstige products are a cross between mass retail and prestige products. They are mass retail 
goods with prestige characteristics. Angie was excited. This category represented her opportunity. She wanted to 
offer high quality lip gloss through mass retail channels. Angie, then, asked herself, “How does the lip gloss market 
fair against other cosmetics? While the cosmetics industry is growing, is there room for me to enter into the lip gloss 
market, specifically?” 
 

With women striving for the natural look and young girls yearning to wear make-up, lip gloss has been the 
solution. Lip gloss is easy to apply and makes young girls feel like they are wearing make-up. It makes them feel 
important, popular, and adult-like. It provides women with the bit of color they desire to accentuate their lips 
without the appearance of wearing heavy make-up.  Angie found from her research that North America holds 26% 
of the global color cosmetic market share with both Asia and Europe leading with 33% and 31% of the market, 
respectively.  Considering trends in consumer tastes, the U.S. market share, and industry growth, Angie believes she 
can enter the cosmetic industry with her lip gloss idea. 
 

Now, she must decide who her target market will be. Upon which female segment should she focus?  
Census Bureau research reveals that in 2002 teens, tweens, and young adults represented 27% of the U.S. 
population, or a potential market of 77.8 million (including both males and females).  Teen Market Profile 2004 
expects the market of 12 to 19 year-olds to reach 33.5 million by 2010. The U.S. Census projects the female teen, 
tween, and young adult segments aged 8 to 24 will reach over 34 million by 2010, a 0.7% increase since 2006. 
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Angie also discovered that a significant portion of parents’ discretionary income is spent on their children, and is 
expected to increase to $175.6 billion in 2008. 
 

Since the average teen has a significant influence over household discretionary income and has personal 
discretionary income, the female teen has become a significant force in the cosmetics industry. Angie set her sights 
on the female tween, teen, and young adult segments, deciding to soft position YOYO Lip Gloss. She desires to 
target the teen population directly while also attracting the younger tween segments that tend to purchase products 
intended for older use and products purchased by their siblings. Later, she reasoned, YOYO Lip Gloss will expand 
into the young adult market segment using a more sophisticated version of the product – perhaps one featuring a 
Swarovski Crystaled reel.  
 

MAPPING THE COMPETITIVE LANDSCAPE 
 

While there are approximately 115 significant marketers of cosmeceuticals in U.S. mass retail, there are 
about 500 active marketers in this segment. As a result, the cosmeceuticals industry is highly fragmented. Angie 
thought to herself, “I see the open door.”  
 

Digging deeper, she found that a few players, including L’Oreal, Revlon, Proctor & Gamble, and Bonnie 
Bell, dominate the lip make up segment of the industry, controlling over 79% of the U.S. market. Moreover, there 
are only 19 active marketers that capture a significant amount of retail sales; all other marketers account for only 
1.1% of sales within the lip market segment.    
Viewed through a similar lens, the global competitive landscape presents a different picture; 40% of the market is 
controlled by five main players. They are L’Oreal, Proctor & Gamble, Estee Lauder, Avon, and Shiseido. These 
major players gained their significant market share mainly through strategic acquisitions. Angie recognizes that 
competing with such companies as L’Oreal and Proctor & Gamble will not be easy, but she believes she will be able 
to enter the U.S. market successfully – at least on a small scale at the beginning. 
 

FORGING AHEAD: YOYO LIP GLOSS’ COMPETITIVE 
ADVANTAGE 

 
In 2004, Angie incorporated a company called Peppermints Salon, Inc. Peppermints Salon is engaged 

primarily in manufacturing and distributing cosmetics to wholesalers, retailers, and direct to consumers.  This 
company owns and operates YOYO Lip Gloss.   
 

The unique design behind YOYO Lip Gloss gives Angie a competitive advantage since no other lip gloss 
currently provides this product’s ease of use.  Initially, lip gloss served as a purely functional product. In recent 
years, however, the product has undergone aesthetic transformations, expanding it into the category of a fashion 
accessory. Sellers became aware of new consumer requirements for lip gloss and met these demands by changing 
the traditional shape of the tube and encasements, using obnoxious colors and wild flavors, and adding shine and 
glitter for appeal. However, current lip gloss sellers have not quite introduced a lip gloss that combines the aesthetic 
uniqueness along with fashion oriented characteristics that allow ease of use and accessibility. YOYO Lip Gloss 
does just that; it serves as a fashionable retractable lip gloss that sits at the hip for easy access. The string extends 
three-and-a-half feet and retracts back to the hip (See Exhibit A - What is YOYO Lip Gloss?).   
 

Targeting the female teen market, Angie decided the initial launch of her product will include five different 
reels and lip gloss colors each with a yummy, high sparkle flavor (See Exhibit B – Colors and Flavors). The 
different combinations are Raisin’ the Roof Red, Pistle Packing Pink, Benjamins Buttaluv Brown, Krakalakin Clear, 
and Rowdy-Rowdy Raspberry.   

 
Adding to the ease of use, YOYO Lip Gloss will have interchangeable reels so that the clip and the tube of 

lip gloss can be mixed and matched (See Exhibit C – Interchangeable Reels). Each lip gloss flavor is represented by 
a unique character of a different cultural background. YOYO Lip Gloss decided to implement a multi-cultural 



 ©Copyright 2007 by the Global Business and Technology Association   69 
 

approach in order to be sensitive to consumer needs and reach a wide range of the female teen population. The 
nationalities of the characters are not explicitly defined, allowing them to be broadly applied. They represent 
multiple nationalities including African American, Asian, Caucasian, European, and South American (See Exhibit D 
– YOYO Characters). 
 

Not only do the characters represent different nationalities, they are also featured performing sporting and 
other activities that include skateboarding, dj-ing, break dancing, softball, dancing, and cheerleading. This makes it 
possible for consumers to relate to the product by nationality or by activity. The lip gloss packaging consists of an 
image of the character with a personal note on the back of the package directed to the consumer; this further 
personifies the character and enables the consumer to associate with the image. The YOYO package has been 
designed to promote a relationship between its characters and consumers (See Exhibit E - We Get Personal). To 
expand on the consumer relationship with the character, each YOYO Lip Gloss package comes with a trading card 
sticker (See Exhibit F – YOYO Trading Cards). The trading cards contain a picture of the character, the character’s 
name, title, age, weight, place of birth, favorite move, and wise words.   
 

YOYO Lip Gloss has a unique selling proposition because, currently, there is no product on the market that 
offers a retractable lip gloss. Therefore, first mover advantage will be established.   YOYO Lip Gloss also provides a 
quality formula comparable to high grade prestige items. The reel is made to withstand rough use, providing 
durability. Therefore, consumers can use the product while engaging in the activities of its characters (See Exhibit G 
– Quality Formula and Durability). YOYO Lip Gloss strongly enforces its brand by interacting and relating to its 
consumers through the use of characters, trading cards, and packaging. Providing detailed information about the 
characters allows the consumer to identify with them easily. At least, this is Angie’s strategy. She wonders, “Does 
the inclusion of the characters and activities provide YOYO Lip Gloss with a real and lasting advantage? Will this 
help increase the sale of YOYO Lip Gloss to the target market?”   
 

YOYO Lip Gloss is an innovative product protected by intellectual property rights that pertain to the use of 
the product and its brand name. Existing lip gloss has been transformed; it is now a convenient fashion accessory 
that can be attached to belts, key chains, necklaces, bracelets, and cell phones. The transformation of lip gloss was 
also aided by the use of different colors, flavors, and customer kits. Angie intends to revolutionize the product.    
 

Still she ponders, “Will the target market be receptive to the YOYO Lip Gloss concept? And when the 
product hits the market will YOYO Lip Gloss gain enough market share to survive and achieve profitability?” 
 

CUTTING THE RED TAPE 
 

With her creative concept underway, Angie needed to protect her ideas and future product. She realized 
that she would have to file for a U.S. and foreign (PCT) patent. She knew the efforts required since she helped her 
previous employer with patents for his inventions. Angie started her search through the website of the U.S. Patent 
and Trademark Office where there are databases of existing patents. She soon realized that this was a tedious task, 
especially since many images functioned improperly and took long to download. To facilitate her search, Angie 
purchased a program called Patent Hunter. This program, which costs approximately $90, allows an individual to 
search U.S. and foreign patents with the use of keywords, patent numbers, and patent authors. The search will reveal 
a list of patent titles, which an individual can quickly and easily download in a PDF document for review. Angie 
says that this program is “worth every penny.” 
 

After significant research, Angie determined that her patent was not within these documents. Because lip 
gloss is an established product and the retractable device concept already exists, Angie knew she had to file a utility 
patent, which is issued to the function of an invention (not its unique design). Although both parts of Angie’s design 
exist separately, they do not exist together on the same product. She contacted her lawyers and filed a basic form 
explaining her patent. Her filing included a simple drawing. Her lawyers created the patent and it was filed (See 
Exhibit H - YOYO Patent). Although Angie received her filing receipt in short order, the process was far from over. 
She still needed to file a PCT (Patent Cooperation Treaty) patent and receive approval.   
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The PCT does not provide an international patent.  Rather, the purpose of the Patent Cooperation Treaty, 
she learned, is to “[simplify] the process of filing patent applications, [delay] the expenses associated with applying 
for patent protection in foreign countries, and [allow] the inventor more time to assess the commercial viability of 
his/her invention.” Angie describes it as “a patent that provides a worldwide blanket.” “Under the PCT, an inventor 
can file a single international patent application in one language with one patent office in order to simultaneously 
seek protection for an invention in the PCT member countries.” The initial PCT and U.S. patent costs were 
approximately $10,000. 
 

Even though her patents have been filed, the USPTO still needs to approve them. This process can be 
lengthy and requires good communication. When a patent is filed initially, lawyers include as many claims as 
possible and broadly define terms. Angie’s initial claims did not explicitly state that the retractable device was 
directly attached to the applicator system.  The patent examiner requested that she define her claims explicitly and 
describe that the applicator was, in fact, attached to the device. Angie, initially, left this claim broad to allow it to 
apply to alternate designs; perhaps the lip gloss could rest in a case and the case could be attached to the reel. 
Through the patent examination process, some or all of the claims are eliminated. This becomes somewhat of a 
negotiation process. Angie became dissatisfied with her initial legal representation because she felt they were not 
communicating adequately with her. As a result, she hired new representation. To highlight the value of networking 
to an entrepreneur, Angie’s new lawyer is her mother’s doctor’s brother. Angie feels her new lawyer communicates 
well. They have gone back-and-forth with the examiner concerning a set of exceptions, and discussions are now in 
their final stages. Both Angie’s lawyer and patent examiner have agreed to the amendments made. In addition to her 
PCT and U.S. patent, Angie has also trademarked the YOYO name within the cosmetic industry, trademarked her 
logo, and trademarked and copyrighted all her characters. 
 

The USPTO is not the only governmental agency with whom Angie needed to interface; she also needed to 
work with the Federal Drug Administration (FDA) regarding her lip gloss formula.  The FDA regulates cosmetics 
through the Federal Food, Drug, and Cosmetic Act (FDC Act) and the Federal Fair Packaging and Labeling Act 
(FPLA), which were created to protect the public from health dangers and misleading practices. Because of the 
FDA’s objectives to protect and inform the public, it created meticulous labeling requirements. While the FDA does 
not approve lip gloss and its packaging prior to its market release (with the exception of color additives), it does 
pursue violators. It is up to each individual releasing a product to make sure he/she is within FDA guidelines. This 
can be a cumbersome task.   
 

Angie soon became aware that the assistance provided by the FDA was minimal. She had to contact the 
FDA office numerous times and describes the experience as “challenging, yet very educational – kind of a test of 
one’s perseverance.” As a result of the strict guidelines set forth by the FDA and limited assistance provided by their 
office, Angie enlisted the help of an independent agency called the Cosmetic, Toiletry and Fragrance Association 
(CTFA), which was created with the support of the FDA and the Consumer Federation of America (CFA). This 
organization publishes a book titled The International Cosmetic Ingredient Dictionary and Handbook, which 
provides a list of proper ingredient terminology needed for labeling purposes, and the CTFA Labeling Manual, 
which explains FDA labeling requirements in an orderly and complete manner. Angie purchased both of these 
references. Due to the FDA guidelines and Angie’s desire to bring a quality product to market, she hired a U.S. 
chemist to develop the YOYO Lip Gloss formula.  
 

After all this effort and expense, Angie still wonders whether the patent, trademarks, and copyrights will be 
enough to protect her ideas and product? Will the larger companies in the industry be able to circumvent these 
protections and produce a similar product? This remains a major concern as the venture moves forward. 
 

CROSSING THE PACIFIC: A TRIP TO CHINA 
 

After developing her concept and seeking legal protections, it was time for Angie to consider strategies to 
manufacture her product. Her first instincts were to have the lip gloss and reel made in her native U.S. As she 
researched and pursued U.S. manufacturing opportunities, she discovered that manufacturing her product would not 
be a simple task. The U.S. manufacturers that she contacted seemed to resist her product customization ideas. For 
example, they placed a limitation on the color of the reels and prevented her from altering the reel to fit her 
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invention.  Angie began to wonder if the people she was contacting were actual manufacturers. She suspected that 
they were U.S.-based representatives of foreign manufacturers – and that they preferred to sell her an existing 
product that they were sourcing from others.    
 

After receiving many roadblocks from U.S. manufacturers, Angie decided that attempting to make the reels 
in the U.S.  was fruitless.  She felt that U.S. manufacturers could not (or would not) work with her on the specific 
product design she wanted. They also made the ordering process difficult. Angie says that the U.S. manufacturers 
“were limiting and difficult to work with.”   
 

Now that Angie decided not to make the reels in the U.S., where was she going to manufacture them? She 
found it convenient to use Alibaba to locate and communicate with suppliers in China. “Alibaba.com Corporation is 
China's leading e-commerce company, operating the world's largest online marketplaces for both international and 
domestic China trade.”  
 

Via Alibaba, Angie identified a reel manufacturer in Ningbo and a lip gloss manufacturer in Yiwu. She 
conducted some introductory meetings with them via email yet did not feel comfortable ordering from companies 
with whom she was not personally acquainted.    
 

In her contacts with some Chinese suppliers Angie heard about the Canton Fair.  Her Alibaba contacts 
indicated they would be attending. The Canton Fair is a very large tradeshow where Chinese manufacturers and 
international trade companies exhibit.  Angie decided it was time to make the trip to China to meet her 
manufacturers of choice and perhaps alternate manufacturers at the Canton Fair. Angie planned a trip to Guangzhou.  
Arriving in China, she thought, “This is going to be an experience; I am meant to be here.”  
 

There were over 100,000 exhibitors at the Canton Fair featuring a wide variety of products - from hair ties 
to huge stone monuments. Angie, who was accompanied by her mother on this trip, visited dozens of exhibitors.   
After the fair, Angie felt that China offered a tremendous opportunity to manufacture her product. Because she had 
originally researched manufacturing her product in the U.S., Angie noticed significant differences in U.S. and 
Chinese trade shows. Exhibitors in China were not hesitant to give pricing information on the spot, even for a 
custom item such as hers. Assisted by an interpreter, Angie was able to explain her idea and product and receive 
price quotes at the fair. Exhibitors seemed to be very interested in foreign attendees - and did not give much 
attention to locals. The exhibitors at the Canton Fair also dispelled any concern Angie had over who was going to be 
the actual manufacturer of her product. The Chinese exhibitors were, without doubt, the actual manufacturers, and 
they were willing to work with her to finalize her designs. Angie claims she “discovered a whole new world” in 
China. She says, “The Chinese are motivated, hard working people. You can see that they are eager to make deals 
and they want to succeed. They are also a pleasing culture and want to make their customers happy.” 
 

After the Canton Fair, Angie and her mother traveled to Zheijiag where they met with their manufacturers 
of choice. Their first stop was a cosmetic factory located in Yiwu. Next it was on to Ningbo to meet the reel 
manufacturers. These personal contacts and visits to their facilities affirmed Angie’s decision to manufacture in 
China.   
 

Angie describes China as her land of opportunity. The Chinese manufacturers provided her with the means 
to bring her product to market. Upon invitation to visit their manufacturing facilities, Angie was surprised to see that 
much of their equipment was hand-operated. She was expecting more sophisticated technology. She was told that 
“they cannot automate their production because so many of their people will have no jobs.” Regardless of their 
production process, Angie was assured the job would be accomplished.   
 

With confidence and excitement, Angie completed her 10-day sojourn to China. She felt that she had 
attained the means to produce her product. “Since I returned from China, I look at life differently,” Angie says. “I 
feel like anything is possible. I have a better understanding of how things are made from scratch.” Angie could see 
her idea coming to life, moving from a drawing to a tangible product. 
 

HURDLES TO OVERCOME 
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Angie found that her Chinese manufacturers offered very good prices compared to those she was quoted by 

American producers. In fact, her China experience gave her confidence that she could keep her prices fairly low in 
the U.S. market and still make a good margin that would help her meet her profit goals. Her “masstige” product 
strategy seemed feasible. 
 

However, she had not yet sailed into calm waters.  Manufacturing overseas exposed YOYO Lip Gloss to a 
new set of issues, such as communication and quality. Instead of dealing directly with China, Angie could have 
opted for a broker or a full-service U.S. outsourcing firm to assist her with product manufacturing. Many companies 
decide to use outsourcing firms to minimize their issues in dealing with Chinese organizations, but Angie never 
thought about using a broker.  Yet, in dealing with her Chinese manufacturers, she understands why many 
companies decide to hire a broker or an outsourcing firm for assistance.   
 

Communicating directly with Chinese manufacturers can be a task in itself. There are considerations of 
cultural, language, and time differences. Angie found out firsthand just how difficult it can be to deal directly with a 
company overseas. She learned it is imperative to understand every aspect of the company with which you are 
dealing. It is not as simple as picking a firm and hoping for the best. Chinese manufacturers are making Angie’s 
product from scratch. They are not modifying an existing product. Angie needed to be involved in every aspect of 
the manufacturing process to ensure that her product was being made with the high quality she demands. 
 

Learning about manufacturing techniques presented quite a challenge. Since she had no experience in 
manufacturing products like her reel or her lip gloss container, Angie was not aware of the mold-making process or 
what materials were needed to mold her product.  Working closely with her manufacturers in China, she now 
understands the process of making a mold and is quite knowledgeable about 2-Ethylhexyl Palmitate, a skin 
conditioning agent used in cosmetic formulations. Angie found it necessary to stay in constant communication with 
her manufacturers because she discovered the conception of quality can be quite different in China. She needed to be 
assured that her manufacturers were abiding by U.S. laws and meeting the stringent demands of U.S. consumers.  
 

For example, Angie ran into a quality issue with the tube for her lip gloss. When she received her first 
samples, she noticed that the lip gloss tube was not top quality. Her manufacturers in China used a low gauge 
plastic, which made the lip gloss tube feel thin and look cheap.  Angie did not want to pass these impressions onto 
her customers. She contacted the manufacturers and new samples were made with better quality plastic.   
 

Angie also ran into quality issues with her reel. The original samples included a clip that was not sturdy 
enough for its intended use. And because Angie’s idea required durability (so that the product can be worn while 
engaging in the strenuous activities of her characters, like dancing and skateboarding) Angie knew that she could not 
approve the sample. Additionally, the yoyo retraction was not working as she had intended. This required her to go 
back to her manufacturers as well. These quality issues ultimately delayed the manufacturing and release of her first 
batch of products. 
 

After the manufacturers fixed the retractable reel and the lip gloss tube, Angie thought production could 
finally get underway. Unfortunately, she ran into another hurdle. She noticed that her sample lip glosses were 
unstable. That is, the original taste of the formulation changed over time. Angie contacted her manufacturer to 
discuss her finding. She was informed that the lip gloss needed to set for one month. Angie very well could have 
continued with production, but she decided against that. She wanted to make sure the lip gloss flavor and texture 
retained its quality after the one month period. This further delayed Angie’s release of her first production batch. 
This delay is part of Angie’s learning curve. She was not aware that the lip gloss would change over time and that it 
required time to set. Had Angie known, she would have taken this time into consideration when planning her 
production process. 
 

Angie was also especially concerned with her lip gloss formula due to the strict FDA guidelines.  She did 
not want to release a product to the market that was in violation of these rules. This presented another significant 
challenge. The names of ingredients in English and Chinese are different. She had to constantly monitor the 
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ingredients of her lip gloss, making sure her manufacturer in China was following the formula developed by her 
U.S. chemist.  
 

Even though Angie encountered many hurdles in her production process, she was fortunate to have 
manufacturers who understood the importance of communication. Some communication barriers did exist because 
of the global environment, but both Angie and her manufacturers worked to minimize them and stay in constant 
communication. Angie would email her manufacturers at night and by the next morning she had her answers. Angie 
and the manufacturers worked to keep the lines of communication open and both remained focused on the goal, to 
make YOYO Lip Gloss a success.  In summary, Angie explains: 
 
Hiring a broker to conduct my business in China may have been less hassle than directly working with my 
manufacturers. However, since I completed the tasks myself, I now understand every aspect of my business. No one 
cares more about YOYO Lip Gloss than I do; I know that all tasks have been performed to my standards and all 
safety and quality precautions have been implemented.   
 
I have full control over my entire business and manufacturing processes; I do not have to depend on a broker to 
make my next move because I am aware of each production step and have close relationships with my suppliers.    
 
Manufacturing in China has kept YOYO Lip Gloss’s costs low. Thus, I will be able to pass these savings onto the 
consumer, retailer, and salespersons so that all can benefit from this product. In addition, low manufacturing costs 
will enable YOYO Lip Gloss to fulfill a company goal – to establish the YOYO Foundation, which will use a portion 
of the profits to assist children in need, in the U.S., as well as abroad.   
 
As I look back, the only thing I would want to change is the knowledge that I have gained through this journey. I 
have learned so much. But that is part of the thrill - learning, growing, and changing. I enjoy figuring out how to 
complete new tasks and making old tasks easier to perform. If I had the knowledge I now have, it would have made 
life easier and the process much faster, but it is all part of the learning experience – it’s part of life.  
 

Now that Angie’s idea has taken form and YOYO Lip Gloss is in production, how will she get her product 
into the hands of her target market? 
 

REACHING THE CONSUMER AND BEYOND 
 

With production underway, Angie needs to implement her plans to market and sell her YOYO Lip Gloss. 
Angie used various outlets to gather information to assist with developing a marketing and advertising strategy. 
Among these sources were Teen Market Profile, Packaged Facts, and Media Post Communications. Angie learned 
that the three major ethnic teen populations are African Americans, Asians, and Latinos. Based on this information, 
the YOYO characters’ personas were created. Angie also determined that popular venues for female teen shoppers 
are shopping malls/centers and discount stores.  How will this information benefit YOYO Lip Gloss?  Angie 
wonders whether she should coordinate in-mall events to increase awareness of her product. She also must decide 
which promotional and advertising approaches will offer the greatest benefits to YOYO Lip Gloss. 
 

Angie plans to distribute her product through various channels including general merchandise stores as well 
as apparel and accessory stores. An independent sales force will be used to promote YOYO Lip Gloss in these types 
of establishments. Consumers can also purchase YOYO Lip Gloss directly through the web.  
 

Angie is waiting for her first shipment of YOYO Lip Gloss to be loaded onto its shipping vessel before 
contacting potential distribution channels. This strategic decision was made due to industry giants Angie will be 
combating within the lip gloss sector and because she does not want to distribute a sub-par product or make a 
delivery commitment to her distribution channels that cannot be met. Angie wonders how this decision will impact 
sales of YOYO Lip Gloss. She could have marketed her product to her target stores before shipping the product to 
the U.S., but she felt that was too high risk a strategy. She sought the comfort of having a completed production 
quantity of high quality product in her possession before launching her sales efforts. Still, her decision to postpone 
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her marketing efforts may leave her with unsold inventory, creating excess carrying costs and thus delaying the 
success of YOYO Lip Gloss. 
 

Once Angie distributes her initial product she needs to consider how she will grow her business. Is one 
product enough to remain competitive in the market? Angie is preparing to extend the YOYO Lip Gloss product line 
soon after its launch.  In Phase II, YOYO Replacement Tubes will be introduced enabling consumers to refill their 
lip gloss without repurchasing the entire YOYO package (See Exhibit I – YOYO Replacement Tubes). Angie 
believes that the YOYO replacement tubes will generate additional revenue for retailers and help establish customer 
loyalty.   
 

In Phase III, YOYO Light up reels as well as the next set of YOYO characters and colors will be 
introduced, followed by Phase IV, which will feature the YOYO Light Up Replacement Tubes. In Phase V, YOYO 
Lip Gloss will introduce the YOYO Wallet which will also serve as a case for the reels, tubes, and trading card 
stickers. In Phase VI, Angie’s product line extension plans include a modified YOYO Lip Gloss whose target 
market will be young adult females. This modified product will be a variation of her current lip gloss, and it will 
target prestige outlets such as Sephora.   
 

Angie is also considering ideas such as theme packages which will help boost holiday sales and eventually 
a new product line. Developing a group of related products can help solidify Angie’s position in the market. She 
knows that she needs to introduce her product line extension at the right time to provide her company with more 
opportunity for growth. She needs to conserve her initial capital and be careful not to overextend herself. Right now, 
Angie remains focused on making the initial launch successful. 
 

Often Angie wonders, “What other product line extensions are possible?  What other markets can I attempt 
to penetrate?  What types of products should I introduce?  And when would be the best time to introduce related 
products and new product lines?”   
 

Currently, Angie’s parents are her sole financiers. She wonders if it would be beneficial for YOYO Lip 
Gloss to take on additional investors to help expand her product offerings and to help finance her distribution 
strategies.  If she does seek additional investors, who should she look for and what type of deal should she offer? 
 
I am fortunate to have a supportive family and a sound educational background. Both have prepared me for the 
tasks I now face. Wonderful teachers have truly inspired me, impacted my life, and contributed to my future success.   
 
This experience has been a journey. What once started out as a new concept salon, evident in the company’s name, 
Peppermints Salon, germinated into an idea that will shake up the teen cosmetic industry. 
 
I have learned that with current technology, the whole world is your market place. Anything is possible. From your 
home office in New York you can buy from China and sell in Mexico. You can have salespeople all over the world 
and unite them under one simple online system located on your desktop.   
 
Manufacturing in China has enabled me to hold my costs down. By doing this, I can better contribute to the 
economic welfare of people who have interest in my company, including end consumers.  
 
I have learned that excellent supplier relations and open communications are essential to a healthy company.  If you 
understand every aspect of your business, you will be free to pick and choose your suppliers when necessary.  
 
In life, it is easy to be diverted.  It’s important to stick to your vision. When I began this project, I had two jobs, and 
was an MBA student at St. John’s. Between full time employment, school, many hours of homework, and a social 
life, it is easy to get side tracked.  
 
There were many setbacks due to the level of quality I sought. It would have been easy to accept a less-than-perfect 
formula, a low gauge plastic tube, a poor quality reel, and lower quality packaging. All these decisions set back my 
production schedule, but I insisted on a high level of quality for YOYO Lip Gloss.   
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There is a lot to learn within this industry, and no one spells it out for you. There are many fine lines when it comes 
to the FDA’s packaging and formula guidelines, importing laws and regulations, and then implementing your own 
standards into your product.   
 
I am very excited about the future of YOYO Lip Gloss. Our next step will be to market the product effectively and 
build relationships with our future clients.  
 

APPENDIX 
 
Exhibit A:  What is YOYO Lip Gloss? 

 
Exhibit B:  YOYO Lip Gloss Colors and Flavors 
 

 

 

 

 

 

 

 

Exhibit C:  Fun Interchangeable YOYO Reels 
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Exhibit D:  YOYO Characters 

 

Exhibit E:  We Get Personal  

 

Exhibit F:  YOYO Trading Cards 
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Exhibit G:  Quality Formula and Durability   

 

Exhibit H:  YOYO Utility Patent  

 

Exhibit I:  YOYO Replacement Tubes 
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ABSTRACT 

Motivation is one of the most important functions of management. It provides the harmonization of 
organizational goals and objectives with employee’s needs and desires thus to increase corporate and personal 
efficiency. Motivation must be considered as the major element of the organizational culture. 

Each stage of the organizational life cycle can be characterized by the specific set of goals and features of 
the organizational culture. Methods of motivation also depend on the stage of the organizational development. They 
must be changed accordingly to the life cycle stage to achieve the balance between the interests of employee and the 
organization.  

This paper, deriving from empirical research of Russian companies, describes the connection between 
motivation and such characteristics of the organization as goals and values at the different stages of the life cycle. 
Research findings indicate the problems in development of the system of motivation in Russian companies at the 
different stages of the life cycle and suggest some recommendations of their prevention. 

 

 INTRODUCTION 

At present the problem of the life cycle development causes the significant theoretical and practical interest 
among the researchers. The organizational life cycle (OLC) is based on a biological metaphor that business firms 
resemble living organisms because they demonstrate a regular pattern of development process. It suggests that over 
the course of time organizations move through a sequence of development stages. 

Since the work of Haire (1959) more than 30 models of the organizational life cycle have been proposed 
linking the life cycle stages with various organizational processes. The life cycle dynamics was researched by 
Downs (1967), Lippit and Schmidt (1967), Scott (1971), Greiner (1972), Torbert (1974), Lyden (1975), Katz and 
Kann (1978), Adizes (1979, 1989), Kimberly (1979), Miller and Friesen (1984), Quinn and Cameron (1983), 
Kazanjian (1988), Hanks (1993), Flamholtz (1995), Abetti (2000), Rutherford (2003) and others.  

In Russia the first theoretical researches of the OLC appeared considerably later - in the middle of 90th of 
the 20th century. These are Filonovich and Kushelevich (1996), Emelianov and Povaritzina (1998), Semenkov 
(2001), Levizina (2003), Milner (2003), Prigozhin (2003), Shirokova (2006). Most of them focus on the theoretical 
problems and represent the interpretation of existing models to the Russian reality. 

Many researchers have attempted to link different organizational processes and variables with the 
organizational life cycle. So, Quinn and Rohrbaugh, Cameron and Whetten examined the relationship between the 
organizational life cycle and effectiveness. Smith and Miner attempted to study life cycle and entrepreneurship. 
Shein, Barney, Selznick, Zucker proposed that organizational culture evolves according to time and stages of the 
organizational development. Mitzberg, Yasai-Arkedani, Mitroff analyzed the organizational life cycle and structure. 
Gupta and Chin found that organizations differ in their strategic orientation and strategy-making in different stages 
of organizational development. 
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The significance of motivation was studied by Mayo, Maslow, Gerzberg, McClelland, McGregor, Porter, 
Lourel, Vrum, Adam, Aldeiferer and others.  

Some Russian researchers (Grigor, Ashirov) attempted to focus on the dependence of the system of 
motivation and the process of life cycle development. The conclusion deriving from these investigations is that 
motivation must be created and adapted accordingly to needs and interests of employees which are typical to the 
different stages of the life cycle. 

In this paper it is analyzed how to change the motivation during the stages of the life cycle in the Russian 
companies. 

 

METHODOLOGY AND HYPOTHESIS 

H. Each stage of the organizational life cycle is characterized by the specific set of goals and values. 
Methods of motivation, its forms, tools and procedures depend on these goals and differ from one stage to another.  

The research goals are: 
1) To analyze the correspondence of methods of motivation, its tools and instruments with 

organizational goals and values at the different stages of the life cycle.  
2) To analyze the main material incentives and their role at the different stages of the life cycle in 

Russian companies. 
3) To examine the methods of social and moral motivation and their effectiveness at the different 

stages of the life cycle.  
4) To find out the weaknesses in development of the motivation at the different stages of the life 

cycle in Russian companies and to develop some recommendations for the managers how to 
improve them. 

In this paper there was used an approach indicating such stages of the organizational life cycle: the 
“childhood” (plus the “birth”) which means the creation of an organization, the “youth” – the stage of growth, the 
“maturity” and the “recession”.   

About 167 Russian companies have been analyzed for studying motivation at the different stages of the life 
cycle. As show the interview, 29 companies stay at the “childhood” stage, 67 – at the “youth” stage, 60 companies at 
the “maturity” and 11 – at the “recession” stage.    

The research was spent by a method of questionnaire of the companies, the Internet - dispatches of 
questions, the interviewing of the students of MBA of the State University of Management. The processing of the 
results was carried by the means of the quantitative methods: the method of classification, groupings and 
generalizations. 
 

FINDINGS 
 
The research findings are presented below. 
In 2006-2007 the authors of this paper participated in the empirical research of Russian companies. The 

results of it are grouped in the Table 1 showing the specific goals and values depending on the stages of the 
organizational life cycle.  

As it is seen in the Table 1, for the “childhood” stage it is very important to create the demanded product or 
service and to find all important recourses. It is very difficult period in the organizational development, very often 
the success (unsuccess) depends on the ability to create the atmosphere of the mutual assistance, mutual aid, and 
mutual support. 

For the “youth” stage it is very important to provide the conditions for the organizational growth. The 
organization has to achieve maximum efficiency and development, to raise competitive capacity of goods and 
services. The personnel must share the values of dynamism and progress. The company must be innovatively 
directed to gain the leading positions on the market and/or to broaden the market share. 
 

TABLE 1: THE ORGANIZATIONAL GOALS AND VALUES DEPENDING ON STAGES OF 
THE LIFE CYCLE 

THE STAGE OF OLC THE MAIN GOALS THE MAIN VALUES 
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The “childhood” stage to propose the product, service demanded by 
the customers 
to find out the “market niche”, the customer 
segment; 
to supply the organization with the necessary 
recourses; 
 

mutual assistance, mutual aid, mutual 
support; 
friendly and kind relationships; 
honesty, reliability and   
trustworthiness 

The “youth” stage to achieve the growth of turnover, 
production, sales, the increase in efficiency; 
to broaden the market share; 
to raise competitive capacity of goods and 
services 

dynamism, development and progress, 
effectiveness, responsiveness, 
innovations, the priority of overall 
goals in spite of the individual, the 
aspiration for being the best in the 
market; 

The “maturity” stage to raise organizational profitability, actual 
efficiency of all recourses; 
to provide the long term strategic competence 
and sustainable competitive advantage; 

high quality, long term 
competitiveness and effectiveness, 
respect, purposefulness, honest 
competition, professionalism 

The “recession” stage to renovate mission, strategy, goals of 
organization; 
to renovate, to restructure outdated 
procedures and structures; 
to keep the best employees in the company 

Out of date values: traditions and 
hierarchy, respect for rank; servility 
Renovated values: renovation and 
progress 

 
At the “maturity” stage the organization has to create the framework for the sustainable competitive 

advantage. It is very important to support the values of professionalism, high quality of goods, services and 
technologies of work and management to provide the conditions for the long term success.   

If the organization wants to survive at the “recession” stage it must find an opportunity to renovate all 
structures, procedures, goals and strategies. The out of date values such as traditions and hierarchy, respect for rank; 
servility must be changed by progress and renovation. 

As it is seen the motivation must support the goals and values which are specific at the different stages of 
the life cycle. Motivation is very complex system. It consists of three groups of components. To prove the 
hypothesis the authors analyzed the structure and the balance of the following components of the motivation with 
goals and values at the different stages of the life cycle: 

• the material incentives including wages, bonuses of employees; 
• the social motivation which consists of different benefits and compensations offered by the 

organization, it provides the comfort conditions and social guaranties for the employee; 
• the moral motivation - the methods and factors of psychological and moral inspiration of 

employees, the employee recognition programs. 
 

The methods of material motivation 
 

In the questionnaire the next basic factors influencing on the payment of the employees were proposed:  
1. the achieved results of one’s work; 
2. the results of employees appraisal; 
3. the results of performance appraisal;  
4. the work status;  
5. the comparison with other companies’ benefits level;  
6. the seniority of work;  
7. the level of qualification.  
As a rule on the “childhood” stage the material incentives don’t exceed the market average level as the 

company faces a great number of problems during the first years of its existence. As show the results of the 
questionnaire, at the stage "childhood" the strongest influence on the employee’s wages have such factors as the 
achieved results of work, the work status and the level of qualification. Many companies at this stage don’t use the 
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results of employees and performance appraisal. So the material motivation at the “childhood” stage depends on the 
financial problems of the organization. That is why the companies use the limited amount of bonuses and the 
restrained level of wages. 

At the stage "youth" the material compensation is 10% higher than the market average level. It is very 
important to interest and stimulate the active, talented and innovative employees which help the company to achieve 
the growth. Many companies try to hold the talented and ambitious employees by providing the high-level of wages 
and bonuses. More than 90% of companies try to use the wage plus-bonus system. Sometimes the premium bonus 
provides more than 50-60% of all compensation of employee. As showed the questionnaire the growth of 
significance of such factor as the results of performance appraisal and the comparison with other companies can be 
observed.  

These results show some weaknesses in motivation in Russian companies at this stage of the organizational 
life cycle which can cause many problems in the future. In some companies the actual results of work and the results 
of performance (employees) appraisal are not taken into account in the material payments while the work and 
hierarchy status plays the significant role. The effective system of motivation must stimulate the employees to 
achieve the overall and individual goals of the organizations. That is why the appraisal factor must play an important 
role in defining one’s contribution to the organizational performance. It shows the success (unsuccess) in obtaining 
mission, strategy, goals. Managers of the Russian companies must pay more attention to the performance appraisal 
and develop the system of motivation accordingly to the organizational goals and the real results of work. 

It is natural, that the companies on the “youth” stage use the wage plus-bonus system it stimulate the 
personnel for growth and development. But it must be noted that the weight of the premium bonuses in the overall 
employee compensation sometimes is too high. In some companies about 80% of the total compensation sum is 
amount of premium. Bonuses are calculated monthly, simultaneously with the main wage. As the results many 
employees tend to consider premium as the part of the wage and don’t feel its dependence on the results of their 
work in the organization.  

At the “maturity” stage many companies try to have the diversified system of premium bonuses; the level 
of compensation corresponds with the average on the market. Gradually the level of wages becomes not competitive 
with the other companies. So the company may loose the best, high professional specialists. To prevent these 
tendencies the companies can develop the additional programs of the employee involvement: participative 
management, work groups, ESOP (employee stock ownership plans) which compensate the average levels of wages 
and provide the complementary interested motives of employees. Much attention must be paid to the methods of 
moral and social motivation. 

At the “recession” stage are the work status (80%) and the level of qualification (80%) were named as the 
main factors influencing on the wages of the employees. The work status and the place in the hierarchy play the 
important role in material payments while the actual results of work are undervalued. It is very important for the 
company to renovate all the systems of the organization (including the motivation). The organization must try to 
keep the best and reliable employees. That is why it must find an opportunity to interest them by providing the 
options, loans and so like. 

  
The methods of social motivation 

The group of social methods together with the material incentives also plays very important role in 
stimulating the personnel for the effective work. The influence of the social stimulus is not direct: it is indirect as 
they help to prevent the “social stresses” and to strengthen the loyalty of the employees to the organization. 

About 50% of companies at the stage “childhood” try to offer their employees social compensation. As a 
rule, at this stage the list of the social bonuses is not very wide and consists of medical insurance, transport fees, 
mobile-phone fees. It is natural for this stage as the companies have the limited level of available funds. 

At the “youth” stage 46% of companies don’t use the methods of social motivation at all. The other 54% 
try to organize for their employees the wide range of social bonuses (as a rule it consists more elements than on the 
“childhood” stage). The social package includes the medical insurance (68%), transport fees (28%), mobile-phone 
fees (28%), feeding (46%), holiday and hospital pays (30%). There are also such forms of social motivation as the 
team – building, professional development and advanced training, season tickets to fitness-centers, theaters and 
concert-halls. Some companies offer their employees the favorable terms of crediting and loans. Other companies 
try to solve the housing problem of their employees if needed.  
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The quantity of companies at the “youth” stage which don’t use the methods of social motivation must be 
considered as high. The personnel of the companies at this stage is presented by the multiple-discipline, high-
educated specialists highly appreciated and demanded by the market. The goal of the organization is to interest them 
for the effective work in the organization and to hold them in the organization. By providing social guaranties the 
organizations can support the high level of employees’ loyalty and trustworthiness. And it is very important in the 
unstable conditions of contemporary Russian reality. 

About 2/3 of all examined companies at the “maturity” stage try to use the methods of social motivation: 
medical insurance (68%), transport and fuel fees and the auto-amortization (50%), mobile-phone fees (40%), 
feeding (38%), holiday and hospital pays (10%), professional development, credits, season tickets. Also the 
companies organize the one time grants (by marriage, by birth and so on). At this stage of the organizational life 
cycle the importance of the social motivation and facilities increases greatly. It becomes the factor of  long-term 
relationships between the company and employee who values social stability for himself (herself) and one’s family.    

As show the results of the questionnaire, at the "recession" 60% of companies don’t have any social 
stimulus. Those who use have the very limited set of incentives. The “recession” is the very difficult stage of the 
organizational life cycle. Most of the employees feel the problems of the company and this can cause the additional 
outflow of the personnel. The core task of the top-managers is to keep the “gold fund”. Furthermore, the work in the 
declining organization is connected with risk of decreasing one’s cost on the labor-market. That is why the 
emphases are made on the material guaranties: the systems of the intercompany credits, the timely carrying-out the 
wages. 

 
The methods of moral motivation 

As showed the results of the questionnaire the methods and factors of moral motivation are the least 
variable among all others at the stages of the organizational life cycle. The possibility of self-actualization and the 
career growth, the top-manager’s recognition of one’s results are important for the personnel both young and mature 
organizations. 

Many companies at the “childhood” stage have the limited financial recourses to provide the high level of 
wages and bonuses. The employee recognition programs including such factors as gratitude, personal heart-to-heart 
talk, the desks of honor, diplomas, corporate newspaper are the comparatively cheap methods of stimulating the 
personal productivity. 

The results of questionnaire showed the poor development of the employee recognition programs and the 
methods of moral motivation in Russian companies (at all the stages of the life cycle). The system of motivation 
doesn’t include the possibility for self-actualization and self-perfection of personnel by the statement of more 
complex and responsible problems. About 50% of the employees on all stages of the life cycle don’t see the 
possibilities for self-development in the company. 

The managers must understand that it is natural for the majority of employees to carry the additional 
responsibility, to realize one’s potential and abilities. The moral dissatisfaction of personnel may cause such 
problems for the company: 

- the high level fluctuation of personnel (the brilliant and ambition employees leave the company 
because they don’t see the prospects for the development; 

- the decrease of new ideas and proposals; 
- the autocratic style of management; 
- the support of interpretative style instead of initiative. 
The managers must try to create the systems of “social partnership” inside the companies which includes 

the growth of responsibility, the support of creative atmosphere and initiative. 
   

RECOMMENDATIONS AND HYPOTHESIS TESTING 
As show the results of analyzes, Russian companies at the different stages of the development possess the 

particular opportunities and priorities in motivating the personal. These differences can be explained by the specific 
goals and values which are the most significant at the different stages of the OLC. Managers must take into 
consideration these differences and dissimilarity in values and goals and create the methods of motivation 
accordingly to the demands of the current stage of the OLC. 
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Very often the methods used in Russian companies don’t correspond with the requirements of the stage of 
the organizational development. It such problems as: 

- the loss of organizational flexibility and ability for change; 
- the decrease of innovative ideas and initiative; 
- the ineffectiveness of the methods of motivation; 
- the low level of employees’ loyalty and trustworthiness and so on. 
To avoid these problems managers of Russian companies while creating the methods of motivation must 

take into consideration such recommendations. 
The “childhood” stage 
- to focus on methods of moral motivation including the possibility of self-actualization and the career 

growth, the new experience gaining, the active complicity in the results of work, the top-manager’s 
recognition of one’s results, gratitude, personal heart-to-heart talks, the desks of honor, diplomas, 
corporate newspaper, the days of rest; 

- to use the restrained level of wages and bonuses; 
- to create the compact level of social bonuses accordingly to the financial possibilities of the company; 
- to create the atmosphere of mutual assistance, mutual aid, mutual support, to support the importance of 

good relationships between the employees. 
 The “youth” stage 
- to focus on methods of material motivation as it is very important for the employees to receive the 

deserved  and competitive level of salaries and bonuses as the compensation for the high-quality work 
including the high level of wages and bonuses (higher than market average), to propose the wage plus-
bonus system; 

- to offer the broad social package: medical insurance, transport fees, mobile-phone fees, feeding, 
holiday and hospital pays, team – building, professional development and advanced training, season 
tickets to fitness-centers, theaters and concert-halls, the favorable terms of crediting and loans; 

- to create the favorable moral climate by using such moral factors: acknowledgment, recognition, the 
possibilities of carrier growth, the possibilities of professional development, corporate celebrations and 
festivals; 

- to use the opportunity of flextime and telecommuting; 
- to support the initiative, innovations, progress and development. 
The “maturity” stage 
- to focus on such methods motivation as the participative management, work groups, ESOP; 
- to support the flexible style of management and the strong corporate culture; 
- to understand the importance of social guaranties, to use the wide range of methods of social 

motivation: medical insurance, transport and fuel fees and the auto-amortization, mobile-phone fees, 
feeding, holiday and hospital pays, professional development, credits, season tickets, one time grants 
(by marriage, by birth and so on); 

- to acknowledge of long term collaboration by providing an opportunity in participation in the profits, 
profit sharing; 

- to support the righteous level of wages and bonuses. 
As it is seen, the methods of motivation which are effective at the “childhood” stage (they support the 

values of mutual assistance, mutual aid) can be very inefficient at the “youth” stage with its emphasis on corporate 
growth and development. At the same time it is very important for the personnel of the “mature” companies to have 
the high level of social guaranties and the employee involvement factors: participative management, work groups, 
ESOP.  

The “recession” stage is not analyzed as the companies must do all their best to prevent this stage of the 
development.   

 

CONCLUSIONS 

The research from which this paper is derived showed that each stage of the organizational life cycle is 
characterized by the specific set of organizational goals, values and consequently the factors and methods of the 
effective motivation.  
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The system of motivation must be changed accordingly to the mission, goals of the organization, new 
market requirements and needs, major elements of the organizational culture. It is also must be supported by the 
system of adaptation, attestation, appraisal of employees, the system of teaching and additional training, the system 
of the advancement and professional growth. Otherwise, all premiums, bonuses, wages and social payments will 
become ineffective and will be appreciated by the employees “as granted”.  

The motivation change is not spontaneous but appropriate process of company’s growth and development. 
The management of the company must opportunely identify the stage of the organizational development and change 
the system of motivation to the goals and objectives of the stage. The criteria indicating the need of motivation 
change are: the decrease of the overall results, the growth of releasing employees, growth of absence for the reason 
of illness, boycotting of the management decisions, the decrease of new ideas and so like.   

The motivation must also clearly justify the expectations and needs of employees. It must be connected 
with the goals and values, organizational culture. The strong and effective organizational culture is in itself the 
major factor of motivation and sustainable competitive advantage (SCA). 
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ABSTRACT 
 
Research into wellness literature identified the existence of various wellness models consisting of multiple 

dimensions and found different relationships between these dimensions. In an attempt to expand on the theory of 
wellness, the study determined the wellness behaviour and health risk profile of managers at two South African 
higher education institutions. The Pearson product moment correlation coefficient was used to determine the 
relationship between the wellness behaviour levels and the health risk scores of managers. T-tests were used to 
determine the relationship between the mean wellness behaviour levels and mean health risk scores of managers at 
the academic university and technology university, heads of academic departments and directors of support 
services, female and male manager, and post-graduate and PhD graduate managers. A one-way analysis of 
variance was done to compare the means of the three age groups (35-45, 46-55 and 56-65). A wellness behaviour 
and health risk model was developed that postulated that wellness, as a dependent variable, is determined by eleven 
independent variables. The study identified the physical fitness and nutrition and medical self-care wellness 
behaviour levels as weaknesses in managers at the two sample universities that necessitate interventions. 
 

INTRODUCTION 
 
In the twenty-first century, leading causes of illness and death were not ascribed to infectious diseases, but 

to lifestyle diseases. According to Thomas (1978), modern lifestyles are killing people:[The new theory is that most 
of today’s human illnesses, the infectious ones aside, are multifactoral in nature, caused by two great arrays of 
causative mechanisms: the influence of things in the environment and one’s personal lifestyle. For medicine to 
become effective in dealing with such  diseases, it has become common belief that the environment will have to be 
changed and personal ways of living also have to be transformed, and radically.]  

Houlton (2003) and Murray and Lopez (1997) mention that the top ten global risks identified by the World 
Health Organisation are low birth and childhood weight; unsafe sex; high blood pressure; tobacco smoke; alcohol; 
unsafe water; sanitation and hygiene; high cholesterol; indoor smoke from solid fuels; iron deficiency and obesity. 
According to Serfontein (2003), research done by the American government on the impact of various factors of 
current living conditions on mortality rates, indicates the following, namely, lifestyle (51%), environment (20%), 
genetic factors (9%) and medical intervention (10%).   

Lifestyle and environmental factors are the most important causes of death. However, man is able to control 
these factors. Genetic factors play a less important role than expected, while medical intervention plays a relatively 
insignificant role in life expectancy. These and other scientific studies should convince human beings that a 
significant improvement in health is possible if behaviours were changed to avoid sickness and promote wellness. 
People cannot control the heredity and age factors in their lives, but lifestyle choices are controllable and by 
reducing risk factors through changing behaviours, people will improve their state of wellness. Pelletier (1979), in 
Holistic Medicine, suggests that there are four factors that impede health, namely, stress caused by environmental 
demands, personality factors (psychological conflicts, mental attitudes and dispositions), diet and self-destructive 
behaviour (such as cigarette smoking, excessive alcohol and drug consumption and reckless driving).  

The reasons for conducting the study were: 
 Poor health leads to increased health care costs. Most of these costs are linked to health risk factors such as 

smoking, poor eating habits and sedentary lifestyle (Ozminkowski, Goetzel, Santoro, Saenz, Eley & Gorsky, 
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2004). The reduction of these risk factors, through wellness interventions, will make it possible for higher 
education institutions to take aggressive action toward reducing health care utilisation and thereby containing 
costs and reducing absenteeism as a result of illness. 

 The leading causes of most illnesses are largely preventable and behind these illnesses are a host of 
preventable factors including the use of tobacco, high-risk alcohol consumption, sedentary lifestyles and poor 
nutritional habits (Orange County Business Journal, 2003). Apart from identifying lifestyle risk factors, a 
holistic wellness behaviour assessment will also indicate which treatment should be provided to help managers 
avoid disabilities and premature deaths. In addition, managers will be made aware of and educated in the 
benefits of leading a healthy lifestyle. 

 An ever-increasing work week poses a number of threats. Long working hours increase incidents of depression 
and other health problems such as stress, burnout, suicide, sleep disorders and anxiety (Bolan, 2000). A 
wellness programme, based on a holistic wellness behaviour assessment, can alleviate some of these concerns. 

 The increased reliance on technology has caused a host of new health concerns including repetitive stress 
injuries, lower back problems and compromised vision (Orange County Business Journal, 2003). In addition, a 
large percentage of the workforce spends the majority of their day seated at desks plugged into workstations. 
Sedentary lifestyles have become a major concern.  

 This study identified possible work stressors and interventions to deal with it effectively. Stress on the job can 
be a contributing factor to work place accidents and injuries, reduced productivity, unnecessary absenteeism, 
and increased medical care costs (Orange County Business Journal, 2003). Stress contributes to illnesses such 
as heart diseases and diabetes, high blood pressure, ulcers, irritability, difficulty in making routine decisions, 
loss of appetite, accident proneness and nervous disorders such as anxiety and depression (Robin, 2003; van 
Daalen & Odendaal, 2001). By implementing a stress management intervention, as part of a wellness 
programme, stress can be reduced or eliminated.  

The study will help higher education institutions in South Africa to develop their own holistic wellness 
models, develop and implement wellness programmes for managers as part of the strategic human resource plans, 
create an awareness amongst employees that most illnesses can be avoided through preventive measures, alleviate 
the threats posed by expanding work weeks, help to reduce stress levels, reduce health care costs, increase employee 
satisfaction, enhance job performance, reduce employee turnover, reduce absenteeism, improve morale, increase 
employee productivity, attract and retain knowledgeable employees, improve the image of the organisation, increase 
employee loyalty, keep workers healthy and enhance the quality of life of employees both on and off the job 
(Sherman, 1990; DeFalco, 2001; Wellness Councils of America, 2001; Ho, 1997; Weston, 2003; Violette, 1990). 
These are only some of the benefits of the research study for higher education institutions, but the question may be 
asked whether managers will benefit from it as well? According to Blassingame (2003) and Sherman (1990), the 
individual manager will benefit by being healthier, enjoying life more, communicating better, having more stamina, 
having better coping skills, having a greater commitment to his or her work, being more enthusiastic and productive, 
having a more positive outlook on life, having a longer life and paying less for health care insurance.  

The overall contribution of this study was the development of a holistic wellness model that may serve as 
the foundation for a comprehensive wellness programme for managers in higher education institutions. An in-depth 
study was done on the wellness and health risk behaviours of managers at an academic university and technology 
university by way of a comprehensive holistic wellness behaviour assessment. The research project thus aimed at 
empirically investigating the six dimensions influencing wellness amongst managers and to examine the relationship 
between wellness behaviour levels and the scales of the probable risk involved in terms of current and future 
wellness problems of managers. This study added value as the findings were used to identify specific wellness 
interventions to solve wellness behaviour problems. Therefore, the aims of the study were to develop a holistic 
wellness model for managers in higher education institutions; measure the wellness behaviour levels of managers by 
focusing on physical, emotional, intellectual, social, occupational and spiritual wellness dimensions; identify the 
wellness behaviour and health risk factors of managers as related to the measured wellness behaviour and propose 
wellness interventions as part of a holistic wellness programme. 
 
 
 

LITERATURE REVIEW 
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The literature review focused on the theoretical foundation of the six selected variables or dimensions of 
wellness, namely, physical, social, emotional, intellectual, occupational and spiritual. Physical wellness was divided 
into three sub-dimensions, namely, physical fitness and nutrition, medical self-care and safety and lifestyle. Social 
wellness was divided into two sub-dimensions, namely, environmental wellness and social awareness, while 
emotional wellness was divided into emotional awareness and sexuality and emotional management. Ten sub-
dimensions of wellness were identified and the possible risk factors of each dimension were determined to indicate 
the impact of certain types of wellness behaviour risks, for example the risks involved with a sedentary lifestyle or 
obesity. To decrease the wellness behaviour risks of managers, specific individual and organisational interventions 
were recommended. 

The physical dimension encourages cardiovascular flexibility and strength, regular physical activity, 
knowledge about food and nutrition and medical self-care. It discourages the use of drugs and excessive alcohol 
consumption. The physical dimension consists of three sub-dimensions, namely, physical fitness and nutrition, 
medical self-care, and safety and lifestyle. Medical self-care is aimed at maintaining a healthy lifestyle and 
minimizing wellness behaviour risks. Individual medical self-care focussed on the updating of one=s immunization 
record, regular self-examination of testes for men and breasts for women, tobacco smoking cessation, considering 
the use of complementary and alternative medicines for chronic diseases, adequate water intake, maintaining oral 
hygiene, protecting one=s skin from sun damage, maintaining blood pressure at normal levels and maintaining 
one=s blood cholesterol levels within an acceptable range. Safety and lifestyle focused on alcohol and drug impaired 
driving. Alcohol is generally recognised as a leading contributor to road trauma. However, driving under the 
influence of drugs other than alcohol is becoming a significant problem worldwide. Recent research indicates that 
driving under the influence of drugs other than alcohol is common, although drugged drivers are less frequently 
detected or treated for substance abuse compared to drunken drivers (Walsh, Flegal, Cangianelli, Atkins, Soderstrom 
& Kerns, 2004:254). Cannabis is the most prevalent illegal drug detected in impaired drivers, fatally injured drivers 
and motor vehicle crash victims followed by benzodiazepines, cocaine, opiates, marijuana and amphetamines 
(Walsh et al., 2004:255; Walsh, Flegel, Atkins, Cangianelli, Cooper, Welsh & Kerns, 2005:895; Hausken, Skurtveit 
& Christophersen, 2005:423).  

The social wellness dimension encourages one to contribute to one’s human and physical environment and 
emphasizes the interdependence with other people and nature. Social wellness consists of two sub-dimensions, 
namely, environmental wellness and social awareness. For the purpose of the study, environmental wellness 
focussed on pollution, specifically solid waste, air and water pollution, and global warming. Social capital 
encapsulates social awareness, therefore, for the purpose of the study the focus was on the broader concept of social 
capital.  

Leafgren and Elsenrath (1986) define emotional wellness as an awareness and acceptance of one=s 
feelings; the degree to which one feels positive about oneself and life; the capacity to manage one=s feelings and 
related behaviours, including the ability realistically to assess one=s limitations and the ability to cope effectively 
with stress. To experience and positively manage one=s emotions enables healthy functioning. For the purpose of 
the study, the focus was on emotional management with specific reference to stress management, burnout, anxiety 
and depression and emotional awareness and sexuality.  

Intellectual wellness encourages continued learning, problem-solving and creativity. It involves improving 
writing and verbal skills; showing interest in scientific discoveries; keeping abreast of social and political issues and 
reading books, magazines and newspapers (Griffin, 2005). According to Myers, Sweeney and Witmer (2000:254), 
intellectual stimulation, including problem solving and creativity, is necessary for healthy brain functioning and 
hence quality of life across the life span. Paavola and Hakkarainen (2005:535) state that knowledge-intensive work 
requires that individuals continuously surpass themselves, develop new competencies, advance their knowledge and 
understanding as well as produce innovations and create new knowledge.  

Leafgren and Elsenrath (1986) defined occupational wellness as the preparation for work in which an 
individual will gain personal satisfaction and find enrichment in one=s life through work. For the purpose of the 
study, the focus was on two themes related to occupational wellness, namely, job satisfaction and work-life balance. 
Job satisfaction is an attitude people have towards their jobs, the results from their perception of their jobs and the 
degree to which there is a good fit between the individual and the organization (Ivancevich & Matteson, 2002:121). 
Job satisfaction has been found to have a significant, beneficial relationship with factors such as hardiness, 
commitment, challenge, change, less stress, less anxiety, fewer physical symptoms, finding meaning in life, 
longevity and greater productivity (Witmer & Sweeney, 1992:144). Work Life Balance (WLB), from an employee 
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perspective, is the maintenance of a balance between responsibilities at work and at home (De Cieri, Holmes, Abbott 
& Pettit, 2005:90).  

Spirituality and religion are overlapping but distinct concepts. Religion involves beliefs, doctrines and 
rituals that distinguish one group from another and recognizes the involvement in a faith community and 
responsibility for one another in that community, while spirituality is individual and personal beliefs that can be any 
kind of belief (Koenig, 2004).This view is also supported by King and Crowther (2004:85) who define religion as an 
organized system of beliefs, practices, rituals and symbols designed to facilitate closeness to the sacred or transcend 
(God, higher power or ultimate truth/reality) and to foster an understanding of one=s relation and responsibility to 
others living together in a community, while spirituality is the personal quest for understanding questions about life, 
about meaning and about relationships to the sacred or transcendent, which may (or may not) lead to the 
development of religious rituals and the formation of community. Values are an important dimension of spirituality. 
Values are defined as principles, standards or qualities considered worthwhile (Banhegyi, 2002:40). According to 
Kreitner and Kinicki (1998: 76-77), values possess five key components, namely, values are concepts or beliefs, 
pertain to desirable end state of behaviours, transcend specific situations, guide selection, or evaluation of behaviour 
and events and are ordered by relative importance. An organization=s values are crucial to its competitive success. 
When people=s personal values are congruent with their organizational values, their personal lives are qualitative 
and they feel more optimistic about their jobs (Digh, 1998:105). According to Karp and Abramms (1992:6), the 
functions of values are to define meaning for the individual or organization. Values should be freely chosen and 
define who you are and must be acted upon. Ultimately, values serve as internal standards that guide behaviour, 
keep evaluating reality, distinguish between right and wrong and provide guidance in resolving conflicts. They are 
in addition motivational forces that push individuals towards attaining their goals (Dekker, 2001:461). Lichtman 
(1998:121) has identified eight core values, namely, loyalty, honesty, fairness, caring, respect, tolerance, duty and 
moral courage. Managers should apply these principles as ground rules for behaviour when dealing with people, 
family, friends, co-workers and subordinates. Valuelessness is the ultimate disease of our time and leads to value 
illness such as apathy, hopelessness and cynicism. These conditions can become physical, psychological and social 
illnesses (Witmer & Sweeney, 1992:141).  

The literature review enabled the researcher to design a wellness behaviour and health risk model for 
managers. The theoretical foundations of the ten sub-dimensions, with specific reference to the wellness behaviour 
and health risks associated with each and possible interventions to decrease possible risks, were discussed.  
 

PROBLEM STATEMENT AND HYPOTHESES 
 
The research problem serves as the basis of a hypothesis. For the purpose of the study the problem 

statement was as follows: The wellness behaviour of managers at two South African higher education institutions 
increases their health risks and necessitates wellness interventions. When an explanation for a phenomenon is 
sought, a tentative proposition is suggested to serve as a point of departure for the specific research study. Such a 
tentative statement is called a hypothesis (Ruttkamp & Ally, 2000:41). A hypothesis that uniquely specifies the 
population parameter concerned is called a null hypothesis and is indicated by the symbol H0, while the alternative 
hypothesis, indicated by H1, specifies for the population parameter a set of values that is not specified by the null 
hypothesis and that is important to the specific problem (Steyn, Smit, Du Toit & Strasheim, 1994:406). For the 
purpose of the study, the following null and alternative hypotheses were postulated:  
H0: There is no correlation between the health risk scores and the wellness behaviour levels of managers. 
H1: There is a negative relationship between the wellness behaviour levels and the health risk scores of managers. 
H0: There is no significant difference between the mean wellness behaviour levels and mean health risk scores of 
managers at the academic university and technology university. 
H1: There is a difference between the mean wellness behaviour levels and mean health risk scores of managers at 
the academic university and technology university. 
H0: There is no significant difference between the mean wellness behaviour levels and mean health risk scores of 
heads of academic departments and directors of support services.  
H1: There is a difference between the mean wellness behaviour levels and mean health risk scores of heads of 
academic departments and directors of support services. 
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H0: There is no significant difference between the mean wellness behaviour levels and mean health risk scores of 
male and female managers. 
H1: There is a difference between the mean wellness behaviour levels and mean health risk scores of male and 
female managers. 
H0: There is no significant difference between the mean wellness behaviour levels and mean health risk scores of 
post-graduate and PhD graduate managers. 
H1: There is a difference between the mean wellness behaviour levels and mean health risk scores of post-graduate 
and PhD graduate managers. 
H0: There is no significant difference between the mean wellness behaviour levels and mean health risk scores of 
the three age groups used in this study. 
H1: There is a difference between the mean wellness behaviour levels and mean health risk scores of the three age 
groups used in this study. 
H0: It is not possible to use a wellness prediction model, as a holistic dependent variable, to measure wellness 
against all possible independent variables. 
H1: A wellness prediction model can be used, as a holistic dependent variable, to measure wellness against all 
possible independent variables. 
 

RESEARCH METHODOLOGY  
 
The study used a single-stage sample survey of wellness behaviour levels of managers, from heads of 

academic departments to top management, at two leading tertiary education institutions in South Africa. A holistic 
wellness behaviour assessment questionnaire consisting of close-ended questions was e-mailed to the total target 
population as the measuring instrument. The sample frame was the list of names of managers that were provided by 
the respective human resource departments of the two institutions. The total population of managers at the academic 
university were one hundred and sixty-four (164) and at the technology university one hundred and sixty (160). In 
view of the relatively small number of managers, a census was done on the whole population. The list of managers 
provided by the respective human resource departments included their e-mail addresses. The researcher created two 
separate e-mail address lists, one for each participating university. The self-administering questionnaires were sent 
by way of e-mail attachments to all the listed respondents. Three hundred and twenty-four (324) questionnaires were 
sent out to the listed managers at the two institutions. The returned number of questionnaires from the technology 
university was 57 (36%). Of these, four (2%) were not usable, as several items were not answered. The returned 
number of questionnaires from the academic university was 42 (26%). Of these 6 (4%) were not usable, as several 
items were not answered. This brought the average response rate to 28% (N = 89).  

The main aim of this study was to determine the relationship between the wellness behaviour levels of 
managers and the scale of risks involved in terms of their current and future wellness problems. The TestWell 
Wellness Inventory for Adults was used in a survey to measure the extent to which wellness behaviours reflect 
wellness risks and problems. The instrument, the TestWell Wellness Inventory for Adults, was designed by the 
National Wellness Institute in the United States of America and is based on the six dimensional wellness model of 
Hettler (National Wellness Institute, 2005). The TestWell Wellness Inventory reportedly measures the extent to 
which lifestyle behaviours reflect potential risks and hazards (National Wellness Institute, 1992). The TWI (A) is a 
100-item inventory divided into 10 subscales of 10 items each (National Wellness Institute, 2005).  

The pre-structured questionnaire included biographical information, a health risk assessment and also 
focused on the perceived wellness of managers covering the physical, emotional, intellectual, social, occupational 
and spiritual dimensions. The physical, social and emotional dimensions were divided into subcategories by the 
developers of the questionnaire. The subscales physical fitness and nutrition, medical self-care and safety and 
lifestyle belong to the physical dimension. The social dimension was subdivided into the subscales of environmental 
wellness and social awareness. The subscales emotional awareness and sexuality and emotional management were 
placed under the emotional dimension, while the intellectual, occupational and spiritual wellness were not 
subdivided. Therefore, the 10 subscales were physical fitness and nutrition, medical self-care, safety and lifestyle, 
environmental wellness, social awareness, emotional awareness and sexuality, emotional management, intellectual 
wellness, occupational wellness and spirituality and values (Stewart, Rowe & LaLance, 2000:160). Each item in the 
questionnaire is a statement to which the participant responded using the 5-point Likert scale ranging from 1-5 (1. 
Almost never - less than 10% of the time; 2. Occasionally - approximately 25% of the time, 3. Often - 
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approximately 50% of the time; 4. Very often - approximately 75% of the time and 5. Almost always - 90% of the 
time). The totals for each subscale can range between a minimum of 10 to a maximum of 50. The total scores for the 
questionnaire may thus range from 100 to 500. According to Wright (2006), TestWell was designed primarily as an 
educational and awareness tool. The cut-off points are: 0-59 (shows a need for improvement); 60-79 (good) and 80-
100 (excellent) (Wright, 2006). The National Wellness Institute (2005) states that the wellness group results provide 
an overview of the strengths and weaknesses while scores lower than 60% may need careful attention in the design 
and implementation of interventions through an organizational wellness programme. 

For the purpose of the study nine (9) health risk indicators were included in the questionnaire such as a 
Body Mass Index (BMI); smoking status; number of doctor or health professional visits; total sleeping hours per 
night; reported health status; elevated blood pressure; family history of medical conditions such as high blood 
pressure, diabetes, heart attack or angina, stroke and high blood cholesterol; self-reported (diagnosed with) medical 
conditions such as high blood pressure, diabetes, heart attack or angina, stroke and high blood cholesterol and 
alcoholic drinks consumed per day. These identified health risk factors were based on the Behavioral Risks 
Surveillance System and the National Health Interview Survey that were designed for the assessment of health risk 
behaviours (Thompson, Nelson, Caldwell & Harris, 1998:50-53). Of the nine health risk factors, only 6 were utilized 
to determine the health risk score of the respondents (BMI in view of unreliable self- reported values; high blood 
pressure in view of too many missing values and number of alcoholic drinks consumed per day in view of too many 
missing values, were excluded). To determine the high health risk category amongst the respondents the following 
health risk indicators were included, namely, all current and ex-smokers; those who paid more than five visits to a 
doctor or health professional per year; those sleeping for less than 7 hours a night; those who reported fair or poor 
physical health status; those with an indication of a family history of high blood pressure, diabetes, heart attack or 
angina, stroke, high blood cholesterol and those diagnosed with medical conditions such as high blood pressure, 
diabetes, heart attack or angina, stroke, high blood cholesterol. The statistician and researcher decided that for each 
condition indicated by the respondent, a score of one was to be allocated. A maximum score of 14 was attainable. 

 

RESEARCH FINDINGS 
The main aim of the research study was to develop a holistic wellness model for managers at higher 

education institutions. The secondary aims were to measure the wellness behaviour levels of managers by focussing 
on the various wellness sub-dimensions, to identify their health risk factors, to calculate the health risk scores and to 
propose wellness interventions based on the measurement of wellness behaviour levels and the health risk scores. To 
accomplish these research aims or objectives, the study was designed to explore the following research questions:  
1) What is the correlation between the health risk scores and the wellness behaviour levels of managers? 
2) Is there a difference between the mean wellness behaviour levels and mean health risk scores of managers 

at the academic university and the technology university? 
3) Is there a difference between the mean wellness behaviour levels and mean health risk scores of heads of 

academic departments and directors of support services? 
4) Is there a difference between the mean wellness behaviour levels and mean health risk scores of male and 

female managers? 
5) Is there a difference between the mean wellness behaviour levels and mean health risk scores of post-

graduate and PhD graduate managers? 
6) Is there a difference between the mean wellness behaviour levels and mean health risk scores of managers 

according to their age groups? 
7) Can a wellness prediction model be used, as a holistic dependant variable, to measure wellness against all 

possible independent variables?  

The first research question concerned the correlation between the health risk scores and the wellness 
behaviour levels of managers. The Pearson product moment correlation coefficient was used to determine the 
relationship between the wellness behaviour levels and the health risk scores of managers. The results suggested that 
there were no significant correlations between the mean physical fitness and nutrition, medical self-care, safety, 
environmental wellness, social awareness, intellectual wellness, spirituality and values sub-dimensions and the 
health risk scores of managers. However, there was a significant negative relationship between sexuality and 
emotional awareness and the health risk scores. The negative correlation indicated that with an increase in the 
sexuality and emotional awareness level, there would be a decrease in the health risk. There was a small negative 
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relationship between emotional management and the health risk score. The low negative correlation indicated that 
with an increase in the emotional management level, there would be a decrease in the health risk. There was also a 
negative relationship between occupational wellness and the health risk score. The low negative correlation 
indicated that with an increase in the occupational wellness levels, there would be a decrease in the health risk.  

The second research question concerned the difference between the mean wellness behaviour levels and 
mean health risk scores of managers at the academic university and the technology university. The mean scores on 
the wellness behaviour levels and health risk between managers at the academic university and technology 
university were very similar, with the exception of emotional management. The average score on emotional 
management for the technology university managers was 40.40 out of a possible 50 (80.8%), while the average 
score for managers at the academic university was 38.28 out of a possible 50 (76.56%). On average the emotional 
management score of the technology managers was 4.24% higher than their counterparts at the academic university. 
Since all the p-values are greater than 0.05, the null hypothesis of no difference between the mean scores could not 
be rejected. Thus, the observed means of the two universities did not differ significantly.  
 

Figure 1: Mean Scores of Wellness Behaviour Levels of Managers at the Academic University and 
Technology University 

 
The third research question concerned the difference between the mean wellness behaviour levels and mean 

health risk scores of heads of academic departments and directors of support services. The results indicated that 
there was no significant difference in the mean wellness behaviour levels and mean health risk scores of heads of 
academic departments and directors of support services. Thus, the null hypothesis postulating that there is no 
significant difference between the mean wellness behaviour levels and mean health risk scores of heads of academic 
departments and directors of support services could not be rejected. 

 
 
 
 
 
 
 
 

Figure 2: Mean Scores of Wellness Behaviour Levels of Heads of Academic Departments and Directors of 
Support Services 
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The fourth research question was aimed at establishing if there was a difference between the mean wellness 

behaviour levels and mean health risk scores of male and female managers. Only in one wellness behaviour sub-
dimension, namely, sexuality and emotional awareness, the p-value of 0.048, was less than 0.05. Thus, there were no 
significant differences between the mean scores of nine of the ten wellness behaviour levels and the mean health risk 
scores of female and male managers. The exception was sexuality and emotional awareness. Since there were no 
significant differences between the mean scores of nine of the ten wellness behaviour levels and the mean health risk 
scores, the null hypothesis postulating that there is no significant difference between the mean wellness behaviour 
levels and mean health risk scores of male and female managers could not be rejected. 
 

Figure 3: Mean Scores of Wellness Behaviour Levels of Female and Male Managers 

 
The fifth research question looked at the difference between the mean wellness behaviour levels and the 

mean health risk scores of post-graduate and PhD graduate managers. The results indicated that there were no 
differences between the mean physical fitness and nutrition, medical self-care, safety, environmental wellness, social 
awareness, sexuality and emotional awareness, occupational wellness, spirituality and values and the health risk 
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scores. However, the exceptions were the emotional management (p-value of 0.032) and intellectual wellness (p-
value of 0.004) sub-dimensions. Since the results had shown no significant difference between the mean of eight of 
the ten behaviour levels and the health risk scores, the null hypothesis stating that there is no significant difference 
between the mean wellness behaviour levels and mean health risk scores between post-graduate and PhD graduate 
managers could not be rejected.  

 
Figure 4: Mean Scores of Wellness Behaviour Levels of Post-Graduate and PhD Graduate Managers 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

The sixth research question investigated the difference between the mean wellness behaviour levels and mean 
health risk scores of managers according to their age groups. There were no differences in the mean physical fitness 
and nutrition, medical self-care, safety, social awareness, sexuality and emotional awareness, emotional 
management, intellectual wellness, occupational wellness, spirituality and values and the health risk scores. 
Although an ANOVA indicated that the mean environmental wellness scores of the three age groups were different, 
the Post-hoc tests did not indicate which age groups differed. Thus, the null hypothesis stating that there is no 
significant difference between the mean wellness behaviour levels and mean health risk scores was maintained.  
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Figure 5: Mean Scores of Wellness Behaviour Levels of the Three Age Groups 

 
The last research question was aimed at establishing whether a wellness prediction model could be used, as a 

holistic dependant variable, to measure wellness against the independent variables such as physical fitness and 
nutrition, medical self-care, safety, environmental wellness, social awareness, sexuality and emotional awareness, 
emotional management, intellectual wellness, occupational wellness, spirituality and values and the health risk 
scores. The data was of such a nature that a linear regression model could not be used, as the variables were not 
normally distributed. A logistical regression could only be done if a comparison was made between two groups of 
managers, namely, one group with high wellness behaviour levels and low health risk scores and one group with low 
wellness behaviour levels and high health risk scores. However, all the managers fell into one group characterised 
by high wellness behaviour levels and low health risk scores and as a result a comparison was not possible. The null 
hypothesis postulating that it is not possible to use a wellness prediction model as a holistic dependant variable to 
measure wellness against all possible variables, could not be rejected. 

The results of the data analysis indicated that there was no significant difference in the health risk scores of 
managers. As such, the wellness behaviour levels and health risk scores of managers at the two sample universities 
were combined to determine their overall wellness status. The combined health risk scores were an average of 2.71 
out of a possible 14 (19.36%), while the combined average wellness behaviour levels of managers at the two sample 
universities was 76.80%. 
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Figure 6: Combined Average Wellness Behaviour Levels of Managers at the Academic University and 
Technology University 

 
CONCLUSION AND RECOMMENDATIONS 

 
This study has contributed to the growing literature on wellness and healthy lifestyle behaviour because it 

provides empirical evidence to support theoretical wellness models. The holistic wellness behaviour assessment 
provides managers at the two sample universities with an indication of their wellness behaviour levels and the areas 
that need improvement. This study has shown that the instrument used was valid and reliable for assessing the 
wellness status of managers. In addition, the instrument has identified nine health risk factors of which six were used 
to measure the health risk scores of managers. 

However, the small sample (28% response rate) is indicative of the ignorance of managers about the importance 
of wellness and health. There is seemingly poor insight into and understanding of the relationship between wellness 
and work-life. The poor participation also shows the unwillingness of managers to reveal personal information to 
enable research to be undertaken that can lead to effective health management interventions. This reluctance to 
participate necessitates a comprehensive education effort to explain the benefits of leading a healthy lifestyle. For 
instance, the relationship between personal health and productivity. To retain competent and able staff, higher 
education institutions should focus on wellness and health promotion programmes. Because of the ageing tertiary 
population, people have to work longer, therefore, health becomes a crucial human resource issue in organisations.  

The wellness behaviour and health risk model, proposed in this study, may serve as a theoretical framework for 
future scientific wellness behaviour and health promotion surveys and data analysis to devise tailor made 
interventions. The model postulates that wellness, as a dependent variable, is determined by eleven independent 
variables (see figure 7). These eleven independent variables are physical fitness and nutrition, medical self-care, 
safety, environmental wellness, social awareness, sexuality and emotional awareness, emotional management, 
intellectual wellness, occupational wellness, spirituality and values and the health risk score. This study has 
identified the physical fitness and nutrition and medical self-care wellness behaviour levels as weaknesses amongst 
managers at the two sample universities that necessitate interventions. 

Based on the findings of this study, the following recommendations were made to the top management of the 
two sample universities. Both universities need to reflect on their current employee assistance and wellness 
programmes. Health and wellness promotion should be a part of a human resource strategy that aims at reducing the 
health risks of managers through planned changes in individual risk related behaviours and other organisationally 
related predisposing conditions. Top management should play a crucial role in creating a healthy organisational 
climate. The organisational climate can only be changed if the organisational culture is changed. From an 
organisational behaviour perspective wellness behaviour and health promotion interventions are a pro-active human 
resource strategy to address signs and symptoms of diseases and prevent disability amongst managers. In addition, 
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these strategies create an awareness of and education about, leading healthy lifestyles and as a result can reduce the 
health risks of managers. To educate managers and to create an increasing wellness behaviour awareness amongst 
managers is no guarantee for their adaptation of a healthy lifestyle. To change their wellness behaviour, 
interventions should be based on behavioural change models such as the Cognitive Learning Theory and 
Transtheoretical Model. Top management at the academic university should take cognisance that their managerial 
workforce is on average older (47.2% in age group 46-55 and 41.7% in age group 56-65) than their counterparts at 
the technology university. The ageing managerial component at the academic university may increase the health 
risks of managers in the long term. Thus, to reduce the health risks and to prevent diseases and disability amongst 
the ageing managerial component, top management at the academic university should make wellness promotion a 
strategic priority 
 
Figure 7: A Wellness Behaviour and Health Risk Model for Managers at South African Tertiary Institutions 
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ABSTRACT 
 
Specialists often question market efficiency. Some works suggest arbitrage opportunities in several financial 
operations. Such opportunities can be explained mainly by information asymmetry, since pricing in the stock market 
is directly linked to information; therefore, the investor that has access to such information the soonest has a 
competitive advantage. The objective of this paper is to verify the existence of arbitrage opportunities via ADRs, 
traded in the American market, and their respective stocks, which are traded in the domestic market. Through a case 
study conducted with four companies, not considering the transition costs, arbitrage opportunity windows were 
found. Among the companies studied, two had frequent arbitrage opportunities, for one of them the arbitrage 
opportunity can be shaped by the time series model. 
 

INTRODUCTION 
 
The lack of long-term financial sources in the Brazilian capital market has led to an increase in the number of 
Brazilian companies issuing ADRs (American Depositary Receipts) with an aim at obtaining international visibility, 
providing more liquidity to the negotiations of their bonds and taking international funds at rates lower than those of 
the domestic market. (Camargos, 2003) 
Such increase in the amount of ADRs issuance tends to make the markets involved more efficient, since 
international information exchange is increased. Efficient markets are beneficial to the economy and are of great 
interest to both large investors, due to the reduction in analysis costs, and small investors, since these are placed in a 
favorable competitive position in face of the possible investment choices, for the information available is already 
reflected in the prices. 
At the same time, since the ADRs are papers issued in the United States market but have linking liabilities in the 
stocks of companies traded in the domestic market, there are arbitrage possibilities between the operations and the 
stocks issued in the national capital market. For instance, such opportunities arise as a result of distinguished 
taxation for the foreign investor, reduced transaction costs, different working hours of the stock markets, exchange 
flotation, and different transparency standards on disclosing information and negotiation practices (Rodrigues, 
1999). 
This paper aims at looking into the arbitrage possibilities in ADR purchase and sale operations by comparing the 
prices of stocks of Brazilian enterprises in the domestic market and the prices of ADRs in the North-American 
market. In the present case, we disregard taxation, brokerage fees and other charges and we focus solely on the 
differences between the prices. 
This article is structured on the basis of this introduction; the second part of it addresses some important concepts on 
market efficiency and the ADRs and its subsequent section is a case study that verifies the arbitrage possibilities. 
Finally, the conclusions are addressed in the fourth section. 
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CONCEPTS 

Marketing Efficiency 
The Efficient Market Hypothesis (EMH) was proposed by Fama in 1965 in “O comportamento de Preços de 
mercado de Estoque” (Inventory Market Price Behavior). According to his 1970 paper, a market is said to be 
efficient when the prices fully reflect all the information available. 

In the first decade after it was created, the Efficient Market Hypothesis became a theoretical and empirical success, 
ending up providing the theoretical basis for many researches in the financial area over the seventies and eighties. At 
first, these were dedicated to predicting prices on the basis of historical data; now, in the eighties, such information 
compounds as dividends (Fama, 1988) and profit/price ratio became the basis for such outlook (Campbell and 
Shiller, 1988). 

The level at which the prices are affected, given the information available, characterizes the type of efficiency of 
these markets. The literature distinguishes three levels of efficiency (Fama, 1970): 

Poor efficiency: stock prices fully reflect the information contained in the historical price movements. Since price 
movements are completely independent from historical movement, then it is impossible to reach higher profits on 
the basis of past knowledge. 

Semi-strong efficiency: the market is efficient in a semi-strong sense if the prices respond instantaneously and 
correctly to recently published information. This implies that there is no advantage in analyzing information that is 
publicly available because as soon as the information becomes public, it is immediately incorporated to prices. This 
includes profits and dividend disclosure, Incorporation & Acquisitions, publication of rights and any other kind of 
information on the company’s stocks. 

Strong efficiency: in this case, the prices reflect not only the information disclosed, but also all of the relevant 
information, including private data. Not even one of the company’s employees would be able to obtain abnormal 
profits due to his position because the information is rapidly absorbed by the market. 

These three efficiency levels lie upon three basic assumptions: 

• The investigators are supposedly rational. They estimate the Net Present Values of their cash flows by 
using their respective discount rate. When the new information on the company becomes public, there is a 
rapid response that incorporates all of the information available almost immediately. 

• Even if there are some irrational investors, their businesses are casual and, therefore, prices are not 
affected. According to the market efficiency hypothesis, since the steps taken by these irrational investors 
are not correlated, they end up by offsetting themselves. 

• The third argument to the market efficiency hypothesis is based upon the notion of arbitrage (Friedman, 
1953) arguing that in the market there are rational arbitrators that eliminate the influence of irrational 
investors on prices. 

Since the irrational investors are buying stocks above their fair value and selling stocks below their fair value, they 
profit less than passive investors or arbitrators. In comparison to other investors in the market, these earn less and, as 
Friedman, 1953, points out, they cannot lose money infinitely because they would become illiquid or, eventually, 
disappear from the market. In the long run, if the arbitrage does not eliminate the influence of irrational investors in 
the market prices, the market forces will. 
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American Depositary Receipts 
In order to take advantage of the growing interest and allow for ease of access of investors to the capital of national 
companies and, this way, increase foreign capital attracting, the major Brazilian enterprises make use of such 
instruments as the ADRs. 

In Brazil, according to a definition by the Central Bank, American Depositary Receipts are certificates representing 
stocks or other securities, representing rights and stocks, issued abroad by an institution called “Depositary”, which 
have substance on securities issued by Brazilian companies deposited in specific custody in Brazil. 

In a general sense, ADRs are papers issued and traded in the capital market in the United States with substance on 
stocks of non-American companies. 

In Brazil, the ADR was created by Administrative Act 1927, of May 18th 1992, to stimulate the stock market. Some 
of the companies to issue ADRs were: Ambev, Aracruz, Bradesco, Brasil Telecom, Cemig, Companhia Brasileira de 
Distribuição (Pão de Açúcar), Copel, Embratel, Embraer, Gerdau, Itaú, Petrobras, Vale do Rio Doce, Companhia 
Siderúrgica Nacional, Telebras, Telesp Celular, Telemig e Unibanco. 

The issuance of ADRs brings advantages both to the company and to investors. For the latter, it allows for a 
participation in a foreign market, and for the former, it provides for a wider international presence with a consequent 
liquidity increase of its stocks, in addition to a new source of financing at a low cost. 

Only those investors with a foreign bank account (individual or corporate) can buy and sell ADRs. Opening the bank 
account is a legal procedure, as long as it is stated and in compliance with taxation rules. Remittance of money 
abroad is only possible through financial institutions that are accredited to exchange transactions and, if the overall 
amount exceeds US$10 thousand, the Central Bank must be informed. 

Investors can also convert their ADRs into company stocks and trade them in the company’s country of origin. It is 
called arbitrage operation that operation in which the investor sees distortions between the price of the same asset in 
two different trading environments and takes advantage of it. For example: if the price of the stocks of a company 
(after the application of the conversion factor into ADR and then into dollars) is US$ 20 at Bovespa and US$ 21 in 
the United Stated, there is an opportunity to buy here, make the conversion and sell there at the same time, thus 
keeping the difference. The conversions are made through the custodian bank. The buyer here informs the bank that 
they wish to make a conversion and immediately sell the paper there. In the US, the Bank of New York is the main 
ADRs custodian institution and, in Brazil, Banco Itaú, for instance, holds a large part of custodies. 

There are three levels of ADR, each with growing demands of transparency and adequacy to the American 
standards. When traded over-the-counter, the ADRs need not follow the rules of the Sarbanes-Oxley Act. This is a 
North-American Act that is also applicable to non-American companies that have stocks listed in the United States 
stock market (NYSE, AMEX and Nasdaq). It imposes standards of corporate governance such as the certification of 
financial statements by the CEO - chief executive officer – and by the CFO - chief financial officer – of companies. 

Adr Level I 
The ADR - Level I has the lowest level of demands and is traded in the American over-the-counter (OTC) market. 
The ADRs Level I provide their issuers a simple and efficient means of forming a group of investors with few legal 
requirements and mandatory reports. They are traded in the North-American OTC market and also in some stock 
exchanges outside the United States. Establishing an ADRs Level I program is considered to be the first step 
forward into the American stock market. 

ADRs Level I Characteristics: 

• Traded in the over-the-counter market (outside the organized market); 

• There cannot be public offer in the United States; 
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• Need not comply with American accounting standards; 

• It is no issuance of new stocks; 

• Stocks bought in the secondary market; 

• Its plain objective is to place stocks in the American market, preparing the ground for future primary 
stock issue; 

• It is the simplest method, for it needs not meet all of the demands by USA’s Securities Exchange 
Commission – SEC. 

Adr Level II 
The ADRs - Level II are traded in the stock exchanges of the USA (for example, the Nasdaq). It should be stressed 
out the in levels I and II there is no new issuance of new stocks. This level requires more statements and reports than 
in Level I. The company is bound to forward its accounting statements in US GAAP, United States Generally 
Accepted Accounting Principles: A set of accounting rules, conventions, standards and procedures used to produce 
financial information according to the models established by the FASB - Financial Accounting Standards Board, to 
the SEC, besides other reports. The company cannot raise funds by issuing ADRs of this level and adherence to this 
level does not provide an IPO. Generally, the companies that issue ADRs in this level are already taking part in the 
American stock market with ADRs Level I. 

ADRs Level II characteristics: 

• There cannot be public offer in the United States; 

• Financial statements must be according to US GAAP; 

• Must meet American accounting standards; 

• It is no issuance of new stocks; 

• More requirements from the SEC because ADR registry in Stock Exchange is mandatory; 

• They are traded in the Stock Exchange. 

Adr Level III 
The ADR Level III is traded in a national-wide stock exchange in the United States or in the Nasdaq, bound to a 
public offer in the United States of the stocks deposited. It is issued on the basis of new stocks issued by the 
company. The financial statements must be according to the US GAAP - United States Generally Accepted 
Accounting Principles. Therefore, the ADR – Level III has the same degree of demand as the ADR - Level II, but 
there is fund raising, since it has a substance on new stocks. 

ADRs Level III characteristics: 

• More complete and onerous; 

• Must meet the requirements of the SEC and the Stock Exchange; 

• Must comply with the American accounting standards; 

• Its objective is to raise funds for the company; 

• Full compliance with the SEC requirements; 
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• Like Level II, it must foresee a top quality institutional publicity. 

Standard 144-A 
Also standing out is the ADR ruled by Standard 144-A, which authorizes a company to trade its stocks with 
communities of qualified institutional investors in order to streamline the liquidity of the American private issuance 
market. Besides the partial submission to the SEC requirements, this standard represents advantages because it is the 
most economic, fast and easy-to-raise-funds form, in addition to the negotiation through Nasdaq’s Portal (private 
offerings, resales and trading through automated linkage). However, it is an inaccessible form to the stocks that have 
already been registered in American Stock Exchange. 

CASE STUDY 
The data used in this paper refer to the period between April/1/2003 and November/7/2005, corresponding to a total 
of 618 observations per day for each asset and its respective ADR. The assets used were from Petrobras (PETR4), 
Telemar (TNLP4), Vale do Rio Doce (VALE5) and Banco Itaú (ITAU4). 

The data used can be divided into three variables: 

• Daily closing price of the ADRs of Brazilian enterprises traded in the North-American market in dollars 
(effective price); 

• Daily closing price of Brazilian stocks, corresponding to the ADRs, traded in Real in the Brazilian 
market; 

• Daily exchange rate, Real (R$) per dollar (US$). 

The data related with the ADRs were obtained from the Economática, whereas the data on Brazilian stocks were 
obtained from the webpage of EasyInvest, a broker, and, finally, those data regarding the daily exchange rate were 
obtained from the webpage of IPEADATA. 

These companies were chosen due to the level of importance of these assets in the BOVESPA index. From all the 
companies in the sample the dates that did not represent negotiations in both markets were excluded because there 
was no business with either the stock or the ADR. This fact is due to the difference of the dates of Brazilian and 
American holidays. 

A new variable, called “ADR theoretical price”, was calculated on the basis of the closing prices of the company’s 
stocks, the dollar rate and the number of corresponding stocks to each ADR. That is to say: 

t

it
it C

*NPA
  PT =  

where: 

PTit = ADRi theoretical price of (US$) at instant t. 

PAit = Stocki Price (R$) at instant t. 

N = Number of corresponding stocks for each ADR. 

Ct = Daily exchange rate (R$/US$) at instant t. 

This calculation allows for a comparison between the “ADR effective price” (PE) and the ADR theoretical price” 
(PT), since the currencies and amounts were equaled. By this, a comparison test of unconditional means (Test T-
Student for two pair samples for the means) can be performed. By disregarding the transition cost, the unconditional 
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means of these two variables are expected to converge to the same point. This result is expected, since should the 
means be differing, there is room for continuous arbitrage. 

The software used in this study was SPSS – Statistical Package for the Social Sciences, version 10.0. In the first 
moment, the level of linear dependence (Pearson Correlation) between variables PE and PT for each of the 
companies in the sample was studied. As expected, the calculated correlation coefficients show high linear 
dependence between the series; all companies had correlation above 99%. (Table 1). 

Table 1: Correlations of Test T for two pair samples for the means 

 

Despite the high correlation, it cannot be said that there are no arbitrage possibilities between these markets. It can 
be concluded that if such opportunity does exist, it is not so common for a chance to appear. 

After this verification, an option was made on working with a single variable for each company, which is expressed 
through the ratio between PE and PT. That is: 

it

it
it PT

PE
R =  

where: 

PEit = ADRi Effective Price at instant t 

PTit = ADRi theoretical price at instant t 

With this variable, it is possible to verify the per cent difference between the theoretical price and the effective of the 
ADR of the i-th company. 

In case of an efficient market (disregarding the transaction costs), this variable should equal to one, which is not 
verified. Therefore, when this variable is greater than one, there is an opportunity window, which can be used by 
acquiring stocks at the local market and selling the ADRs at the American market. When this ratio is lower than one, 
arbitrage is given as of the purchase of the ADRs at the US market and the sales corresponding to this ADR at the 
Brazilian market. In order to statistically test whether the unconditional mean of this ratio is equal to one, the T-
Student test was applied for one sample (Table 2). This test points to frequent arbitrage possibilities for companies 
Telemar and Vale do Rio Doce, since the T test rejected (5% level) the hypothesis that the mean for such ratio is 
equal to one. As for companies Petrobras and Itaú, it cannot be said the same, once the hypothesis tested can be 
accepted (5% level). 

Table 2: T-Test for a sample (One-Sample) 

Company Observations Correlation Sig.
Petrobras 618 99,967% 0,000 
Telemar 618 99,733% 0,000 
Vale 618 99,973% 0,000 
Itaú 618 99,971% 0,000 
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-1,693 617 ,091 -4,888E-04 -1,06E-03 7,818E-05
-2,790 617 ,005 -8,421E-04 -1,43E-03 -2,49E-04
-3,702 617 ,000 -1,162E-03 -1,78E-03 -5,46E-04
-,295 617 ,768 -8,536E-05 -6,54E-04 4,829E-04

PETR4
TNLP4
VALE5
ITAU4

t df Sig. (2-tailed)
Mean

Difference Lower Upper

95% Confidence
Interval of the

Difference

Test Value = 1

 

As this test is used to test the unconditional mean of the data series, it only manages to indicate those assets with 
frequent arbitrage opportunities. However, the arbitrage possibilities may appear in some windows, which are not 
constant. In order to verify that, Table 3 shows the descriptive statistics for the series related with the ratio variable 
for all companies used. 

It can be observed (Table 3) that the series of this variable for Petrobras has a minimum of 0.96, pointing to a 4% 
distance between the theoretical and effective prices of the ADR; in spite of having an unconditional mean 
statistically equal to one, this instant can present arbitrage possibilities, that is, there may be arbitrage windows. The 
same can be said of company Itaú, but the difference between maximum prices reached 3%. 

Table 3: Descriptive Statistics 

618 ,96 1,03 ,9995 7,177E-03
618 ,93 1,03 ,9992 7,504E-03
618 ,93 1,02 ,9988 7,802E-03
618 ,98 1,03 ,9999 7,194E-03
618

PETR4
TNLP4
VALE5
ITAU4
Valid N (listwise)

N Minimum Maximum Mean Std. Deviation

 

In an attempt to forecast the opening of arbitrage windows, the autocorrelation (ACF) and the partial autocorrelation 
(PACF) of the series were studied in order to verify whether the conditional means for the series are constant. 
Moreover, the Ljung-Box Test was applied with an aim at verifying whether the autocorrelation is statistically 
significant. 

The variable studied regarding company Petrobras has significant ACF and PACF (Figure 1 and Figure 2, 
respectively) for the first lag. For companies Telemar and Itaú there is no statistically significant linear dependence 
for any lag (Figure 3, Figure 4, Figure 7 and Figure 8). The series for the variable related with company Vale do Rio 
Doce also has significant ACF and PACF (Figure 5 and Figure 6), which indicates a certain predictability by using 
the ARIMA models. The Ljung-Box test indicated (by using a 5% level of significance) that the series of Petrobras 
and Vale do Rio Doce have a significant linear dependence; by this, these data can be modeled by ARIMA models. 
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Figure 1: Autocorrelation PETR4 
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Figure 2: Autocorrelation TNLP4 
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Figure 3: Partial Autocorrelation PETR4 
 
 
 
Figure 4: Partial Autocorrelation TNLP4 
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Figure 5: Autocorrelation VALE5 
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Figure 6: Partial Autocorrelation VALE5 
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Figure 7: Autocorrelation ITAU4 
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Figure 8: Partial Autocorrelation ITAU4 
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The ARIMA model that is best adjusted for the Petrobras series is AR (1), the estimated coefficient of which is 
0.2858 and the constant is 0.9988. As for the Vale do Rio Doce series it is the ARMA (1,1) with self-regressive 
coefficient (AR) of 0.9510, movable mean coefficient (MA) of 0.7555 and constant of 0.9980. 

These models allow for predicting the result of the ratio between the effective price and the theoretical price of the 
ADRs, and by this, it helps make the decision as to when to perform the operation and when to render resources 
available in order to put it into effect. Once the opportunity windows are modeled, the investor will be able to 
foresee when the market will adjust itself by closing the arbitrage window. 

CLOSING CONSIDERATIONS 
The case study reflects the information asymmetry existing between the Brazilian and American markets. Such 
information asymmetry, in many cases, is corrected through arbitrage, that is, investors who are alert to the 
opportunity windows modify supply and demand by adjusting the price to the fair price. 

The T-Student test for the means detected that in two of the four companies tested the ratio between the theoretical 
price and the effective price is different from one. This result suggests that there are frequent arbitrage opportunities 
using the ADRs of these enterprises. Now, for the other two companies, a 3% and 4% difference was detected, 
indicating that, despite the arbitrage opportunities not being frequent, there may appear some opportunity windows. 
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By analyzing the linear time dependence of the series through the ACF and PACF graphs and the Ljung-Box test, 
the possibility of predicting the ratio between the effective and theoretical prices of the ADRs was verified in two of 
the companies, and, by this, ARIMA models were estimated to model the time behavior of that series; such results 
may be used to decide the time to perform the operation, thus minimizing such risks as the liquidity of the papers. 

This paper introduces an academic study which, due to some simplifications it cannot be applied directly, requires 
some changes. One limitation is not using the transaction rates, which may render the arbitrage operations 
unfeasible. Therefore, a more complex study comprising all transaction rates can be designed in the future aimed at 
both practical and academic effects. 
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ABSTRACT 
 

Top management plays an important role in forming a market-oriented culture and delivering high quality 
services to customers. To date, limited empirical work has been done to examine the effect of the management 
behavior and the management-subordinate collaboration in the marketing context. Furthermore, although the 
effect of market orientation on business performance has been widely reported in the literature, not much has been 
shown on how top management influences the formation of a market-oriented workforce. The present study 
investigates the impact of management behavior and management-subordinate collaboration on two marketing 
effectiveness measures, marketing orientation and service quality. Their effects on financial performance are 
scrutinized and important managerial implications as well as future research directions are provided. 

 
INTRODUCTION 

 
 Marketing concept has been the foundation of modern marketing theories and practices. The significance of 
customer and market orientation, i.e., the implementation of the marketing concept, has been closely examined in 
the marketing and management literature. Theoretical frameworks and consequences of market orientation have 
been developed and empirically tested (Kohli and Jaworski, 1990; Narver and Slater, 1990). Some recent empirical 
work has focused on how to assess the effect of market orientation on business performance via various mediating 
and situational variables (e.g., Chang and Chen, 1998; Slater and Narver, 1994). 
 
 An intriguing factor that helps shape the formation of a market oriented culture is the way top management 
exerts its influence on subordinates through various management behaviors. Such influence can have fundamental 
impact on the behavior of the subordinate and the subsequent management-subordinate relationship. The present 
study investigates how management-subordinate task relationship, as measured by management behavior and 
management-subordinate collaboration, may affect overall marketing effectiveness, measured by market orientation, 
service quality, and, ultimately, financial performance. Specifically, the following issues are examined: 
 

1. How does management-subordinate task relationship affect marketing effectiveness measures? 
2. What is the relationship between management behavior and management-subordinate collaboration? 
3. Is there a relationship between marketing effectiveness and financial performance? 
4. Is there a direct effect of management-subordinate relationship and financial performance? 

 
CONCEPTUAL BACKGROUND AND PROPOSITIONS  
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 We discuss two key constructs, management-subordinate task relationship and marketing effectiveness, and 
explain their effects on financial performance in this section. 
 
Task Relationship 
 
 We examine the management-subordinate task relationship on two interlocking factors, management 
behavior and collaboration and explain their effects in this section. 
 
Management Behavior 
 
 The management exerts its influence in the formation of a market-oriented work force and the overall 
organizational culture by demonstrating various management behaviors. Such management behavioral patterns help 
define how employees behave and perform based on their understanding of the acceptable and expected corporate 
behavior and perceptual norms. Day (1994) points out that management leadership is needed to reshape the 
organizational culture, propose a challenging vision of the future, and set a performance improvement target. 
 
 The study of management leadership research has been categorized into the trait approach, the behavioral 
approach, the situational approach, and the power-influence approach (Higgins 1994). Among various leadership 
theories, the path-goal theory has been studied in the previous marketing literature. It suggests that four distinctive 
management behavior patterns, i.e., participative, supportive, directive, and goal-oriented, could be observed among 
corporate managers (House, 1971). It is expected that a manager will demonstrate the four management behavior 
patterns to various degrees. 
 
 A manager often encourages participation by allowing the subordinate to influence job decisions to a large 
degree.  This type of management behavior is analogous to participative management, in which subordinates share a 
significant degree of decision making power with their superiors. A supportive manager creates a facilitative task 
environment of psychological support, mutual trust and respect, and helpfulness and friendliness (Gibson, 
Ivancevich and Donnelly 1988). The manager also need to play a directive role by providing specific directions to 
subordinate work activities, organizing and defining the task environment, assigning the necessary functions to be 
performed, specifying rules, regulations, and procedures to be followed in accomplishing tasks, clarifying 
expectations, scheduling work to be done, establishing communication networks, and evaluating work group 
performance (Gibson, Ivancevich and Donnelly 1988). Finally, a goal-oriented manager focuses the overall 
corporate effort on achieving corporate and individual goals, allocates required resources, and empowers employees 
to accomplish their goals. The present study examines management behavior based on the four management 
behavior patterns. 
 
Management-Subordinate Collaboration 
 
 Collaboration between the management and subordinates is important for an organization to provide 
excellent operational results. When top management and subordinates cooperate with each other, they share the 
same goals and feel a degree of mutual trust and reliance. The organization is likely to be more efficient in allocating 
resources and directing its focus in achieving goals. Collaboration could foster the open-minded and constructive 
discussion of various views. Corporations who engage in open-minded discussions of opposing views can 
effectively deliver quality services to their customers (Tjosvold et al., 1999). On the other hand, when top 
management and subordinates do not work in partnership, an organization may make improper decisions that 
alienate the relationship among members in the organization (Hackman, 1990) and service quality and customer 
satisfaction could be harmed eventually (Tjosvold et al., 1999). Based on a multi-national leadership survey, 
Boehnke et al. (2003) found that team building and collaboration in organization are among the most important 
factors in promoting exceptional business performance. Therefore, it is expected that a strong collaboration between 
top management and subordinates leads to desirable results. 
 

The degree of management-subordinate collaboration can be measured with two components: the strength 
of the common-goal relationship and the degree of mutual dependency. The common-goal relationship is the degree 
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of consistency in their respective goals. Within a well-managed organization, top management effectively 
communicates with its subordinates and establish consistency how the management and employees view their goals. 
As a leader accomplishes goals through subordinates, it is imperative to both the management and employees to 
communicate fully and share common goals, i.e., to have the common-goal relationship.  

 
Mutual dependency is the extent to which top management and subordinates rely on one another to 

accomplish their shared goals. Top management develops a system that supports and rewards employees who 
succeed in achieving goals, and in turn, help the management achieve its goals. The employees’ sense of 
empowerment is expected in a market-oriented organization with active employee participation in decision making. 
Top management realizes that it depends on subordinates to achieve their specific goals so that it can achieve its 
goals. Subordinates understand that they need support from the management so that they can have required 
resources to accomplish their goals. When they do achieve those shared goals, they will both be rewarded. In 
summary, the strength of the common-goal relationship and the degree of mutual dependency determine the strength 
of management-subordinate collaboration, which is important for an organization to function optimally and utilize 
its resources efficiently. 

 
Management Behavior and Management-Subordinate Collaboration 
 

Management leadership affects an organization in several areas. An immediate effect of management 
behavior is the collaboration between the management and employees. An effective leader will use a proper 
combination of the four management behavioral patterns to achieve close collaboration between the management 
and its employees. A culture of management-subordinate solidarity can be achieved when the management and 
subordinates share common goals and depend on one another to accomplish those goals (Goffee and Jones 1998).  

 
Marketing Effectiveness 
 
 The management-subordinate task relationship may determine the effectiveness of marketing-related 
measures. In this section, we discuss two marketing effectiveness factors, market orientation and service quality, 
which are likely to be affected by the management-subordinate task relationship. 
 
Market Orientation 
 
 Market orientation is considered an important element of organization culture. Slater and Narver (1995) 
consider management leadership an important component of climate, or the operationalization of culture, which is a 
critical element of a learning organization. Deshpandé, Farley, and Webster (1993) perceive management leadership 
as a key element that molds corporate culture, whereas Walker and Ruekert (1987) argue that a centralized 
organization is not likely to be innovative or quick to adapt to changing market conditions. Based on a survey of 194 
manufacturing companies with national and international operations, Lukas (1999) found that the choice of strategic 
types is associated with market orientation.” Senior management’s emphasis on market orientation is an antecedent 
of the firm’s market orientation element. The management's commitment and the corresponding reward system help 
to shape the market orientation of a firm. In the long run, a market-oriented firm is expected to produce higher 
profits through superior quality, which, in turn, leads to higher productivity and stronger customer loyalty (Zeithaml, 
Parasuraman, and Berry, 1990).  
 
 Kohli and Jaworski (1990) define market orientation as “the organization-wide generation of market 
intelligence, dissemination of its intelligence across departments, and organization-wide responsiveness to it.” They 
suggest that market orientation consist of three core themes: customer focus, coordinated marketing, and 
profitability. Narver and Slater (1990) conceptualize market orientation as a unidimensional construct with three 
behavioral components (customer orientation, competitor orientation, and interfunctional coordination) and two 
decision criteria (long-term horizon and profit emphasis), though the two decision criteria were rejected by their 
empirical data. A market-oriented organization matches its customers’ needs with its capability. Understanding what 
customers want and do not want can result in greater efficiency, reduce waste in management and manufacturing, 
and enhance competitive advantages. 
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Service Quality 
 

Another measure of organizational effectiveness is service quality. Leading U.S. companies are obsessed 
with service excellence (Zeithaml, Parasuraman, and Berry 1990). Excellent service is a key to being different, 
productive, efficient, and profitable. Brown, Churchill, and Peter (1993) stress the importance for managers to 
provide leadership in revising strategies and tactics to meet the ever-changing interests of its constituencies. Brown, 
Churchill, and Peter (1993) suggest that an ideal corporate culture is that managers throughout the hierarchy should 
provide leadership to initiate change in strategies and tactics to satisfy the legitimate interests of its constituencies. 
Top management plays a very important role in defining the acceptable behavior and norms for an organization in 
order to deliver quality services to the customer.  In a multi-company empirical study, Zeithaml, Berry, and 
Parasuraman (1996) found that service quality has a strong effect on loyalty to the company (+), propensity to 
switch (-), willingness to pay more (+), and external response to problem (-). 

 
Market Orientation and Service Quality 
 

The two marketing effectiveness factors are interrelated. A strong relationship between market orientation 
and service quality (Chang and Chen 1998) has been reported. Siguaw, Brown, and Widing (1994) show that market 
orientation significantly influences salespersons’ customer orientation and job attitude. Kohli and Jaworski (1990) 
indicate that a strong market orientation leads to greater job satisfaction. 

 
Financial Performance: Consequences of Marketing Effectiveness 
 

The effectiveness of a firm’s operation has a direct effect on financial performance. The effect of market 
orientation on business performance has been reported in various marketing studies (e.g., Narver and Slater, 1990). 
Rust, Zahorik, and Keiningham (1995) proposed a model of service quality improvement and profitability. Based on 
their model, service quality improvements lead to higher customer satisfaction and retention rate, generate greater 
revenue and market share, achieve cost reduction, attract new customers, and yield greater profitability. In short, we 
expect a direct relationship between marketing effectiveness and performance. 

 
The Research 
 

We examine the relationships based on a model shown in the Figure. It is expected that management-
subordinate task relationship has a direct effect on marketing effectiveness, which, in turn, has an effect on financial 
performance. In addition to the direct relationships among the three groups of constructs, we also examine the 
relationship among the within-group constructs of management-subordinate task relationship and marketing 
effectiveness. 
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RESEARCH METHODOLOGY 

 A packet of survey questionnaire along with a cover letter was delivered to respondents in a major U. S. 
metropolitan area. Each respondent received a questionnaire along with a cover letter. On average, respondents 
completed the survey in about 20 minutes. The participation was voluntary. Respondents were asked to fill out the 
questionnaire at their convenience and return it within one week. A total of 1,200 questionnaires were distributed, 
resulting in 330 completed, valid responses (27.5% response rate). The sample comprises middle-level and lower-
level managers from a variety of industry sectors. 
 
Measurement 
 
 Churchill (1991) and Nunnally (1978) advocate the use of existing multi-item scales, which have been 
previously assessed with adequate reported reliability and validity. Management behavior was measured with self-
reported perceptual measures on a Likert scale conceptualized by House and Dessler (1974) with items assessing the 
four management behaviors. Collaboration was measured with a 6-item scale, three for mutual dependency and three 
for common-goal relationship. 
 
 We examine market orientation with the two commonly accepted components, customer orientation and 
interfunctional coordination with a modified eleven-item self-reported perceptual scale based on those items 
originally developed by Narver and Slater (1990).  We did not include the two decision criteria, which are not 
supported by Narver and Slater’s data, or competitive orientation, which is not specified in Kohli and Jaworski’s 
model and has been shown to have a negative effect on business performance by Armstrong and Collopy (1996). 
Service quality was measured by a modified SERVQUAL scale that has been used to assess a general class of 
services along five dimensions: tangibility, assurance, responsiveness, reliability, and empathy (Zeithaml, 
Parasuraman, and Berry, 1990). 
 

Financial performance was measured by four items: meeting revenue goal, subjective overall performance, 
profitability, and return on assets. All performance measures are single-item self-report items.  
 

RESULTS 
 
Several exploratory factor analyses were conducted to confirm the dimensions of major constructs. The 

results showed that management behavior has four distinctive factors as expected. The items also loaded on the 
expected factors. The four-factor solution of management behavior explains 65.0% of the variation, while a one-
factor solution only explains 27.2% of variation. The results confirm that management behavior is a multi-
dimensional construct. Collaboration is also shown to have a clear two-factor structure, explaining 61% of total 
variation. The results of factor analysis on market orientation showed that all eleven items loaded on a single factor, 
explaining 40.2% of total variation, while a two factor solution only explained 44%. Therefore, only one aggregate 
measure of market orientation was included in the subsequent regression models. Service quality is also a multi-item 
measure of business performance. A factor analysis revealed that the factor structure is congruent with those found 
in previous studies. The reliabilities of study measures are supported by their respective Cronbach alphas. 

 
  We examine the effect of management-subordinate task relationship on marketing effectiveness in Tables 
1, and 2. Both task relationship factors, management behavior and collaboration, have significant effects on market 
orientation and service quality (all regression models have significant F values). Closer examinations reveal some 
intriguing findings. All task relationship factors have significant effects on market orientation, except the directive 
management behavior. The supportive management behavior has not only the strongest effect on market orientation 
(Table 1, Models 1.1), but also the strongest effect on service quality (Table 2, Models 2.1). Both collaboration 
factors have significant effects on market orientation and service quality, while common-goal relationship has a 
stronger effect on both.  
 

Table 1: The Effect of Task Relationship on Market Orientation 
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MS Task Relationship Market Orientation 

Model 1.1: Management Behavior on Market Orientation 
Management Behavior:  

Goal-Oriented .218** 
Directive .080 
Participative .113* 
Supportive .437** 

Adjusted R-Square .41 
Regression F-Value 56.8 

n 330 

Model 1.2: Collaboration on Market Orientation  
ME Collaboration:  

Mutual Dependency .21** 
Common-Goal Relationship .30** 

Adjusted R-Square .19 
Regression F-Value 39.0 

n 330 

** p<0.01  * p<0.05 
 

Table 2: The Effect of Task Relationship on Service Quality 
 Service Quality 
MS Task Relationship Overall Tangibility Reliability Respnsvnss Assurance  Empathy 

MGMT Behavior: Models 2.1: Management Behavior on Quality 
Goal-Oriented .208** .112* .054 .131* .162** .204** 
Directive  .163** .188** .139* .068 .119* .025 
Participative  .043 .041 -.071 .126* .077 -.056 
Supportive  .497** .312** .225** .249** .384** .431** 

  Adjusted R-Square .50 .25 .10 .17 .32 .26 
  Regression F-Value 82.4 28.3 9.2 17.6 38.7 29.2 

n 330 330 330 330 330 330 

Collaboration: Models 2.2: Collaboration on Quality 
Mutual Dependency .142** .057 -.020 .156** .125* .125* 
Common-Goal  .419** .175** .170** .270** .364** .350** 

  Adjusted R-Square .25 .04 .02 .13 .19 .17 
  Regression F-Value   54.5 7.3 4.4 25.5 38.2 35.4 

n 330 330 330 330 330 330 

 Models  2.3: Market Orientation on Quality 
Market Orientation .759** .481 .418** .481** .567** .511** 
  Adjusted R-Square .58 .23 .18 .23 .32 .26 
  Regression F-Value 448.2 99.6 69.9 99.1 115.7 116.2 

n 330 330 330 330 330 330 

** p<0.01  * p<0.05 
 
 The effect of marketing effectiveness on financial performance is also supported by significant F values in 
Table 3. Both market orientation and service quality are found to have significant effects on the four performance 
measures. Among the five service quality components, tangibility and empathy show more consistent effects, while 
reliability and responsiveness show little effect (Models 3.2).  
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Table 3: The Effect of Marketing Effectiveness on Financial Performance 
 Financial Performance 
Marketing Effectiveness Meeting Revenue Goal Subject Performance Profitability Return on Asset 

 Models 3.1: Market Orientation on Financial Performance  
Market Orientation: .253**    .569** .285**   .283* 
  Adjusted R-Square .06 .32 .08 .08 
  Regression F-Value 22.1 157.9 29.0 28.4 

n 330 330 330 330 

Service Quality: Models 3.2: Service Quality on Financial Performance  
Overall Service Quality .252**(a) .573**(a) .358**(a) .290**(a) 
Tangibility .214** .277** .139* .097 
Reliability .108* .092 .019 .038 
Responsiveness -.017 .109* .039 .098 
Assurance .060 .223** .171** .045 
Empathy .044 .177** .175** .174** 

  Adjusted R-Square .09 .35 .14 .08 
  Regression F-Value 6.1 34.3 10.7 6.7 

n 330 330 330 330 

** p<0.01  * p<0.05; (a)Based on a simple regression analysis, not part of the multiple regression model below. 

 
DISCUSSION 

 
 The relationships among management-subordinate task relationship, organizational effectiveness, and 
business performance are supported. Although most of the regression beta coefficients are based on multiple 
regression models, we investigate the reliability of those coefficients by examining correlation matrices and stepwise 
regression models and found that, with a few exceptions, the results were consistent. 
 

In addition, we examine the direct effects of management behavior and collaboration on financial 
performance. Only the goal-oriented management behavior and common-goal relationship has a consistent, 
significant effect on all of the four performance measures. This illustrates the importance of goal setting and 
communication. Finally, we look into the relationship between management behavior and collaboration and found 
that management behavior has significant impact on collaboration, except the effect of directive behavior on mutual 
dependency (Table 4).  

 
Table 4: The Effect of Management Behavior on Management-Employee Collaboration 

 ME Collaboration 
Management Behavior: Mutual Dependency Common-Goal Relationship 

Goal-Oriented .117* .167** 
Directive -.005 .126* 
Participative .252** .134* 
Supportive .302** .247** 

Adjusted R-Square .26 .23 
Regression F-Value 29.4 24.7 

n 330 330 

** p<0.01  * p<0.05 
Future Research 
 
 Future research may further examine the direct and indirect linkages among management behavior, 
collaboration, market orientation, and various business performance factors in various companies, industries, and 
cultures. The relationships among these constructs may paint a clearer picture of how these constructs affect each 
other. Future research effort may also be directed toward how various corporate factors, such as the choice of 
marketing strategy, influence a firm’s orientation toward the market and its customers in order to gain more 
thorough understanding of the overall corporate culture-performance model. 
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ABSTRACT 
 
 

As consumers move away from the traditional approach of buying airline tickets in the past years, airlines 
are benefiting from cost reduction due to the rapid increase online air ticket and paperless e-ticket sales and 
restrictive use of traditional travel agencies. However, when purchase airline tickets across the national borders, 
traditional travel agencies still play a role, even many US and European based airlines have eliminated to large 
extent their ticket sales commissions to the travel agencies. This study suggests that in order for airlines to stay 
competitive in the industry, in addition to offering better airfare and other services, many international airlines in 
developing countries must follow their US and European counterparts to aggressively deploy online ticketing 
strategy. 
 
 

INTRODUCTION 
 
 

Although setbacks of September 11 in the airline industry discouraged consumers to travel, the total 
number of travelers continues to grow at a slow but a steady rate. Travelers have now started to use alternative 
modes of transportation to reach their destinations. In the hope of attracting more travelers, many major airlines are 
offering generous discounts, better service and more flight options, as the same time, cut cost fiercely and the 
security at the airports have been tightened in the recent years. 
 

The traditional relationships between travel agencies and consumers are being redefined by the 
technological transformation in the digital economy. User acceptance is the key to a quick and successful 
implementation of an online industry’s strategy, especially in the ticketing area in air travel. 
 

Many recent studies have shown that when airlines around the world offer online reservations they also 
offer a wide range of services to go with it. In today’s volatile air travel market, airlines have to do everything 
possible to stay competitive.  They have been focusing on providing efficient reservation, ticketing, and airport 
check-ins, while many services have been cut, i.e. ticket office in most of the US cities, outsource reservation 
overseas, and charging fees for tickets purchased using airline reservation operators, in-flight liquor and alcoholic 
beverage, and meals and snacks in many domestic flights [1]. 
 

To understand what will be happening in the airline industry in the years to come, this study investigates 
from the passengers’ view points about what online services the airline companies and travel industry need to 
provide to their customers, with an exploration of some aspects of the airlines in less developed countries, i.e. China. 
 
 



120 ©Copyright 2007 by the Global Business and Technology Association 
 

REVIEW OF LITERATURE 
 
 

Despite the impact of 911 tragedies which resulted in a decrease in air travel between 2001-2004, the air 
passenger traffic started picking up in the past two years, mostly importantly, the airline industry has seen the 
growth in load factor which is a measure of the efficiency in the industry. Table 1 presents some of the statistics in 
the airline industry. 
 

Table 1: Scheduled System (Domestic and International) Airline Travel on U.S. Carriers 
 2005 2006 Change % 
Passengers (in millions) 738.6 744.4 0.8 
Flights (in thousands) 10,858 10,548.7 −2.8 
Revenue Passenger Miles(in billions) 779.0 797.4 2.4 
Available Seat-Miles(in billions) 1,003.3 1,006.4 0.3 
Load Factor* 77.6 79.2 1.6 
Flight Stage Length** 680.2 697.9 2.6 
Passenger Trip Length*** 1,054.7 1,071.1 1.6 

Source: Bureau of Transportation Statistics, T-100 Market and Segment. 
http://www.bts.gov/press_releases/2007/bts012_07/html/bts012_07.html#table_01. * Change in load factor 
points. ** The average non-stop distance flown per departure in miles. *** The average distance flown per 
passenger in miles. Note: Percentage changes based on numbers prior to rounding. 
 

Figure 1 presents the graphical changes in the airline industry from 2004 to 2006.  In 2005, the total 
passenger traffic grew by about 5% over 2004, while 2006 grew by about 1%. 
 

Figure 1: Airline Traffic (Domestic and International) on U.S. Carriers, in million 

680

690

700

710

720

730

740

750

2004 2005 2006

 
Source: Bureau of Transportation Statistics, T-100 Market. 
http://www.bts.gov/press_releases/2007/bts012_07/html/bts012_07.html#table_01. Note: Percentage changes based on 
numbers prior to rounding. 
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In 2004, the total number of U.S. resident travelers to overseas destinations reached more than 27 million, of 
which more than 22.3 millions travelers’ trips are for pleasure.  Table 2 provides these leisure travelers’ decision 
making and information sources. 
 

Table 2: Travelers’ decision making and information sources. 
Advance Trip Decision, days 95.2 
Advance Airline Reservation, days 62.4 
Means of Booking Air Trip, %  
Travel Agent 43% 
Personal Computer 23% 
Airline Directly 21% 
Company Travel Department 4% 
Tour Operator 4% 
Information Sources:  
Travel Agency 39% 
Personal Computer 36% 
Airline 25% 
Friends, Relatives 18% 
Company Travel Dept. 4% 
Travel Guides/Timetables 6% 
Tour Company 6% 
Newspapers/Magazines 2% 
State/City Travel Office 2% 

SOURCE: U.S. Department of Commerce, ITA, Office of Travel & Tourism Industries, "In-Flight Survey," 
May 2005. http://tinet.ita.doc.gov; http://www.tinet.ita.doc.gov/view/f-2004-101-001/index.html 

 
The Travel Industry Association places total U.S. travel expenditures at $679.4 billion for 2006. Total 

revenues for the global travel industry are difficult to pin down. However, a reasonable estimate would be $2 trillion 
for 2006. IATA, the international association that represents 260 of the world’s major airlines, projects global 
commercial aviation revenues for 2006 to be $450 billion, $359 billion of which is for passenger services. The 
World Trade Organization places global “exports” of travel services at $625 billion for 2004. Based on that figure, 
2006 exports of travel services would be approximately $681 billion. Finally, the World Tourism Organization 
places total global revenues from international tourists at $682 billion for 2005, and global international tourist 
arrivals at 808 million. The World Tourism Organization estimates that 16% of international arrivals are traveling 
for business purposes [2]. 
 

In today’s digital economy, online e-tickets in the airline industry have emerged as a leading choice when 
shopping for flights. The migration to e-ticketing, which could save millions of dollars for airline industry, has been 
underway for more than 10 years. The benefit of e-ticketing is that you can walk into any travel agent (either online 
or offline) in the world and buy a ticket on any airline to anywhere in the world [3, 4, 5]. 
 

Many airlines in the developed countries have already achieved high percentage of e-ticketing online, while 
the adoption of e-ticketing is not paralleled in many less developed countries. In the U.S. 96% tickets sold by the 
airlines are e-tickets purchased online, while in India, only a small fraction of the total e-tickets sold online. China is 
ahead of India, but e-tickets sold online are far behind that in the U.S. and other developed countries [6]. 
 

Since the introduction of e-ticketing, the air travel industry has grown at a steady pace. It has seen rapid 
expansion since it was first recognized as a major opportunity by the airlines and online travel agents back in the 
early 1990’s. The e-ticket market has grown and is inundated with vendors selling e-tickets with the most wide-
ranging prices and options. The success of e-ticketing is partly founded on the standards that the airline community, 
facilitated by, the Air Transport Association of America (ATA) and the International Air Transport Association 
(IATA), has agreed upon. The resolutions contain specifications on file structures and messages for airline 
applications of e-ticketing. ATA and IATA are largely responsible for formulating any special services that are 

http://tinet.ita.doc.gov/
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offered through purchasing electronic air tickets. They ensure consumer satisfaction and set the rules and regulations 
those consumers and the airlines must follow. ATA and IATA serve as the mediator between the airline industry and 
its consumers. For example, several airlines have entered into interline agreements that ease the task of changing e-
tickets when travelers have to rearrange their schedules mid-trip due to a change in plans or traffic and weather 
delays. This alone could serve as a major advantage to the airline industry. 
 

With the current market conditions e-tickets are more convenient than paper ones. The prices of e-tickets 
are undeniably cheaper than contacting the airline directly or booking through an agency, therefore, making e-
ticketing the favorable choice for airline industry around the world. In addition, the corporate environment filled 
with computers which make purchasing e-tickets appealing. Airlines and online travel agencies have stated that e-
tickets have become one of the biggest time savers for people who do not have time to waste on telephone calls or 
showing up in travel agencies. It has helped the industry pull through in times of great revenue loss such as the 
terrorist attacks of September 11, and has made it possible to offer fares that would otherwise be impossible. E-
tickets are expanding rapidly and have become the dominant approach to ticket purchasing. 
 

Nearly all US based airlines encourage their customers to buy e-tickets on their own websites for domestic 
flights, as their primary selling method.  Many US based airlines only issue traditional paper tickets if required by 
government rules (mostly foreign governments) or the passengers request paper tickets that fees may apply. Airlines 
around the world can cut expenses and see a greater increase in revenue. Through the use of e-tickets, airlines have 
decreased reservation personnel and cut costs in printing and distributing paper documents. It costs $1 or less to 
handle an e-ticket system wide, compared to $7 for a paper ticket handled by a travel agency, or $8 for a paper ticket 
by airlines reservation operators, not to speak of the commissions paid to the travel agencies in the old days, which 
could be as much as 10% of the fare [7]. 
 

Buying paperless tickets online is cost effective, time efficient, and most of all convenient. 77 per cent of 
tickets have moved away from paper, according to the International Air Transport Association (IATA). IATA is 
confident that airlines will meet its deadline for all tickets to be electronic by the end of 2007. However, IATA says 
100 per cent global penetration will only be achieved if there is a universal capability for e-ticketing [8, 9, 10, 11]. 
 

In addition to low fare and the services airlines provide, consumers also concern with many other issues 
when making their purchase decisions. Before online e-tickets become the only approach to ticket purchasing in the 
U.S, the airlines as well as e-ticket vendors must address problems and concerns facing the industry. Many 
consumers are wary of giving credit card information on the Internet due to the prevalence of hackers. It seems that 
if the airlines and e-ticket vendors come up with an alternative payment methods there would be an increase in 
customer security and sales would be expected to rise. In addition, there are many consumers who feel purchasing 
on-line is confusing and frustrating. If the airlines and vendors improve their sites making them more 
straightforward for inexperienced Internet users sales will increase. As time goes by, these Internet wary people will 
become more acquainted with the purchasing method and the newer generations will become primary users. This in 
turn will cause the use of e-tickets to takeover the industry. 
 

Competition between airlines and e-ticket vendors has increased tremendously. There are numerous sites 
for which a passenger can purchase e-tickets. Each site has its own terms and polices not to mention low fares. A 
consumer may go to directly an airline website or search for sites which provide various airlines and wide range of 
scheduling choices such as expedia.com, travelocity.com, and others. In many cases consumers choose to go to e-
ticket vendors rather than the airlines directly for the purposes of receiving more options. When you go directly to 
an airline website you are forced to use that specific airline. Whereas, going to a vendor you have unlimited airlines, 
and time frames to choose from. This may seem like a good choice but going through an airline directly will ensure 
better customer service. Having these options makes purchasing airline tickets a pleasure. Either way a consumer 
will find a flight at a lower rate. 
 

Air ticketing in developing country is somewhat different from those in the developed countries. China 
World Trade Corporation has indicated recently that 75% of its domestic air-ticket sales have been achieved through 
electronic air-ticketing. Figures showed that the e-ticket sales revenue nationwide in 2005 was US$530 million, 
which is five times the US$120 million as recorded in 2003. It is also estimated that the e-ticket sales revenue will 
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be reaching over US$630 million in 2006. Given the lack of a comprehensive electronic payment in China, however, 
most consumers are actually paying cash off-the-line. As of February 23 2006, an average of 40% of air-ticket sales 
in Chinese IATA BSP travel agencies has been achieved through e-ticketing. Big Chinese cities like Beijing, 
Chengdu, Haikou have recorded an even higher proportion of 55% or above [12]. 
 

Primarily e-tickets are used for domestic flights but can be used oversees as well. However, in many 
countries paper tickets are still the proof of flight, e-tickets may cause complications, and the authorities deny e-
tickets in some countries, even in the countries where internet users have grown rapidly in the recently years. 
 

Currently the United States held the largest number of internet users with 153 million, but growth was just 
two percent in 2006. China was a close runner up with 137 million internet users, the registered number of online 
shoppers was 43.1 million in 2006 and the number is expected to surge to 55 million 2007. While the strongest 
growth of internet users was seen in India, where the number of internet users increased 33 percent to 21.1 million. 
That placed India with the eighth largest Internet population, just behind France [13, 14, 15]. 
 

The online e-ticket problem has been partially resolved in China in our recent interviews with a few 
passengers and investigations on the airlines’ websites. Air China (CA), China Southern Airlines (CZ), and China 
Eastern (MU) airlines, the three largest airlines in China have launched a web-based e-ticketing system. Their 
systems offer online ticket reservation and ticketing to corporate, leisure travelers and travel agencies for domestic 
flights, or overseas flight originated from a Chinese city, while for international flights originated in a foreign city, 
particularly those travelers outside China, i.e. in U.S and in U.K., it is not impossible to purchase e-tickets online, 
nor they can purchase tickets from Air China, since it does not have ticket operators to handle the calls, and the 
answering massage informs customers to contact travel agencies. As a result, travelers have to make phone calls to 
the local travel agencies to shop for their tickets. These Chinese Airlines still pay hefty commissions for tickets 
handled by travel agencies. 
 

To find out what is going on with online air ticketing systems with those Chinese airlines, this empirical 
study focused on the air ticketing purchase decisions in a narrowly defined market in New York area where the 
concentration was the passengers who fly from New York to Beijing on Air China.  The study also compared the 
issues of travelers’ air ticket purchasing and airline selection decisions. 
 
 

METHODOLOGY 
 
 

The air ticket purchase and airline selection decision variables stemmed from the literature review. A 
survey questionnaire was designed to investigate these decision variables that were highly important for the airline 
industry to know. Based on the literature review, the following variables were selected. 
 
 
Variable Selection 
 
 
 The first set of variables concerned with the air ticketing purchase decisions presented below. 
 

1. Decision making on purchasing overseas flight air tickets online--attractive fare 
2. Decision making on purchasing overseas flight air tickets online fare and flight information 

available 
3. Decision making on purchasing overseas flight air tickets online, easiness of payment 
4. Decision making on purchasing overseas flight air tickets online, can reduce the amount of time 

spent on shopping air tickets 
5. Decision making on purchasing overseas flight air tickets online, security and safety 
6. Decision making on purchasing overseas flight air tickets online, electronic delivery 
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The second set of variables dealt with the decision variables for selecting airlines.  These variables are listed 

below. 
 

1. Decision making on selecting airlines, fewer stopovers 
2. Decision making on selecting airlines, cheaper fare 
3. Decision making on selecting airlines, on time 
4. Decision making on selecting airlines, duration of flight 
5. Decision making on selecting airlines, on time, 5=strongly agree,1=least agree 
6. Decision making on selecting airlines, in flight service, i.e. meal, entertainments, wine, etc. 

 
The respondents were asked to evaluate in term of relative importance of these variables for their air line 

ticket purchase decisions. Five point Likert scale was applied, with 5=strongly agree, 4=agree, 3=neutral, either 
agree or disagree, 2=disagree, 1=strongly disagree. 
 
 
Sampling 
 
 
 The targeted sample respondents were the passengers on route from New York JFK Airport to Beijing 
Airport in March 2007. The survey questionnaires were distributed to them to obtain the respondents’ opinions.  One 
hundred fifty questionnaires were distributed.  Ninety eight questionnaires completed and returned. 
 
 

FINDINGS 
 
 

The returned questionnaires represented sixty-seven percent of response rate, and are used for analyses.  
Table 3 presents the background information of the respondents. 
 

Table 3: Background information of the respondents 
Variables  % 
Age <25 8 
 26-35 58 
 36-45 34 
gender male 48 
 female 52 
Approximate family income last year <35k 3 
 35-50k 35 
 50-70k 43 
 75-100k 19 
Education high school 6 
 college 15 
 graduate 79 
Your present marital status married 61 
 unmarried 39 
How many children do you have? 0.00 17 
 1.00 13 
 2.00 58 
 3.00 12 
Do you have access to the internet? yes 100 
How many hours do you spend on the internet per week? <5 8 
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 5=10 60 
 10-15 18 
 >15 14 
how many times do you fly oversea last year? 0.00 18 
 1.00 82 
How often do you fly total last year? 1.00 1 
 2.00 76 
 3.00 19 
 4.00 or more 4 
Form of  tickets Paper tickets 83 
 e-tickets 17 
Where do you purchase your airline tickets, domestic flight? travel agency 12 
 airline operator 12 
 online 74 
 combination 2 
Where do you purchase your airline tickets, overseas flight? travel agency 70 
 airline operator 17 
 online 4 
 combination 9 

 
Eight-three percent of the respondents use paper tickets. It is a little surprise to learn that 70% of 

respondents purchased their overseas airline tickets via travel agencies, while 74% of respondents purchased their 
domestic airline tickets online. 
 

Table 4 presents other decision making considerations for air ticket purchase decision.  It turns out that 
passengers focus on the air fare as the highest ranking among the variables. 
 

Table 4: The mean ranking of the airline tickets decision making online 
Attractive fare 4.17 
Fare and flight information available 3.97 
easiness of payment 3.74 
Can reduce the amount of time spent on shopping air tickets 3.68 
Security and safety of online purchase 3.59 
Electronic delivery of tickets 3.52 

 
Table 5 presents other related air ticket purchase decision of airline selection. The highest mean ranking 

goes to trip stopovers. 
 

Table 5 presents other decision making criteria on the airline selection 
Fewer stopovers 4.17 
On time 3.91 
Duration of flight 3.87 
Age of aircrafts 3.18 
In flight service, i.e. meal, entertainments, meals, etc  3.10 

 
 

DISCUSSIONS 
 
 

As one of the largest airlines in the world, Air China does not offer online air ticket purchase, and offers 
limited e-tickets.  This is a far cry after more than 10 years explosion of the online travel industry.  Today, US based 
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airlines principally have discontinued the commissions paid to the travel agencies. They encourage travelers to book 
tickets directly from them. Prior 1980s, such commission were generally 10% of the face value of the tickets. The 
commission to the travel agencies started diminishing in late 1990s and early 2000s. Today, travel agencies, even 
the largest online travel agencies, such as Expedia and Travelocity charge a handling fee for every e-ticket they 
issue.  However, Air China is one of the large airlines continues to rely on many hundreds of travel agencies and 
continues to pay them fat commissions. Such operation can translate into enormous burden on Air China, even its 
labor costs are lower than many of its competitors. With the amount of the lost revenue, Air China could have 
updated its online reservation and ticket system that can handle these tickets electronically. 
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ABSTRACT 
 
This paper presents a system model of outsourcing impacts based on nowadays case study and literatures.  

The relationships in the model are designed to be simple and functional and do not necessarily represent any 
particular business environments.  It is meant to be a generic outsourcing impacts conceptual model with 
implications for any business processes.  The interrelationships of five primary sectors that are at the outsourcing 
impacts system are presented in this paper.  The outsourcing impacts system model consists of five sectors: 
information technology capability, human capital, hidden costs, operation costs and focus on core competencies or 
critical tasks. 

 

INTRODUCTION 
  
Outsourcing has been a term in business for approximately twenty years.  Outsourcing means selectively turning 
over to a vendor some or all of the information systems functions, ranging from simple data entry to software 
development and maintenance, data center operations and full system integration.  Companies have used 
outsourcing specialists in legal and financial departments, along with the countless other areas available, to be 
effective and resourceful.  Depending on the company’s structure and goals, outsourcing can be the most cost 
effective way for a company to profit.  Outsourcing information technology is a growing trend and is being used 
more and more by many companies to gain that competitive edge.   
 

 Information technology was first outsourced in the 1970’s.  The evolving success of information 
technology was largely developed in India, allowing the Indian government to place a majority ownership in all 
foreign ventures by being heavily involved in IT in these foreign companies.  Major U.S. companies like IBM, 
fearing nationalization, pulled out of India causing India’s education system to produce information experts with no 
available employment.  Therefore, India had an immediately available workforce ready to meet foreign IT demands.  
The next major event in history for information technology outsourcing was the Y2K phenomenon.  With 
corporations fearing the collapse of major computer systems in the switch from 1999 to 2000, and the continued use 
of the Internet for telecommunications, global IT needs fueled the growth of the information technology industry.  
Outsourcing information technology became the cheapest and most efficient method to solve complex problems 
such as those presented by Y2K.  Currently, it is predicted that more than fifty percent of firms are expected to use 
information technology outsourcing in 2006.  This paper presents a system model of outsourcing impacts based on 
nowadays case study and literatures.  The relationships in the model are designed to be simple and functional and do 
not necessarily represent any particular business environments.  It is meant to be a generic outsourcing impacts 
conceptual model with implications for any business processes.  The interrelationships of five primary sectors that 
are at the outsourcing impacts system are presented in this paper.  The outsourcing impacts system model consists of 
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five sectors: information technology capability, human capital, hidden costs, operation costs and focus on core 
competencies or critical tasks. 
 
 

  

OUTSOURCING OF INFORMATIONAL TECHNOLOGY 
 
As a company chooses to outsource their information technology requirements, five key areas are directly 

affected: information technology capability, human capital, hidden costs, operation costs and focus on core 
competencies or critical tasks (Figure 1).  As expected, as these key areas are affected, the level of customer 
satisfaction is also affected.  

 
Figure 1. Outsourcing Systems Model 

 
 
 
 
 
 
 
 
 
 
 
 

 
Hidden Costs 

Outsourcing is not as simple as just hiring an outside firm to come in and handle your information 
technology requirements.  Outsourcing information technology does provide cost savings benefits, but numerous 
firms have over estimated the expected savings due to outsourcing and they soon find that outsourcing can mean 
acquiring some hidden costs.  See figure 2 above showing how hidden costs can affect customer satisfaction.  These 
costs occur during and before the outsourcing begins, which will increase the operational costs of the company. The 
increased operational costs in most cases will be passed on to the customer increasing the cost of the product or 
service; thus, decreasing the value of the product. 

 
Many companies that are outsourcing IT function for the first time are unaware of the hidden costs that 

they will incur. Companies may be well aware of the benefits of outsourcing but they are sometimes unable to 
predict the cost of finding a vendor, transitioning the IT functions to the vendor, managing the vendor, and replacing 
a poor performing vendor or transitioning the IT functions back to the company. These hidden costs, if unchecked, 
can cancel out any potential cost savings that the company expected. 
 

 
Figure 2. Hidden Costs 
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Operations Costs 

 
Operational costs are directly affected by outsourcing information technology.  In many instances, 

companies primarily choose to outsource their information technology requirements dues to a reduction in costs.  As 
shown in figure 3, as a company increases the level of their outsourced information technology, their operation costs 
will decrease.  There is an opposite correlation between these two items.  As expected, when a company is able to 
lower operation costs, the customer will experience a lower priced product or service and therefore, will have greater 
satisfaction. 

 
However, there is a very large debate between the proponents of outsourcing and those who feel 

outsourcing jobs are eroding the U.S. economy.  Of course this topic primarily deals with overseas outsourcing and 
one could easily create a paper on this topic alone.  Even though this debate exists, no one can argue corporations 
are producing additional saving by outsourcing.   

 
The key driver in the decision for firms to outsource information technology is money.  In the current 

highly competitive business climate in the United States, companies are looking for any source of savings to give 
them an edge over their competition.  In the last two decades, companies are turning towards outsourcing more and 
more to get that edge.  

 
Figure 3. Operations Costs 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the late 1990’s and early 2000’s, U.S. companies were looking to outsource IT requirements due to lack 

of qualified IT personal and as stated earlier, savings.  In 1993, companies that outsourced their IT requirements 
overseas experienced a collective savings of roughly $6.7 billion.  The rate at which IT requirements by firms is 
being outsourced is increasing dramatically.  See figure 4 on the following page.  It is projected that in 2008, the 
spending on outsourced information technology overseas will reach $31 billion with a resultant savings of almost 
$21 billion.  As expected, the result should be to lower costs of goods and services for consumers and increased 
profits for corporations.  As these two areas are affected through out the United States, the effect upon the economy 
will of course also improve.   (Global Insight, Inc., 2004) 
 
 As corporations free up resources previously spent on information technology requirements, a company can 
then choose to focus on the key aspects of their business that make them successful.  In other words, a corporation 
can then focus on core competencies. 
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Human Capital and Backlash 

 
Human capital is the knowledge; abilities and skills entrained in individuals as a result of education, 

training, and experiences that make employees more productive and therefore, a company more profitable.   As 
companies choose to outsource information technology functions, companies are losing the human capital within 
their businesses.  As expected, outsourcing leads companies to reduce their staffing needs.  However, the reduction 
in staffing results in losing talented individuals whose core job may be replaceable by using an outsourced 
information technology firm, but the historical knowledge that employees take with them is lost.  Figure 5 to the 
right shows how human capital relates back to customer satisfaction.  With a loss in human capital, a backlash in 
local and global communities is started. The backlash triggers a decrease in product value and therefore, a 
customer’s satisfaction is affected.  

  
As global competition has become increasingly fierce, many American firms have searched for ways to 

trim costs to protect their bottom line. In effort to remain not only competitive, but to globally survive, outsourcing 
IT and labor become attractive solutions to present executive management dilemmas. In particular, corporate 
America executives argue that outsourcing IT allows companies greater focus and allocation of resources into other 
specific core competencies. However, many middle class IT professionals are witnessing the exportation of their 
expertise to foreign countries such as: India, China, and Sri Lanka. As short term corporate goals are pacified via 
outsourcing, one must ask the question, “what long term effects does outsourcing have on a firms public perception, 
as well as the American economy, as well as the local communities who feel the harsh loss of jobs and tax gains 
provided by local firms?” Furthermore, how will outsourcing American jobs create greater local customer 
satisfaction for those middle-class Americans who cannot afford certain goods because of annual income loss? 
What’s more, how much does outsourcing affect a brands reputation? At some point, corporate America must 
analyze the harsh realities of placed upon local, working class communities at the expense of greater short term 
corporate profit.  Moreover, we Americans must ask the question, “what goods or services will we Americans export 
to the rest of the world, as well as, where we will work to earn a living for our families?” Should the American 
economy be jeopardized for the gain of a select few executives with parachutes? American firms must take into 
account that society, along with customer is also a corporate stakeholder with vested interest.  Besides, outsourcing 
of American jobs can create a larger discrepancy between our own domestic social classes. Obliviously, not 
everyone reaps associated outsourcing benefits. How can those, who have lost their job, receive satisfaction from the 
outsourcing corporation? Many Americans develop a feeling of abandonment and disloyalty towards outsourcing 
firms. 
 

Figure 4. Estimated Offshore IT Spending and Savings
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Figure 5. Human Capital and Backlash 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Information Technology Capability 
 
One of the key reasons a company will choose to outsource their information technology requirements is that the 
capabilities of a company’s internal IT department cannot compete with the capabilities of an outsourced IT firm.  
As expected, outsourced IT firms have a great deal of knowledge and capability as this is their core competency.  
Due to the rapid rate of change in technology, a company’s information technology systems need to keep pace with 
the changes.  In addition, due to the large percentage of failures in changes to IT systems, companies are shifting 
their reliance to outsourcing their IT functions believing the increased ability of their hired IT firm will be able to 
handle issues as they come up more effectively.  That being said, many companies are turning to outsourced IT 
firms soon after an IT system roll out failure.  Take for example Blue Cross Blue Shield in Massachusetts.  After the 
dismal failure of their major systems development projects and the resultant financial losses, Massachusetts BCBS 
decided soon afterward to outsource their information technology requirements. (Smith: p. 65) 
 
 Figure 6 to the right represents how information technology capabilities relate back to customer 
satisfaction.  As expected, as a company’s information technology capabilities increase, the quality of the products 
they produce will increase.  Examples of information technology systems that can improve product value are 
customer relationship management systems, enterprise resource planning systems, supply change management 
systems and manufacturing information systems.  
 
 

Figure 6.  Information Technology Capacity 
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Focus on Core Competencies 
 

It was briefly mentioned that outsourcing Information Technology allows a company to focus on its core 
competencies and achieve greater customer satisfaction. In order reach this ultimate goal, a definition of core 
competencies and how they affect product value is required. According to George Rekers, a professor at the 
University of South Carolina, a core competency is something that a company does extremely well relative to its 
competitors and usually refers to a skill-set or expertise in a particular area. Often times, financial or physical assets 
are mistaken for core competencies because of their ability to influence an economy of scale. Organized knowledge 
and expertise are competencies that take time to develop and help the company differentiate itself in the eyes of the 
consumer and from its direct competitors. What makes a core competency special then is that the competition cannot 
replicate or imitate the skill that a company is working to perfect. (Rekers, 2004) 
 
 Honda is a good example of a company that manufactures products for several different consumer and 
industrial markets such as automobiles, tractors, lawn maintenance equipment and motorcycles. All of these 
products share a common component, the small engine. Honda decided to outsource its IT maintenance functions to 
an outside vendor so it could focus on its core competency, building small engines. This business decision freed up 
internal resources, reduced costs and allowed staff at Honda to focus on the quality products that the company is 
known for.  (Gupta, 2004) 
 
 
 In the early 1970’s, Honda had taken over the U.S motorcycle market with a 43% market share. This was 
accomplished by providing the customer with a high quality product at a lower cost. At this time, outsourcing IT 
wasn’t on the horizon and all technological developments were done within the company. Honda was innovative 
with its technology and marketing for the motorcycle at this time but had started this process well before entering 
the U.S market. Strategically, Honda created an economy of scale and produced large volumes of motorcycles to 
reduce costs. Coupled with an ingenious marketing program that demonstrated new uses for the motorcycle such as 
dirt biking, Honda literally pushed the British manufacturers out of the U.S market and left them struggling to keep a 
1% share. (Pascale, 1996) 
 
 
 

Figure 7. Focus on Core Competencies 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
CONCLUSION 
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Information technology is a major part of our global business environment.  A company’s efficiency and flexibility 
in dealing with IT changes play a major role in its success or failure, because customer satisfaction is directly 
affected by how well a company can handle its information technology challenges.  Outsourcing information 
technology is a growing trend, but it requires thorough consideration of five key areas to insure that it contributes to 
a company’s progress: IT capability, human capital, hidden costs, operation costs, and core competencies.  Increased 
core competency and customer satisfaction may outweigh the risks of hidden costs and backlash.  Overall, 
outsourcing information technology is a complex but important issue that faces companies worldwide and it can be 
the key to gaining the competitive edge for survival in today’s global marketplace.   
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ABSTRACT 
 
Many decades ago, there were not many women leaders to lead groups in any social situation. Male leadership has 
been more socially acceptable than female leadership. Both in Western and Eastern societies, leadership mainly 
belonged to powerful men.  
 
Globalization has brought the diverse cultures of the world together and greater equality to men and women. In the 
equal opportunity age, societies seek powerful leaders regardless of gender. Even in Asia, today there are quite a 
few women leaders in politic and business. What characteristics make a successful group leader? Do these women 
have some special characteristics that made them successful leaders?  
 

INTRODUCTION 
 
The purpose of this study is to find out the elements of Chinese women’s business leadership in Taiwan (Eastern) 
and Australia (Western) and to compare these with men’s leadership in business in the same countries. We will 
investigate how much each society recognizes the ability that women have, and what they expect of women in 
leadership positions. We also seek to understand the perception of women’s leadership from the point of view of 
men as well as women in the workforce in both countries.  
 
Misumi (1985) in his very early study found that there are two main group functions of business leadership. These 
group functions he classified into four leadership types. The two group functions are: 1) maintenance of the group 
situation (M function, known as People-Oriented Behaviours), showing mutual trust and respect  to the employees. 
2) performance of group task (P function, known as Task-Oriented Behaviours). These involve specification of tasks 
as well as definition and structuring of work roles. Depending on the leader’s ability to manage these group 
functions, four types of leadership can be identified. They are (1) pm type (weak maintenance, weak task 
performance), (2) pM type (weak task performance, strong maintenance), (3) Pm type (strong task performance, 
weak maintenance), and (4) PM type (strong task performance, strong maintenance). 
 
The leadership type which is desirable differs depending on group elements (e.g. group size, group tasks, group 
nature or age of group members) and social situations. 
 
When we review history, it can become apparent that the desirable leadership type has to be different in war 
situations from peaceful situations as it can be different from a group of construction workers to a hobby group. In 
peaceful times we would not wish to have a radical leader.   
 
History also shows another factor which concerns leadership. Many decades ago, there were not many women 
leading groups in any social situation, be it public or private. Even in groups with a majority of female members, the 
preference was for a male leader (Fran 2001). However, if the necessary group functions include both group 
maintenance and task performance, and if both men and women may exhibit these skills, then both men and women 
should be suitable candidates for leadership.  
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Studies aimed at finding the main elements of leadership have been centred more on examples of male leadership 
(Farh and Cheng, 2000; McShane and Travaglione, 2003).  Farh and Cheng (2000) in their research identify the 
following elements of male leadership: ‘Masculine’, ‘Politics’, ‘Business’, ‘Power’, and ‘Autocratic’. McShane and 
Travaglione (2003) describe leaders as ‘successful men’ who control politics and/or businesses; who have power 
and authority. There are also a few studies concerned with female leadership (McShane and Travaglione, 2003; 
Indvik, 2004), and Mason (2006) which acknowledge that women also can offer leadership skills in business, 
education, politics and community.  
 
McAdam and Davey (1997) refer to leadership as ‘power’. In ancient times, both in Western and Eastern societies, 
leadership mainly belonged to powerful men or those who possessed ‘military strength’. Thus ‘leadership’ was 
equal to being ‘male (masculine)’. This phenomenon is still seen in some societies especially in eastern countries, 
for example, Taiwan.  
 
Eastern Society and Women’s Leadership 
 
The main characteristic of Taiwanese (Chinese) society is still its Confucian patriarchal environment, despite the 
fact that currently Taiwan is considered to be a democratic society. Lee’s (1997) comments on Taiwanese society 
indicate that it is still a Confucian society and a society ‘ruled by men’. This means that men are still the central 
pivot of their families and society; they make all decisions about society and family matters and always take the 
leadership role. This male dominance is still prevalent in today’s Taiwan to the detriment of females and minorities. 
After 1987, the political situation became more free and women took a stronger role in leadership positions. (Ku 
1998).  
 
However, over the last two decades women’s social status in Taiwan has begun to change remarkably. The role of 
Taiwanese women in education, work, family, marriage and political life has altered. With increased opportunities 
for women’s education and demands of the labour force, it is now more socially acceptable for women to work 
outside their home. Accordingly the number of female leaders has increased. But, even in these favourable 
circumstances, the number of females in leadership roles is still very small.  
 
Contrary to the situation in Taiwan, Western societies take a different position in regard to women’s leadership.  
 
Western (Australian) Society and Women’s Leadership 
 
The history of colonized Australia differs from that of Taiwan. Australia became one of the British colonies in 1770 
after James Cook landed on that continent. The British government colonised the country by 1868. In 1901 the 
colonies formed the Commonwealth of Australia, with a constitution that embraced both British parliamentary rule 
and federalism. Australia, originally envisaged as a home for British convicts, became a country settled eventually 
by a succession of free migrants from Britain, Europe, and later, other parts of the world. 
  
Until 1903, Australian women still had no right to vote. However, after the establishment of the Commonwealth of 
Australia, equal opportunity rights were promulgated and women’s status was raised (Australian Government, 
2007).  
 
In Britain there has been a long history of respect for women’s status. Women were not excluded from society and 
enjoyed equal status to men. They obtained the right to vote (in 1918), the right to work outside their home, and the 
right to be a leader. In the current British Parliament there are more than 126 female members (UK Parliament , 
2007) and the former Prime Minister, Mrs Margaret Thatcher  was of course a very famous female political leader. It 
should be noted that the current Prime Minister of New Zealand’, (a Commonwealth country) is another female 
leader, Mrs Helen Clark. 
 
Thus, in Western society, women’s leadership is much less rare than in the past. What accounts for the difference 
between the East and the West?  
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It is said that the type of leadership changes according to the character of the group, the number of members, gender, 
the social atmosphere, the purpose of the group, and so on. Hence there are a lot of questions to explore. For 
example, what elements lead to the differences between Western leadership and Eastern leadership? Are male 
leadership and female leadership actually different in style? Are male/female differences responsible for any 
differences in style evident between business leadership in the East and the West?  
 
Different types of leadership have their own characteristics. According to McAdam et. al. (2003) generally there are 
four types of leadership:   
 
1).  Autocratic leadership, also known as directive style leadership: the leader tells employees what to do and 

how to do it. Men tend to employ more of this style (high task, low relationship); 
2).  Coaching leadership (team leader style): leader encourages the members to reach the team   goals, and 

leader gives full support to the team members (high task, high relationship); 
3).  Supportive leadership (country club leader): leader uses reward power to maintain and encourage the team 

to achieve the goals (low task, high relationship); 
4).  Delegative leadership: known as impoverished style. The leaders do not provides much task, nor support, 

allow team members free rein to do whatever members wish (low task, low relationship). 
 
 Some Research Questions: 
 
1. Are the elements of male leadership and female leadership the same or are they different? Are any elements 

unique to female leadership? 
2. Are the leadership styles in Western societies (eg. Australia) and Eastern societies (eg.       Taiwan) the 

same or different? Are the main components of Western (Australia) leadership and  Eastern (Taiwan) 
leadership the same?  

3. Are male/female differences responsible for any differences in style evident between business leadership in 
East and West? 

4. Are the female leadership roles in formerly feudal societies (eg Taiwan) and democratic societies (eg. 
Australia) the same? 

5. Are there any definite distinguishing characteristics within the leadership style of Taiwanese/Australian 
Chinese women? 

 
We offer a tentative model linking possible antecedents with leadership styles. I propose a number of hypotheses for 
testing, derived from the model. 
 
1). Managerial Characteristics  
Thomas et al. (1991) focuses on education, age and experience as managerial characteristics.  
 
Education Level: Studies which researched the relationship between education levels and leadership qualities found 
that managers with higher education levels showed more understanding of the employees and generally were more 
receptive to new ideas (Becker, 1970; Kimberly and Evansiko, 1981; Williams et al., 1995; and Awamleh, 1994).  
 

Hypothesis 1 
If higher education level leaders have more understanding and are more receptive to new ideas, then the 
leaders tend to employ the Coaching leadership styles. 
                                                                                                                                                                                                         

Age: Research on leadership qualities found that older managers were more apt to defend the status quo, and were 
less likely to take risks and generally made more conservative decisions than the younger ones (Stevens et al. 1978, 
Awamleh 1994).  
 

Hypothesis 2  
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If older leaders are more apt to defend the status quo and less likely to take risks and made conservative 
decisions, the leadership style tends to be task-oriented. Younger generations who have a higher level of 
education are more apt to be innovative and implement structural changes, and therefore assume more 
Supporting styles. 

 
Experience: Gupta in his research on managerial qualities found that personnel with longer work experience in the 
same firm were more familiar with the firm’s structure, systems, people and processes (Gupta, 1984).  
 

Hypothesis 3 
If people with more experience and familiarity with structure, systems, processes will be more apt to be 
successful as leaders, then leadership tends to be more autocratic and task-oriented in style. 

 
2). Male vs Female 
 
According to Olsson (2000) masculine images of leadership still continue to influence the way people perceive their 
own and others’ leadership. Chow (2005), in similarly directed research, found that women managers tended to be 
more inspiring, decisive, integrity-conscious and self-sacrificial than males. He pointed out that there are more 
successful female leaders working as nurses, teachers, scholars and similar than males. On the other hand, according 
to Chow (2005), males tend to be higher on performance orientation, vision and diplomacy.  

 
Hypothesis 4 
If women are more inspiring, decisive, integrity-conscious and self-sacrificial, then women are more 
democratic, Supporting in style, while men have a tendency towards a more autocratic approach. 
 

3). East vs West 
 
Blunt and Jones (1997) argue that the leadership styles practiced in the West are not really suitable for the East 
because of the different way of thinking regarding authority, loyalty and interpersonal relations (Blunt and Jones, 
1997). Traditionally the Chinese have been regarded as closed, conservative and undemocratic, while the Westerners 
have been seen as democratic, free, and open. The latter encourage exploratory and independent thinking, while the 
former opt for preservation of traditional values.  
 

Hypothesis 5 
If the Chinese way of thinking tends to more authority, loyalty and interpersonal relations, an is closed, 
conservative and undemocratic, then Chinese leadership tends to be autocratic and coaching leadership in 
style, while Westerners are supporting and delegative in their style of leadership. 

 
 4). Size of Company  
 
Small business characteristics are different to those of large firms. Some small businesses are owner managed, and 
therefore tend to be more independent and the environment is more conducive to multi-tasking and the development 
of personal relationships between employees and owners (Spence 1999). 
 

Hypothesis 6 
Small business leaders adopt more delegative leadership style than leaders in large firms. 

 
From the above discussion it can be seen that different genders in the same situations (e.g. managerial 
characteristics, east, west, and size of companies) have different leadership styles. 
 
My initial hypothesis for testing is to try to find out if there are any definite distinguishing characteristics within 
leadership styles, and differences between genders 
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Methodology 
 
In order to search for answers to the research questions, the following methodology will be used: 
1).  The initial research to be undertaken will be exploratory. This research will be undertaken by critical 

examination of current literature as well as interviews with 25 female business leaders in each of the two 
countries examined from a wide range of ages (25-60) and 25 male business leaders from the same age 
groups  (Qualitative research ). 

2).   Questionnaires: in order to clarify the elements of female leadership, a survey instrument, i.e. Leadership 
Questionnaire will be conducted with women in leadership roles in Taiwan and Australia (Quantitative 
research). 

3).  Case Studies: in order to identify the elements of female leadership, case studies of female leaders will be 
conducted. (Qualitative/quantitative research). 

Hence I propose to apply methodological triangulation (Oppermannt 2000), as indicated above which is a 
combination of quantitative, qualitative and case study research methods, to support my findings.  Begley (1996) 
indicated that Triangulation is a reliable and practical research tool, which can result in an improvement in both 
quality and quantity of data collected. Miles and Huberman (1994:267) state that: 

‘Triangulation is a way to get to the finding in the first place - by seeing or hearing multiple 
instances of it from different sources by using different methods and by squaring the finding 
with others it needs to be squared with…’(Miles and Huberman, p. 267). 

 
The methods (case studies, quantitative research, qualitative research) relate to each other.  
Traditionally in both Western and Eastern societies, ‘leadership’ has been thought to be male’s role, which means 
that only men could assume leader positions. Perhaps this is because men were seen as physically stronger than 
women and have been thought to be more aggressive and of more warlike nature (Stefanson 2004). Also men have 
been thought to be able to handle affairs in a decisive manner and to have a wider outlook on life. Hence in the 
ancient ‘primitive’ situations they have been considered more suitable to be leaders. However, in today’s world and 
especially in current business leadership, ‘physical power’ is no longer necessary, and thus the need for ‘power-
central’ or ‘masculine’ leadership has lessened. The ‘intelligence-central or feminine’ situations require a different 
type of leadership. In this study this new concept of leadership is examined from a specific cross cultural 
perspective.   
  
Globalization has brought the diverse cultures of the world together and with it greater equality to men and women. 
Today women do not face the restricted work conditions of yesteryear. They are able to give full play to their 
abilities and a female’s work place is no more limited to the inside of the house. Women enter a great variety of 
professions in a great variety of fields. It is obvious that traditional ‘female’ characteristics such as kindness, 
friendliness, soft communication skills and calmness would be a valuable contribution to the atmosphere of a work 
place. 
 
However, these qualities are rarely mentioned as pertinent to women’s leadership. They, as well as the differences 
(or similarities) between leadership by Western and Eastern women have not been researched as yet. Therefore, it 
can only be assumed that, especially in the Eastern male dominant society, the elements of female leadership are not 
simply kindness or friendliness but some other characteristics. However, they await exploration.  
 
Women’s advance in society has been progressing at a remarkable pace. Both in education and business fields a 
huge number of women play an active part. However, proportionally, not many women have become leaders. What 
are the reasons for such a phenomenon? Does this result from women’s lack of leadership elements, or male 
despotism? Until today no answer has come forth.    
 
Today we live in the so-called equal opportunity age. Society seeks powerful leaders regardless of gender. It is 
important to know, therefore, what characteristics make a successful business leader. Even in feudal, male-
dominated Asian societies, today there are quite a few women leaders in politics, business, information systems, 
construction, police and the military e.g. the former president of Indonesia – Megawati Sukarnoputri, the president 
of the Philippines – Gloria Arroyo, Chinese Vice-premier Wu Yi, Vice president in Taiwan – Lu Xiu Lian, 
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Myanmar opposition leader -  Aung San Suu Kyi. Former CEO and Chairman of Hewlett-Packard – Carly Fiorina, 
Founder and CEO, IMAN cosmetics – IMAN. These are magnificent female leaders. 
 
Rather than expand at this stage into a set of as yet unformulated conclusions, I would like to ask you to ponder over 
some of these questions: 
 
1. Do these women have some special characteristics related to their gender that has made them successful 

leaders?  
2. Are these characteristics common to all women?  
3. Are these characteristics the property of a definite type of people of both genders?  
4. Can these characteristics be isolated and defined? 
 
I shall leave you to think about these questions 
 
This study is still in progress. I would appreciate any comments and suggestions.  
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ABSTRACT 
The purpose of this research, based on the Media Selection Theory, the Technology Acceptance Model, and 

the Social Influence Theory, is to investigate the influential factors that affect media selection in banking 
transactions. Analyses showed that for location sensitive bank windows and ATMs (automatic teller machines), 
defined as offline-based transaction channels, convenience was the variable affecting media selection. However, in 
the case of online media not related to location, (phone banking, internet banking, and mobile banking) reliability 
was the significant variable influencing use. The findings show that banking organizations may benefit from 
identifying traits of media affecting use, and should differentiate customer services for competitive advantage. 

 
INTRODUCTION 

 
The advent of information technologies, most notably internet technology, allows for a variety of bank transaction 
channels. Consequently, many banking channels frequently present market and differential service opportunities to 
bank organizations and provide customers with options for media selection. Thus, if finance organizations 
successfully adopt electronic banking channels based on characteristics of the channels, they may greatly increase 
customer satisfactory strategies in many types of transactions. In the Korean finance industry, the ratio of use of 
internet banking increased to 41.5% at the end of 2006 compared with 36.7% at the end of 2005. Contrarily, use of 
banking windows decreased from 24.7% to 22.7%, and the use of ATMs decreased from 27.0% to 24.6% at the 
same period (JoongAng, 2006). 
According to the development and expansion of internet finance, mobile banking may be a new driver and crucial 
issue. Therefore, mobile banking can be considered as an expander of financial transaction channels. Many people 
who have been engaged in the finance industry predict that mobile banking will grow faster than internet banking. 
Thus, the advent of new technologies may play an important role, not in replicating or evicting existing 
technologies, but in expanding choices. Namely, internet and mobile technologies used in financial transactions can 
be new channels. According to the Media Selection Theory that explains media choice behaviors of users, influential 
factors may be social, official, individual, and technological. Because each channel has its own inherited 
characteristics, users usually ask themselves which media fits their specific purposes. Thus, based on the fitness of 
task, media is selected (Park & Cho, 2004; Daft & Lengel, 1986; Rice, 1992). Hence, the present research focused 
on influential factors that affect the use of media in banking processes. In addition to traditional banking channels, 
this study also investigates influential factors on new internet and mobile banking selections. 

 

THEORETICAL BACKGROUND 
  

In the Media Selection Theory, fitness of task can influence media selection. In general, a variety of media can be 
classified by two intrinsic traits: one, to solve the uncertainty from the lack of information and the other is to settle 
the equivocality in communication (Daft and Lengel, 1986). Uncertainty comes from lack of information. Thus, the 
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more information obtained, the less uncertain one is generally (Galbraith, 1973). Equivocality implies lack of 
understanding and confusion. Consequently, uncertainty is associated with the volume of information and 
equivocality with the quality of information. Moreover, media richness is one of various media traits.  
In the TAM, which depicts the acceptance process of information technology  (IT), a user’s intention, associated 
with the acceptance of IT, may be affected by perceived usability and perceived convenience  (Venkatesh & Davis, 
2000). The easy-to-use factor is especially influential in technology acceptance (Venkatesh, 1996). According to 
literature, compared with complex systems, simple information systems can get high rates of selection (Davis, 1989; 
Venkatesh, 2000). Rogers (1995) asserted that the faster that users are accustomed to using a system, the more 
rapidly new technologies are diffused into the market. In offline transaction situations, immersion and reliability 
may be the crucial factors in relationships (Morgan and Hunt, 1994), and confidence among organizations or 
persons may affect purchasing behaviors or interactivity (Doney and Cannon, 1997). However, trust in online 
transactions is dependent upon a guarantee of security, brand perception, easy locating, system performance, and 
technologies (Cheskin Research, 1999). 
Social influence can be considered one of the crucial environmental or surrounding factors that affect people. This 
study focused on dealing with traits influencing personal media cognition in society and surroundings. The 
theoretical bases of this theory were the Cognitive Dissonance Theory (Festinger, 1954), the Social Learning Theory 
(Bandura, 1977), and the Social Information Processing Theory (Salancik & Pfeffer, 1978). 
Recently, in accordance with the rapid development of IT, the financial industry has been confronted with 
necessities of change, that is, a variety of customer’s needs, M&A, subsidiary businesses, and informatization of 
financial organizations. Moreover, many firms not related with finance, such as telecommunication or 
manufacturing companies, have aggressively entered the financial business area. In finance industry, the demand for 
changes originated with electronic finance. Banking firms followed in transactions dealing with remittance money 
and gradually also in insurance tasks. Thus, new financial transaction channels have evolved and these have given 
firms a number of opportunities in order to hold competitive advantage and differentiate financial services.  

 

RESEARCH MODEL AND HYPOTHESES 

Research Model  
Figure 1: Research Model (Original) 
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Daft & Lengel (1986) suggested four criteria as measures of media richness, namely, immediate feedback, multiple 
cues for information transfer, personal focus, and language variety. In this research, it is assumed that media 
richness may affect which channels are preferred by users for banking transactions. Therefore Hypothesis 1 is 
established as below. 

Hypothesis 1: The media richness of channels influences media selection positively. 
Regarding the convenience factor, Davis (1989) classified the variables to measure the convenience as 

easy-to-use, controllability, clarity or understandability, flexibility, and easy-to-learn. Additionally, Nielson (1993) 
suggested that the vital factors in software interface for implementing convenience in use consist of easy-to-learn, 
efficiency in use, easy-to-memorize, minimal errors in operation, and satisfaction of products. Hypothesis 2: The 
convenience of channels influences media selection positively. 

In financial transactions, services provided by financial firms can be assessed by reliability, safety, and 
security levels. Particularly, customers who use internet banking are usually sensitive to security and safety levels 
for personal information. 

Hypothesis 3: Reliability influences media selection positively. 
Accessibility of channels refers to whether or not users can easily access bank windows or ATMs. In the 

case of internet banking users, access is generally always available.  Media selection behavior may also depend upon 
customers’ perceived economic benefits, as in saving transaction fees or additional costs for financial processes.  

Hypothesis 4: Accessibility and economical benefits influence media selection positively. 
Thomson, et al. (1991) performed empirical research about relativity between social influence and use of 

PC, and showed that, in their own organization, media use can be affected by the user’s ratio of PC, positive 
attitudes and supporting circumstances of managers, and organizational sponsorship for PC adoption. 

Hypothesis 5: Social influence influences media selection positively. 
Hypothesis 6: There may be significant difference in distance among channels that bank users perceive. 
 

Operational Definition of Variables 
 

To verify the hypotheses, we defined the measures by referring to previous literature and research team discussion. 
On the basis of literature, five factors (media richness, convenience, reliability, accessibility and economic benefit) 
and social influence had been chosen as predictors. The response of each questionnaire was plotted on the Likert 
five-point scale from strongly disagree (=1) to strongly agree (=5).  

 
RESEARCH RESULTS 

 
Data Collection 

 
To test our hypotheses, we conducted the questionnaire survey and selected the public who had experience in 
banking transaction. Data was collected by face-to-face interview, e-mail, and online chat software. The 343 
responded questionnaires were collected, from a total of 600 questionnaires, reflecting a 57.2% response rate.  

 
Analysis 

 
As a result of factor analysis by Varimax methodology reducing the number of variables, the table below shows that 
the 15 items affecting bank window use were regrouped into four factors. The first fact group consists of items (BW 
7, 8, 10) related to reliability in security or safety. The second group of items (BW1, 2, 3, 4) measured the media 
richness. The third fact group (BW5, 6, 9) regards convenience, including transaction process, speed, cost, and time 
to process (excluding BW11, 12 under factor loadings 0.500). Lastly, the fourth fact group, social influence, was 
grouped by BW13, 14, and 15.  

 
Table 1: Factor Analysis for Use of Bank Windows 

Item Fact 1 Fact 2 Fact 3 Fact 4 



 ©Copyright 2007 by the Global Business and Technology Association   145 
 

BW8 .840    
BW7 .726    

BW10 .717    
BW3  .780   
BW4  .661   
BW1  .660   
BW2  .564   
BW5   .795  
BW9   .610  
BW6   .538  

BW12   .379  
BW11   .322  
BW14    .820 
BW15    .727 
BW13    .532 

Eigen value 3.315 1.691 1.560 1.147 
Explanation Ratio (%) 22.097 11.274 10.403 7.649 

Cum. Ratio (%) 22.097 33.371 43.773 51.422 
  

Modified Research Model 
 
Analysis shows the accessibility and economical benefit variable merged with the convenience variable. Thus, the 
original model was modified as shown below into the four variables of media richness, convenience, reliability, and 
social influence excluding accessibility.  

 
Figure 2: Modified Research Model 
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Hypothesis 2: Convenience influences media selection positively. 
Hypothesis 3: Reliability influences media selection positively. 
Hypothesis 4: Social influence influences media selection positively. 
Hypothesis 5: There may be significant difference in distance among channels that bank users perceive. 
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Analysis and Findings 
 

Bank Windows. As reported in Table 3, the explanatory power of this model was 32% (R²=.320). Also, F-statistics, 
which verify the statistical significance, showed at 39.693 and significant at p=.000. The TOL (tolerance) 
coefficients ranged from .766 to .958. (above .10) The VIF (variance inflation factor) coefficients ranged from 1.044 
to 1.306 (under 10). Thus, the regression model did not show multiple co-linearity. Under the significant level of 
α=0.05, both Convenience and Social Influence were positive and significant at p= .037 and p= .000 in bank 
windows, respectively. This reveals that two influential variables, convenience and social influence, positively affect 
use of bank windows, providing support for both hypothesis 2 and 4. Media richness and reliability, however, did 
not support hypotheses 1 and 3. 

 
Table 2: Significance of Predictors 

Unstandardized 
Coefficients 

Standardized
coefficients 95% C.I. of B Coll. 

Stats Bank windows 
B Std. Error Beta 

t Sig. 
Low High TOL VIF 

(Constant) .584 .337  1.733 .084 -.079 1.248   
Media richness -8.628E-02 .081 -.053 -1.070 .286 -.245 .072 .823 1.215
Convenience .186 .089 .100 2.098 .037** .012 .360 .886 1.128

Reliability -1.306E-02 .078 -.009 -.168 .867 -.166 .140 .766 1.306
Social influence .648 .054 .554 12.084 .000*** .543 .754 .958 1.044

* p<0.1, ** p<0.05, ***p<0.01 
 
ATM. For the ATM channel, multiple regression analysis showed the explanatory power of regression model as 
30% (R²=.302). Also, F-statistics showed at 36.577 and significant at p=.000 under significant level .05. The 
regression model did not have multiple co-linearity. Under the significant level of α=0.001, both Convenience and 
Social Influence were positive and significant at p= .037 and p= .000 in ATM, respectively. This reveals that two 
influential variables, Convenience and Social Influence, positively affect use of ATMs, providing support for both 
hypotheses 2 and 4. Media richness and reliability, however, did not support hypotheses 1 and 3. 
 

Table 3: Significance of Predictors 
Unstandardized 

coefficients 
Standardized
coefficients 95% C.I. of B Coll. 

Stats ATM 
B Std. Error Beta 

t Sig. 
Low High TOL VIF 

 (Constant) .681 .327  2.082 .038 .037 1.324   

Media richness -6.069E-
03 .067 -.004 -.091 .928 -.138 .126 .959 1.043

Convenience .283 .084 .178 3.355 .001*** .117 .449 .736 1.358
Reliability 5.632E-02 .072 .039 .781 .436 -.086 .198 .820 1.220

Social Influence .590 .065 .444 9.006 .000*** .461 .719 .851 1.175
* p<0.1, ** p<0.05, ***p<0.01 

 
Phone Banking. In the case of phone banking, the explanatory power of regression model was 35% (R²=.352). 
Also, F-statistics showed at 40.267 with significance at p=.000. The regression model did not have multiple co-
linearity. Under the significant level of α=0.001, both Reliability and Social Influence were positive and significant 
at p= .001 and p= .000 in phone banking, respectively. This reveals that two of influential variables, Reliability and 
Social Influence, positively affect use of phone banking, providing support for both hypotheses 3 and 4. Media 
richness and convenience, however, did not support hypotheses 1 and 2. 

 
Table 4: Significance of Predictors 

Unstandardized 
coefficients 

Standardized
Coefficients 95% C.I. of B Coll. 

Stats Phone 
banking B Std. Error Beta 

t Sig. 
Low High TOL VIF 

 (Constant) .157 .338  .464 .643 -.509 .823   
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Media richness -2.673E-02 .083 -.016 -.324 .746 -.189 .136 .853 1.173
Convenience -.189 .102 -.101 -1.856 .064 -.388 .011 .732 1.366

Reliability .303 .088 .189 3.430 .001*** .129 .477 .721 1.388
Social influence .670 .065 .548 10.256 .000*** .542 .799 .767 1.305

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

Internet banking. Associated with internet banking, the explanatory power of the regression model was 43% 
(R²=.434). Also, F-statistics showed at 62.206 and were significant at p=.000 under the significant level of 0.001. 
The regression model does not have multiple co-linearity. Under the significant level of α=0.001, both Reliability 
and Social Influence were positive and significant at p= .000 in internet banking. This reveals that two of influential 
variables, Reliability and Social Influence, positively affect use of internet banking, providing support for both 
hypotheses 3 and 4. Media richness and convenience, however, did not support hypotheses 1 and 2. 
 

Table 5: Significance of Predictors 
Unstandardized 

coefficients 
Standardized
coefficients 95% C.I. of B Coll. 

Stats Internet 
banking 

B Std. Error Beta 
T Sig. 

Low High TOL VIF 
 (Constant) -.461 .350  -1.318 .188 -1.149 .227   

Media richness -.125 .089 -.063 -1.412 .159 -.300 .049 .883 1.132
Convenience 7.487E-02 .079 .046 .945 .345 -.081 .231 .746 1.340

Reliability .503 .079 .297 6.402 .000*** .349 .658 .809 1.237
Social influence .654 .064 .487 10.293 .000*** .529 .779 .781 1.280

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

Mobile banking. Associated with internet banking, the explanatory power of the regression model was 49% 
(R²=.489). Also, F-statistics showed at 80.750 and were significant at p=.000 under the significant level 0.001. 

 
Table 6: Significance of Predictors 

Unstandardized 
coefficients 

Standardized
coefficients 95% C.I. of B Coll. 

Stats Mobile 
banking 

B Std. Error Beta 
T Sig. 

Low High TOL VIF 
 (Constant) -.609 .272  -2.241 .026 -1.144 -.075   

Media richness 8.947E-02 .069 .054 1.298 .195 -.046 .225 .868 1.153 
Convenience 4.820E-02 .082 .027 .590 .555 -.112 .209 .724 1.381 

Reliability .178 .070 .117 2.530 .012** .040 .316 .706 1.417 
Social influence .858 .061 .615 14.091 .000*** .738 .978 .794 1.259 
* p<0.1, ** p<0.05, ***p<0.01 

 
This implies that the regression model does not have multiple co-linearity. Under the significant level α=0.05, both 
Reliability and Social Influence were positive and significant at p= .012 and p= .000 in mobile banking, 
respectively. This reveals that two of influential variables, Reliability and Social Influence, positively affect use of 
mobile banking, providing support for both hypotheses 3 and 4. Media richness and convenience, however, did not 
support hypotheses 1 and 2. 
Perceived distance among channels by Multidimensional Scaling (MDS). By using the average score of four 
influential variables, researchers visually ascertained how far each channel was positioned on the 2-dimensional 
space as shown in figure 4. The MDS analysis presents the distances among n-objects on 2-dimensional space based 
on p-variables (p-dimension). Generally, if the stress value, criteria for fitness level of positioning, is 0, the fitness 
level is perfect. If under .05, that is excellent. If between .05 and 1.0, it will be satisfactory. If between .10 and .15, it 
is acceptable. Lastly, if the stress value is more than .15, the fitness will be poor. Thus, in this study, stress values 
approximately approached zero. This implies that the fitness level of positioning can be measured as perfect. Finally, 
it was assessed that users perceived mobile and phone banking channel as being similar to each other. Namely, it is 
determined that users recognize mobile banking, not as new technology, but as an advanced service of phone 
banking. 
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Figure 3: Positioning map by MDS 

 
IMPLICATIONS AND CONCLUSIONS 

 
Through this research, it was found that, according to media traits affecting the level of use in banking, users 
differently recognize the advantages of each media under any specific circumstance. In brief summary, results show 
that in bank windows and ATMs (classified as offline channels and which are sensitive to locations), convenience 
was the most influential factor in media selection. However, for online channels, such as banking channels in phone, 
internet, and mobile banking, the transaction reliability technologically guaranteed was the most important factor in 
selections. 
This research has the following limitations. First, in order to identify a user’s channel selection behavior, 
respondents were required to complete a questionnaire based on given scenarios. Thus, this research may not come 
to a conclusion that respondents clearly choose the exact channels on the questionnaire. Second, as there were not 
enough questions suggested for variables, it was difficult to persuasively measure the predictors. Third, as in the 
early stage of mobile banking, there were some difficulties in getting respondents who had banking experience in a 
mobile environment. Therefore, as to answers related to mobile banking, simulated scenarios of banking could not 
be depended on. In spite of the limitations in clarity, it is believed that these research results can provide important 
implications to banks who want to differentiate channels and develop new business models for various banking 
infrastructures. 
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ABSTRACT 
 
This study developed the restaurant industry business cycle models.  The U.S. restaurant industry 

demonstrated three cycles (peak to peak or trough to trough) for the period of 1970 through 1998.  The restaurant 
industry peaked in 1973, 1979, and 1989.  The industry troughed in 1970, 1974, 1980, and 1991.  The mean 
duration of the restaurant industry cycles is 8 years  calculated by peak to peak and 6.5 years calculated by trough 
to trough.  Expansion takes an average of 6 years in the restaurant industry but declines sharply after it reaches the 
peak taking average 1.33 years. The restaurant industry experienced high growth (boom) every five years on 
average. Restaurant industry growth cycles, then, tend to be relatively symmetrical: since 1970 the average duration 
was about 2.25 years for both expansion and contraction . 
Key Words: Restaurant Industry, Business Cycle, Forecasting Turning Point. 
 
 

INTRODUCTION 
 
Industries react in different ways to the business cycle fluctuations of the U.S. economy (Berman and 

Pfleeger, 1997).  Some industries are very vulnerable to economic swings, while others are relatively immune to 
them.  For those industries that are characterized as cyclical, the degree and timing of these fluctuations vary widely.  
The industries that experience only modest gains during expansionary periods may also suffer only mildly during 
contractions, and those that recover fastest from recessions may also feel the impact of a downturn earlier and more 
strongly than other industries.  

One of the most striking aspects of the business cycle is that it is a phenomenon which, sooner or later, is 
reflected in similar patterns in almost every macro-economic variable, thus illustrating their interdependence (Berk 
and Bikker, 1995).  Such interdependence is not restricted to national macro-economic variables either; it is also an 
industry phenomenon.  It is important to understand the industry business environment if we are to forecast the 
impact of the cycle on our firm and to fix strategy on the basis of that forecast.  In a sense, measuring, monitoring 
and forecasting business cycles is a relatively new class of methods in investigating the industry’s overall 
phenomena.  The systematic analysis of cycles in the restaurant business provides clues to help us forecast future 
direction and improve our ability to manage. According to previous studies (Choi, 1999, 2003), in the hotel industry, 
there were many chances to gain competitive advantages over the cycles, but many companies missed the 
opportunities because there were fears to take business actions at different stages of the industry cycle. 

Monitoring and forecasting restaurant industry cycles clearly gives the manager insight into industry 
turning points.  Moreover, a company that quickly recognizes a change in the phase of the industry cycle could use 
either a recession or a recovery strategy to optimize profit. To take any benefit from this type of analysis, it is 
necessary to develop the industry cycle models. 

In the the restaurant industry literature, however, there are no studies using industry cycles.  Moreover, the 
literature on forecasting in the restaurant industry is very limited in terms at least of the number of studies.  Some of 
the studies introduce a menu item forecasting system (Messersmith, Moore, & Hoover, 1978), explain forecasting 
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menu item demand in food service operations (Miller and Shanklin, 1988), forecast restaurant sales (Forst, 1992), 
introduce general forecasting techniques for restaurant operation (Messersmith and Miller, 1992), and present a case 
study for demand forecasting (Yavas, 1996).   Most of the studies are discussions and thus hard to apply to dynamic 
and complex economic trends and therefore industry's overall trends.  There is no systematic forecasting study for 
the restaurant industry as a whole and no restaurant industry business cycle study. There is merit to developing a 
systematic industry cycle model as a forecasting tool and providing a guidepost for the restaurant business managers 
and investors.   
 
Objectives 
  
The principle objectives of this study are providing for these needs.  Therefore, the objective of  this study is to 
develop the restaurant industry cycle model.  The specific objectives of this study are: (1) Developing the U.S. 
restaurant industry cycle that would cover restaurant activity as broadly as possible, and date and measure the 
cycles,  (2) Developing for the U.S. restaurant industry a growth cycle model that would represent the change and 
magnitude of growth in the industry, and date and measure the cycle, (highs and lows) of the industry cycles. 

The research questions that were framed into the following research propositions to be verified or 
empirically tested in the proposed research.   
Proposition 1: It is believed that the restaurant industry reacts in different ways to the business cycle fluctuation of 
the US economy, while manifesting a unique cyclical character (degree and timing of its fluctuation). 
Proposition 2: It is believed that cyclical fluctuations of the growth of the restaurant industry can be projected by 
measuring and analyzing series of economic indicators.   
 

METHODOLOGIES 
 
Formulating the Restaurant Industry Cycles (RIC) 

Definition and  The Data 
 The restaurant industry cycle is a type of fluctuation found in the aggregate business activity of the whole 
restaurant industry.  The aggregate business activity of the restaurant industry is represented by the total sales of the 
industry in this study.  Because the total sales of the restaurant industry in a given period represent the market value 
of all final goods and services which are produced in the restaurant industry in that period, it is safely said that the 
aggregate business activity of the restaurant industry can be represented by the data of total sales of the industry.   
 The National Restaurant Association reports the restaurant industry sales in nominal terms (current dollars).  
This study converted the nominal data series to real data series (constant dollars) to track the real changes in the 
industry cycle.  Ideally, monthly or quarterly data for certain time periods are required to improve the accuracy of 
the analysis.  Unfortunately, data on a monthly basis for key economic variables (to permit a comprehensive study 
of the economic fluctuations in the restaurant industry) are very limited as far as the restaurant industry is concerned.  
Short-term data on the restaurant industry are either not available or, where they are available, do not begin until 
quite recently.  

As Burns and Mitchell (1946) point out at great length, data given daily, weekly, or even monthly tend to 
have too much static; in a different metaphor, they lose the forest and show only the trees.  On the other hand, 
annual data leave out many cyclical turning points and are not sufficiently detailed (cited in Sherman, 1991).  
Knowing this fact, this study utilized annual data anyway, not monthly data, because data for every month is not 
available.  Thus, dating peaks and troughs of the restaurant industry cycle in this study may be less accurate than 
dating cycles by using monthly data.  Caution needs to be exercised in assessing the suitability for economic 
indicator analysis of series available for only a relatively short period.  This is because their performance as a 
leading, coincident, or lagging indicator may vary from one cycle to another. 

The Dating of the Industry Cycle 
 A business cycle is usually measured from peak to peak.  According to the U.S. Department of Commerce, 
for a period of economic fluctuations to be classified as a business cycle, it should be at least fifteen months long 
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with any significant upward or downward movement in economic activity being at least five months in duration 
(Karsten 1990).  So this study followed this rule for analyzing restaurant industry cycles. 
 The criteria for cycle dating described in Burns and Mitchell’s Measuring Business Cycles remains the 
cornerstone of the traditional NBER method of determining cyclical turning points in a time series.  A specific cycle 
is a set of turning points observable in a particular series; these turns may or may not correspond to the overall 
business cycle turning point dates.  Niemira and Klein (1994) say the selection of a turn must meet the following 
criteria: 
• The cycle duration must be at least 15 months, as measured from either peak to peak or trough to trough. 
• If the peak or trough zone is flat, then the latest value is selected as the turn. 
 
• Striking activity or other special factors generally are ignored, if their effect is brief and fully reversible. 
 
According to the selection rule of a turn presented above, the cycle duration must be at least 15 months, as measured 
from either peak to peak or trough to trough.  Since a cycle duration should be at least 15 months, this study using 
annual data series restricts the cycle inclusion to the cycles formed within no less than two years.  In other words, 
the cycle duration must be at least twenty-four months to be considered a cycle in this study.  In addition, the 
duration of contraction or expansion has to be at least 1 year (6 months in the NBER rule).  Further, the growth 
change for a year should be more than the mean absolute deviation of the restaurant growth cycle.  If the above 
duration criteria are not met, then one pair of cycle dates is eliminated.  The dates of peaks and troughs of the 
restaurant growth cycle are used as benchmark dates against which the specific cycles of the various candidates for 
inclusion in the model as restaurant indicator series are matched. 
 
FORMULATING THE RESTAURANT INDUSTRY GROWTH CYCLE (RGC) 
  
The restaurant industry cycle is reformed based upon a year-to-year growth rate.  The reformed cycle is called the 
restaurant industry growth cycle.  Dating rules discussed above are applied also to this cycle.  However, there is an 
additional rule for defining turning points. A growth cycle is a pronounced deviation around the trend rate of 
change.  Thus, in order to be considered as a cycle, the accelerating and decelerating rates of growth should be at 
least greater or equal to the mean absolute deviation of the growth.  The growth rate change of the restaurant 
industry growth cycle is a symmetric percentage change. 
 

RESULTS 

The U.S. restaurant industry cycle  
  
The first objective was to form the restaurant industry cycle. The cycle is a time series representing the total activity 
of the restaurant industry. Figure 1 portrays the restaurant industry cycle as measured by real total sales in the 
restaurant industry.  The identified and dated peaks and troughs of the restaurant industry cycle are also plotted in 
the figure 1. This study converted the nominal data series to real data series (constant dollars) to track the real 
changes in the industry cycle. The total sales data in nominal terms and real terms, and their symmetric percentage 
changes are presented in table 2. The cycle covers the twenty-nine year period (from 1970 to 1998).  During this 
period the restaurant industry demonstrated three cycles (peak to peak or trough to trough).  The restaurant industry 
peaked in 1973, 1979, and 1989.  The industry troughed in 1970, 1974, 1980, and 1991.  The mean durations of the 
restaurant industry cycles are 8 years (Standard Deviation (SD): 2) calculated by peak to peak and 6.5 years (SD: 
2.08) calculated by trough to trough.  The restaurant industry took an average of 6 years for expansion but declined 
sharply after it reached the peaks taking an average of 1.33 years.  It can be seen by a visual analysis of figure 1 and 
table 1.  
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Figure 1. Restaurant Industry Business Cycles (1970-1998) 

Table 1. Turning Points of Restaurant Industry Cycle 

Restaurant Industry Cycle Duration (Years) 

Peak Trough Peak to Peak Trough to Trough Expansion (T-P) Contraction (P-T) 

 1970     

1973 1974  4 3 1 

1979 1980 6 6 5 1 

1989 1991 10 9 9 2 

Mean 8 6.5 6 1.33 

Standard Deviation (SD) 2 2.08 2.58 0.577 
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The U.S. Restaurant Industry Growth Cycle 
  
The restaurant industry growth cycle representing the rate of growth changes was developed by standardizing the 
changes and measuring and dating the cycles (Figure 2).  Table 3 analyzes the turning points of the restaurant 
industry growth cycle.   The results show that the restaurant industry experienced high growth (boom) every five 
years on the average.  The troughs (1970, 1974, 1980, 1985, and 1991) of the growth cycles, contrasted to the peaks 
of the growth cycles, coincided with those (1970, 1974, 1980, and 1991) of the restaurant industry business cycles in 
each case except one (1985).  On that occasion-in 1985-a low growth phase interrupted industry business expansion 
but did not terminate it.  As would be expected, growth cycles are more frequent than industry business cycles, for 
example, there were five growth cycle upturns in the 1970-1998 period but three industry business peaks.   
 Restaurant industry growth cycles, then, tend to be relatively symmetrical: since 1970 the average duration 
was about 2.25 years for both expansion (L-H) and contraction (H-L).  In contrast, the restaurant industry business 
cycles (see figure 1) in the same period show a strong asymmetry: the expansions lasted on the average of 6 years; 
the contractions, 1.33 years.  The expansions have varied in duration much more than the high growth phases have 
(the respective standard deviations are 2.58 and 0.95 years).  Growth cycles show greater uniformity than their 
counterparts for the industry business cycle.  
 
 

 
Table 2.  Symmetric Percentage Change of the Industry Total Sales 

Year 
  (current$  

,000)*   CPI-U**  
 
 

(constant 1970 $  
,000) 

 
 

 Symmetric  
Percentage Change  

1970 34,829,134                    38.8                     34,829,134                -                                
1971 37,658,625                    40.5                     36,077,893                3.52 
1972 41,062,230                    41.8                     38,115,180                5.49 
1973 46,450,093                    44.4                     40,591,523                6.29 
1974 51,883,729                    49.3                     40,833,442                0.59 
1975 58,392,138                    53.8                     42,111,802                3.08 
1976 65,635,167                    56.9                     44,756,493                6.09 
1977 73,139,924                    60.6                     46,828,862                4.53 
1978 82,672,592                    65.2                     49,197,800                4.93 
1979 93,104,904                    72.6                     49,758,544                1.13 
1980 101,529,072                  82.4                     47,807,379                -4.00 
1981 112,058,040                  90.9                     47,831,155                0.05 
1982 119,991,881                  96.5                     48,245,440                0.86 
1983 130,762,838                  99.6                     50,939,740                5.43 
1984 142,493,688                  103.9                   53,212,272                4.36 
1985 151,761,568                  107.6                   54,724,432                2.80 
1986 162,528,483                  109.6                   57,537,456                5.01 
1987 176,312,012                  113.6                   60,219,244                4.55 
1988 189,288,737                  118.3                   62,082,866                3.05 
1989 200,582,781                  124.0                   62,762,999                1.09 
1990 211,083,125                  130.7                   62,662,779                -0.16 
1991 217,982,704                  136.2                   62,097,863                -0.91 
1992 226,140,546                  140.3                   62,539,224                0.71 
1993 240,419,302                  144.5                   64,555,494                3.17 
1994 253,401,944                  148.3                   66,284,605                2.64 
1995 265,097,187                  152.5                   67,456,524                1.75 
1996 276,830,630                  157.0                   68,435,989                1.44 
1997 290,131,006                  160.6                   70,080,826                2.37 
1998 304,746,830                  163.6                   72,288,176                3.10 

Source of data: *. National Restaurant Association  
                     **.  Economic Report of the President, 
1998
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Figure 2.  Restaurant Industry Growth Cycles (1970-1998) 
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Table 3. Turning Points of Restaurant Industry Growth Cycle 

Restaurant Industry Growth Cycle Duration (Years) 

High (Peak) Low (Trough) High to High Low to Low Expansion (T-P) Contraction (P-T) 

 1970     

1973 1974  4= 3 1 

1976 1980 3 6 2 1 

1983 1985 7 5 3 2 

1986 1991 3 6 1 5 

1993  7    

Mean 5 5.25 2.25 2.25 

Standard Deviation 2.3 0.95 0.95 1.89 

 

SUMMARY FINDING AND CONCLUDING REMARKS 
 

In the context of the propositions, this study has yielded the following results. 
The first of the propositions states that "The U.S restaurant industry reacts in different ways to the business cycle 
fluctuation of the US economy.  This proposition is well supported by the following summary of results.  The U.S. 
restaurant industry demonstrated three cycles (peak to peak or trough to trough) for the period of 1970 through 1998.  
The restaurant industry peaked in 1973, 1979, and 1989.  The industry troughed in 1970, 1974, 1980, and 1991.  The 
mean duration of the restaurant industry cycles is 8 years (SD: 2) calculated by peak to peak and 6.5 years (SD: 
2.08) calculated by trough to trough.  Expansion takes an average of 6 years in the restaurant industry but declines 
sharply after it reaches the peak taking an average of 1.33 years.  

The restaurant industry experienced high growth (boom) every five years on the average.  The troughs of 
the growth cycles, contrasted to the peaks of the growth cycles, coincided with those of the restaurant industry 
business cycles in each case except one (1985).  During that year a low growth phase interrupted industry business 
expansion but did not terminate it.  As would be expected, growth cycles are more frequent than industry business 
cycles, for example, there were five growth cycle upturns in the 1970-1998 period but 3 industry business peaks 
during the same period.  Restaurant industry growth cycles, then, tend to be relatively symmetrical: since 1970 the 
average duration was about 2.25 years for both expansion (L-H) and contraction (H-L).  In contrast, the restaurant 
industry business cycles in the same period show a strong asymmetry: the expansions lasted on the average of 6 
years; the contractions, 1.33 years.  The expansions have varied in duration much more than the high growth phases 
have (the respective standard deviations are 2.58 and 0.95 years). The summary of findings allow us state that 
restaurant industry is characterized as cyclical.  The industry also reacts in different ways to the business cycle 
fluctuations of the U.S. economy. 

This research is beneficial in terms of its contribution to both the restaurant industry and the academic 
community. With these results it is expected that people in this industry can gain insight into the nature of the 
industry cycle and thus eliminate or reduce the risk in terms of decision making over the industry swings.  
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ABSTRACT 
 
This study captures the strategic financial practices of the high and low performers over the industry cycles 

and finds if there are any differences between high performers' financial practices and low performers'.  By doing 
so, this study tries to reveal the best financial practices of the restaurant firms over the industry cycles.  The results 
of this study can be used for improving investment performance through understanding the cyclical behavior of the 
economy and the restaurant industry. This should then presumably result in competitive investment decisions of 
firms, thereby improving the effectiveness of resource allocation.   
Key Words: Financial Practices, High and Low Performer, Restaurant Industry Cycle. 
 
 

INTRODUCTION 
 

It is imperative that top managers have a good understanding of the strategic nature of their industry so that 
they can effectively select businesses and allocate resources.  Industry analysis is the starting point for almost any 
strategic plan. The study of the impact of the restaurant industry cycle on restaurant firms (both high and low 
performers) and their financial practices over the cycle warrant our attention.  This is because the complications 
posed by the restaurant industry cycles may call for different strategies.  Because of the nature of heterogeneity, a 
strategy may not be equally effective over the restaurant industry cycle, and compromise strategies that are less than 
optimal for either an up or down market or dynamic strategies with built-in cycle adjustments may be needed.   

Research on strategy in a cyclical environment has been provocative, though limited in scope and focus. 
Several articles have suggested the need for strategy adjustments over the business cycle.  The potential use of 
counter-cyclical strategies has been discussed by Dhalla (1980) for advertising, Greer (1984) for employment hiring, 
and Nolan (1982) for data processing investments.  Few studies have empirically examined firm strategies over the 
business cycle.  Churchill and Lewis (1984) examined how over 1000 small firms adapted to a recession.  Fay and 
Medoff  (1985), through a small survey of 168 plant managers, examined the labor adjustment of firms in downturns 
and noted that firms retained more workers than were immediately needed.  Hultgren (1965) examined the indices of 
prices, costs, volume and profits of the aggregate manufacturing sector over several economic cycles and observed 
that unit costs move inversely with sales but with a lag.  Mascarenhas and Aaker (1989) analyzed strategy over the 
business cycle and concluded that firms adjusted their strategies significantly and asymmetrically over business 
cycle stages and there was no consistency in performance between up markets and down markets. Identifying and 
understanding the various strategies of different firms can provide managers with the capability to foresee the 
impact on industry structure and evolution.  Analyzing the variety of competitors within the industry can be 
immensely helpful in predicting future industry conditions (Kight, 1996). 

On the other hand, the impact of the business cycle on firm strategy has been neglected in strategy research 
(Bishop, Graham and Jones, 1984). This claim can be well applied to the restaurant industry. A firm that fails to take 
into account the changes occurring in the industry and the broader macro-environment will miss out on 
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opportunities, and will be vulnerable to external threats.  Inability to identify and respond to how external changes 
reflect on the industry cycle would subject the firm to serious competitive attacks.  Then, who are the winners in the 
market taking every possible opportunity from the cyclical nature of the industry?  Who are not?  In what manner 
does the industry cycle impact on an individual firm's performance?  How has the high performer been reacting to 
the change of the industry cycle?  In other words, is there a significant difference between high performers' financial 
practices and low performers' for different cycle phases?  

Dynamic relationships between the restaurant industry cycle and firm performance have been neglected in 
the literature. There has been no research that has empirically examined the interaction between the restaurant 
industry cycle and firm financial practices, and performance, which makes a richer understanding possible.  
Analyzing the dynamic relationships and revealing the financial practices of the high performing restaurant firms 
have merit for gaining competitive advantages in the market.   

 
 
Research Objectives and Context 
 

The industry business cycles are not as predictable as the calendar year seasons because they vary more in 
length and intensity.  However, the guidelines derived from the past historical practices in the cycle will provide 
enough information to identify the various business seasons and the type of financial performance to be expected 
from financial practices (including financing, investment, and dividend decisions) during that stage of the cycle.  
Especially, if we find financial strategies or patterns of financial practices of high performing restaurant firms, 
which are presumably significantly different from those of low performing firms, it could be important information 
for optimizing financial practices within a portfolio on the basis of the business cycle condition in the restaurant 
industry. 

 

The purpose of this article is to examine financial practices of high and low performing restaurant firms 
over the industry cycle.  Specifically, this study tries to capture the strategic financial practices of the high and low 
performers over the industry cycles and to find if there are any differences between high performers' financial 
practices and low performers'.  By doing so, this study tries to reveal the best financial practices of the restaurant 
firms over the industry cycles.  

 
Research Design 
 

The main research questions are: (1) Are there any significant differences between high performers and low 
performers in terms of allocating their financial resources for the changes of the industry cycles? (2) Are there any 
significant patterns of financial practices for high performing restaurant firms over the industry cycles? The research 
question that was raised through the above theoretical underpinning was framed into the following research 
proposition to be verified or empirically tested in the proposed research.  These research propositions are stated as 
follows: 

Proposition 1: It is believed that financial strategies practiced by high performing restaurant firms are 
independent of the cyclical fluctuations of the industry cycles. 
Proposition 2: It is believed that financial strategies practiced by low performing restaurant firms are 
independent of the cyclical fluctuations of the industry cycles. 

 

Firm Selection 
To answer the above questions, this study examined data on seven major family restaurants including Bob 

Evans Farms (NDQ-BOBE), Cracker Barrel (NDQ-CBRL), Luby’s Cafeterias (NYSE-LUB), Piccadilly (NYSE-PIC), 
Ryan's Family Steak (NDQ-RYAN), Shoney’s Inc. (NYSE-SHN), and Vicorp Rest (NDQ-VRES) for the period of 
1982-1998.  Selection of the family restaurant segment is based upon two fundamental criteria.  First of all, 
businesses in the segment are less vulnerable to the change of external business environment than other segments 
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such as the fast food restaurant segment. Other considerations are of a practical nature, such as the availability of 
long time series with as few interruptions as possible and availability of data with minimum delay.   

 
Classification of the firms 

 
The seven firms are classified in either high, neutral, or low performing restaurant firms over the same 

period.  Average annual Cash Flow Per Share (Cash Flow from Operations/average number of common shares 
outstanding) data series are used for measuring firm performance and classification of the firms. A step-by step 
procedure is as follows:  

 
1. Find the group (high/low performing firms) mean value of cash flow per share over the period 
2. Find the group mean absolute deviation  (MAD) value of cash flow per share over the period 
3. Use (1) and (2) for scoring the firm's performance.  If a firm’s performance changes in the same direction as the 

restaurant industry cycle and the difference reaches the MAD, a score of –1 (contraction) to +1 (expansion) is 
given.  An incremental score of 1 is assigned as it reaches another tier of MAD.  The total score received 
throughout the cycles of the restaurant industry determines the firms’ respective positions.   

4. High performing firms are those which receive greater or equal to the top 1/3 of the score in the score range.  
Low performing firms are identified as those which receive the bottom 1/3 of the score in the score range.  If a 
firm’s average score is in the middle 1/3 of the range, the firms are classified into "neutral."   

 

Selecting Variables 
 
This study, therefore, went through a review of sources of all restaurant industry financial data to find if there 

are any different variables from the above six variables.  The common financial variables used in the sources of 
restaurant industry's data are: cash flow per share, capital spending per share, book value per share, revenue, net 
income, operating profit margin, return on capital, return on assets, return on equity, current ratio, debt/capital ratio, 
working capital, cash & marketable securities, price-earnings ratio, dividend payout ratio, and earning per share.  
The following six variables represent proxies for measuring the three financial constructs (investment, financing, 
and dividend decisions): capital investment, current investment, debt-to-total capital, total debt-to-assets, dividend 
growth, and dividend payout ratio.  Complete data was unavailable for all six variables.  Conclusively, the following 
financial variables were selected for measurement: Capital Spending Per Share, Market Value of Common Share 
Outstanding, Earning Per Share, Cash Flow Per Share, Book Value Per Share, P/E Ratio, and Long-Term Debt.   
TESTING 

It is believed that each group (high and low performing restaurant firms) has different patterns of financial 
practices over the changes of the restaurant industry cycles. Financial practices according to the changes of the 
industry cycle are tested if there are no significant differences between two groups (high and low performing 
restaurant firms). 

This study adopts a non-parametric procedure to test the significant difference in practicing financial strategies 
between two groups of restaurant firms (high and low) over the restaurant industry cycles.  By ignoring information 
on the magnitude of change and considering only the direction of financial practices of high and low performers 
over the industry cycles, this study is able to construct 2 X 2 contingency tables recording a variety of financial 
practices as in Table 1.   

Table 1.  Contingency Table Form for Financial Practices (The Investment Decision for example) of High 
and Low Performers over the Industry Cycles 

 High Performing Firms (Capital Investment (%)) 

 
 

Expansion (+) Contraction (-) Subtotal 

Expansion (+) 
00n  01n  0n  

Contraction (-) 
 10n  11n  1n  

 
 
Restaurant 
Industry Cycle 

Subtotal 
0n  1n  N  
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Note: 0=i, 1=j 
 
The table 2 enables this study to measure the association between the financial practices (two-way directions 

including + and -) of different strategic financial variables of two different groups of restaurant firms using a 
conventional contingency table statistic.  A two-way contingency table analysis evaluates whether a statistical 
relationship exists between two variables.  

An important statistic that is not based on chi-square but that does use contingency tables is Kappa (k), 
commonly known as Cohen's kappa (Cohen, 1960).  Cohen (1960) proposed a chance-corrected measure of 
agreement known as kappa.  To calculate kappa we first need to calculate the expected frequencies for each of the 
diagonal cells assuming that events are independent.  Kappa is defined as 

 

∑
∑ ∑

−

−
=

e

e

fN
ff

k 0  

 
where of represents the observed frequencies on the diagonal and ef represents the expected frequencies on the 
diagonal.  As the formula says, the correction is applied.  In the numerator we subtract, from the number of 
agreements, the number of agreements that we would expect merely by chance.  In the denominator we reduce the 
total number of directions (events) by that same amount.  Kappa is a measure rather than a test.  Its size is judged by 
using an asymptotic standard error to construct a t statistic (that is, measure divided by standard error) to test 
whether the measure differs from 0.  A value of kappa greater than 0.75 indicates excellent agreement beyond 
chance, a value between 0.40 to 0.75 indicates fair to good; and a value below 0.40 indicates poor agreement 
(Cohen, 1960; SPSS Inc., 1997). 

If the two binary series are independent, then the above contingency table shows jiij nnn = .  With 

complete dependence, it shows that jiij nnn == ( 1,0=i ).  In this study, independence indicates that there is no 
contemporaneous relationship between the financial practices (expansions/contractions) of the high or low 
performing firms and the directions (expansions/contractions) of the industry cycles.  For example, the changes of 
the industry cycles have no effect on the high or low performers' strategic financial choices. This study proposed 
that financial strategies practiced by high/low performing restaurant firms are independent from the cyclical 
fluctuations of the industry cycles.   The following section presents the research results. 

 

 
RESEARCH RESULTS 

 
High Performers/Low Performers 

The scoring system classified Cracker Barrel (NDQ-CBRL) Ryan's Family Steak (NDQ-RYAN) into High 
Performers; Bob Evans Farms (NDQ-BOBE) and Luby’s Cafeterias (NYSE-LUB) into Neutral Performers; 
Piccadilly (NYSE-PIC), Shoney’s Inc. (NYSE-SHN), and Vicorp Rest (NDQ-VRES) into Low Performers. 

 
Practicing Financial Strategies over the Industry Growth Cycles and Their 
Patterns 

The preceding section classified the restaurant firms into high and low performers.  The distinct differences 
of financial performance were identified.  Then, how did the high/low performers exercise financial strategies over 
the industry cycles to become a high/low performer? The directions of the industry cycles (called "events" hereafter) 
and each group's directions in financial practices were examined in Figures 1 and Cohen's kappa (Cohen, 1960) was 
reported in Table 2 and 3.   
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Figure 1.  Financial Practices of the High and Low Performers over the Restaurant Industry Growth Cycle. 
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Note: AVG: Average value of financial variable of the high performing group (HIGH) and low performing group (LOW) 
 
Summary of Findings 

 
In the context of the propositions, this study has yielded the following results.  The first proposition states 

that "It is believed that financial strategies practiced by high performing restaurant firms are independent of the 
cyclical fluctuations of the industry cycles.   

The results for this proposition are mixed. Specifically, the high performing firms' financial practices 
regarding investment decisions measured by capital spending, and price earning ratio, and part of financing and 
dividend decisions measured by market value of common share outstanding are independent of the cyclical 
fluctuations of the industry cycles.  But, their practices regarding dividend decisions measured by the earning per 
share, investment decision measured by cash flow per share, and financing decisions measured by asset value per 
share and long term debt level are dependent on the events (Expansion/Contractions) in the Restaurant Industry 
Cycles.   

Conclusively, high performers exercise their capital investment (reflected by capital spending) and equity 
management (reflected by common shares outstanding and P/E ratio) independently while being less influenced by 
the industry swings.  They exercise, however, their working capital management (reflected by cash flow per share), 
earning management (reflected by EPS), asset management, and long term debt management quite dependently 
while being more influenced by the industry swings. Table 2 summarizes these results. 

 
Table 2.  Summary of the Kappa Measure of Agreement for the Events (Expansion/Contractions) in the Restaurant 

Industry Cycles and those of High Performers' Financial Practices 
Financial Practices Significant Relationship with 

the Events in the Industry 
Cycle? 

Direction Kappa level 

Capital Spending No No pattern .000 
Common Shares 
Outstanding 

No*  
 

No pattern .000 

EPS Yes Same direction .355 
Cash Flow Per Share Yes Same direction .355 
Book Value- Asset Yes Same direction .250 
P/E No No pattern .059 
Long Term Debt Yes Same direction .250 

Note: * significant for contraction strategies. 
 
 

The second proposition states that "It is believed that financial strategies practiced by low performing 
restaurant firms are independent from the cyclical fluctuations of the industry cycles.  The results for this 
proposition are mixed but the financial practices exercised by the low performing firms are most likely independent 
from the events in the industry cycle.  Although some financial practices are related to the events in the industry 
cycle, the directions are opposite to the events in the industry cycle.  Specifically, for all of the selected financial 
strategies except common shares outstanding and long-term debt, the low performers practice them independently 
from the cyclical fluctuations of the industry cycles.  Even for common shares outstanding and long-term debt 
strategies, they practiced their strategies in directions opposite the events (Expansion/Contractions) in the Restaurant 
Industry Cycles.  Table 3 summarizes these results.  
 
Table 3.  Summary of the Kappa Measure of Agreement for the Events (Expansion/Contractions) in the Restaurant 

Industry Cycles and those of Low Performers' Financial Practices 
Financial Practices Significant Relationship with 

the Events in the Industry 
Cycle? 

Direction Kappa level 

Capital Spending No No pattern .000 
Common Shares 
Outstanding 

Yes  
 

Opposite direction -.419 
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EPS No No pattern .097 
Cash Flow Per Share No No pattern -.161 
Book Value- Asset No No pattern -.067 
P/E No No pattern .059 
Long Term Debt Yes Opposite direction -.500 

 

The high and low performing restaurant firms have different patterns of financial practices for the changes 
of the restaurant industry cycles.  The high performers' financial practices of capital spending, market value of 
common shares outstanding, and price earning ratio are independent of the cyclical fluctuations of the industry 
cycles. The high performers' financial practices of EPS, CFPS, book value per share, and long term debt 
management are dependent of the cyclical fluctuations of the industry cycles. The low performers' financial 
practices of capital spending, EPS, cash flow per share, book value per share, P/E ratio are independent of the 
cyclical fluctuations of the industry cycles. The low performers' financial practices of market value of common 
share outstanding and long-term debt are dependent of the cyclical fluctuations of the industry cycles, but they 
practices their strategies in directions opposite the cyclical fluctuations of the industry cycles. 
 
 

CONCLUSION 
 

This study was an attempt to gain a possible advantage for the industry cycle study.  It examined the 
financial practices of high and low performing restaurant firms over the industry swings.  Industry analysis is the 
starting point for almost any strategic plan.  It is the process through which managers can evaluate the factors within 
the environment critical for business success (Bernhardt, 1993).  To have an effective strategy, competitive 
intelligence should focus on information related to competitor analysis, environmental trends, and market dynamics 
(Sammon, Kurland, and Spitalnic, 1984; Cartwritht, Boughton, and Miller, 1995). Analyzing the variety of 
competitors within the industry can be immensely helpful in predicting future industry conditions (Kight, 1996). 
This study found that there are significant differences between high performers' financial practices and low 
performers'.  The patterns of exercising their financial strategy over the industry cycles are different.  The results 
presented in the previous sections will provide significantly different financial strategies of high and low performing 
restaurant firms.  Accordingly, the results can provide managers with the capability to foresee the impact on industry 
structure and evolution, and to gain founding information for exercising their best financial practices.  Analyzing the 
dynamic relationships and revealing the financial practices of the high performing restaurant firms over the industry 
cycle will provide competitive advantages in the market.   
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ABSTRACT 
A growing and increasingly competitive international student market is forcing universities, especially those in the 
English speaking countries, into re-thinking how to remain competitive. One important bench mark is student 
satisfaction. This paper draws on interview data from nine Australian universities to look at how the cultural 
differences have impacted on their learning and living experience in Australia and in particular how the cultural 
differences impact on their stress levels and how they cope with the issue of integrating into the local community. 
We argue that a significant proportion of international students studying in Australia do experience difficulties such 
as discrimination and bad treatment; which causes high stress levels. The implication of this argument is that the 
government and the university sector should pay increased attention to this aspect of student need. Further relevant 
parties at the government level should also be alarmed by the funding of this research and policies to address the 
issue of international students’ well-being should also be considered. 

INTRODUCTION 
The international tertiary student (or mobile students by UNESCO) market has surged by 41% from 1.75 

million to 2.5 million between 1999 and 2004 in over 200 countries in the world (UNESCO, 2006). According to 
Hendrik van der Pol, UIS (UNESCO Institute of Statistics) director, the driving force behind the internationalisation 
of higher education internationalisation comes from African, Arab and Chinese students (UNESCO, 2006). This 
demand is predicted to grow to 7.6 million in 2025 (Bohm, 2003). It is predicted that 3.4 million will study in one of 
the five major English speaking countries: US, UK, Australia, Canada and New Zealand (Bohm, 2003). 

The international student market to Australia is a 6 billion dollar industry which has taken over wool export 
in 2004 (DFAT, 2004). Despite a slow down internationally, the Australian universities continue to attract overseas 
students successfully. There has been a nearly 7% growth in the 12 months to August 2006 (Maslen, 2006) and it is 
now an export industry of 9.8 billion (Maslen, 2006; Slattery, 2006). The total numbers of international students 
studying in Australia were 179,619 in 2005 (UIS, 2005). 119,737 (67%) were Asian students. An outlook on the 
global demand for Australian international higher education is predicted to reach 658,104 in 2025 or 19.3% share of 
the major English-speaking countries. The Asia region will represent 93% of the demand (Bohm, 2003). Australia, 
being the 3rd world largest higher education services exporter after the US and the UK (Harman, 2004), nevertheless 
has the highest proportion of international students who make up 12.6% of all higher education students. In 
comparison, in 2000 the percentage in the US was 3.2%, 3.8% in Canada and 10.8% in UK (OECD, 2000). This 
demonstrates the important position of international students in the Australian higher education system. 

In this paper we will look at the impact of cultural difference on international students’ experience of living 
and studying in Australia. It begins with discussion of overcoming the cross-cultural barriers. Using interviews of 
200 international students from nine Australian universities we investigated the cross-cultural experience of 



 ©Copyright 2007 by the Global Business and Technology Association   167 
 

international students and how they integrated into the Australian community, how they formed friendship, issues of 
social activities, racial and religious issues and their education experience and how to overcome barriers while 
studying in Australia. Using the data collected from nine universities in Australia, we attempt to discover the 
situation they currently encounter. In doing so, we make recommendations for further improvements for institutions 
and government bodies in the attempt of assisting students to overcome cultural barriers. This in turn will improve 
their experience and academic performance. 

OVERCOMING THE CROSS-CULTURAL BARRIERS 
Students do face a major challenge while studying overseas – to adjust to very different roles and systems 

(Biggs, 1994; Hanassab, 2006; Varga-Atkins & Ashcroft, 2004; Yap, 1997). It is not surprised that cultural shock is 
a major problem for international students (Ward, Bochner, & Furnham, 2001) because among many of the reasons 
that students seek to study overseas, the desire to gain better understanding of the “west” is one of the reasons that 
they come to Australia (Mazzarol & Soutar, 2002). As Luzio-Lockett (1998) suggested, the international student is 
“taken into a different education system, which brings with it its own inherent problems of adjustment”. Earley and 
Ang (2003) suggested such adjustment not only requires a cognitive understanding of the new culture but also a 
person’s motivation to engage the new culture. The feeling of culture shock and isolation carries with it the potential 
for alienation, loneliness and withdrawal (Tomich, Mcwhirter, & Al., 2003) which impact on their living and 
learning process while overseas. A constant motivation is not easy when they are consistently facing impediments. 
The effect of cultural shock cannot be underestimated, especially if we realise that it extends far beyond language, 
customs and legal systems. To identify the problem and then address the problems is an important task to ensure a 
positive experience of the international students overseas. 

To assist international students in overcoming the cultural difficulties when studying in Australia has 
several significant important values for students, institutions, government bodies, Australian communities as well as 
the international communities where the international students come from. Inability to cope with cultural difficulties 
increases the students stress level and will impact on their academic performance as well as their well-being. These 
will further impact on the Australian institutions when delivering the most wanted Australian education. On one 
hand, poor performance may impact on the quality branding of Australian tertiary education as a whole; on the other 
hand, students’ well-being may increase the costs of students’ services which is currently under funding cuts by the 
government. From the government point of view, a large number of the students seek to remain in Australia after 
their education (Baas, 2006), poor academic performance will impact on government policies and the future of 
migration rules. Further, inability to deal with cultural difficulties impacts on their integration with local community 
and this raises concerns for their family and their local communities overseas. Since identified earlier the importance 
of economic contribution of tertiary education to Australia as a major export market, identifying the culturally 
related difficulties and addressing them will be critical for all parties involved especially the students.  

METHOD 
The research project owes much of its significance to the method utilised. Unlike previous studies, which 

have tended to be survey based, the data was collected by qualitative interviews obtained via structured, in-depth, 
face-to-face conversations with 200 international students (99 females and 101 males) from 9 universities 
(Melbourne, Ballarat, Sydney, New South Wales, Deakin, Victoria, Swinburne, Royal Melbourne Institute of 
Technology and Central Queensland). The interviews were conducted on a one-to-one basis in quiet locations for 
typically 30-50 minutes and covered a range of areas touching on the social and economic security of international 
students, from finances, accommodation and work; to languages, networks and family; to relations with authority; to 
intercultural experiences and personal safety. Summative data from the study were released in April 2005 (Deumert 
et al, 2005a; 2005b). This paper focuses on cultural differences and their impacts on international students and other 
papers are being prepared on student loneliness, work, finances, language use, cross-cultural relations including 
experiences of racism and discrimination, and dealing with government and university authorities. 

The universities named above cooperated in the selection and self-selection of student interviewees, and 
provided facilities (normally a room centrally located on the main campus site) in which the interviews took place. 
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Each vice-chancellor granted permission for the conduct of the research on the grounds that the interviewees would 
together constitute a single pool of data that would not be disaggregated by institution, or otherwise used for the 
purposes of comparing the performance of, and/or services of, each university to those of the others. In a highly 
sensitive market, in which comparative judgments have commercial implications, we would not have been able to 
gain access to student interviewees within the boundaries of the normal requirement for permission to research, 
unless we had given this condition. Consequently the researchers did not study closely the particular mix of services 
provided by each institution, or seek to relate the comments made in interviewees with the particular circumstances 
of the universities in question. No doubt this has led to some under-identification of the universities’ services, 
including particular problems and weakness in those services.  

The interactive nature of the qualitative method employed provides a meaningful picture of the 
international student experience in Australia. The interviews were designed to gain knowledge of basic demographic 
information and responses to 8 clusters of questions. The demographic information obtained included student name, 
university, degree, and gender. The clusters of questions sought information concerning particular topics. 
Specifically, Cluster 1: The interviewee and the interviewee’s prior assumptions about studying abroad; Cluster 2: 
living arrangements; Cluster 3: financial arrangements; Cluster 4: language and language use; Cluster 5: networks, 
organizations and support systems; Cluster 6: financial problems and work issues; Cluster 7: dealing with 
authorities; and Cluster 8: Social risks and social protection. Students were asked each question and elaborated 
answers were encouraged. The interviews were audio taped and transcribed prior to analysis. For the purposes of 
this paper, data was drawn mainly from Clusters 1, 2, 3 and 5. However, as is the nature of qualitative interviews, 
relevant information was found in a number of other clusters. Both quantitative and qualitative methods were 
utilised to analyse the data.  

FINDINGS AND DISCUSSION 

Cross-cultural experience and barriers to integrate into the Australian 
community 

In studying the cross-cultural barriers, language is one of the first obvious factors that international students 
have to deal with especially those who are from a non-English speaking background. All students who are admitted 
into universities must satisfy requirements of English language entry level scores. For all the students coming to 
Australia for tertiary studies, they must meet a minimum language requirement or institution requirement. In 
general, this is IELTS 5.5 or 6.0 for most of the foundation and undergraduate studies and 6.5 for most of the 
postgraduate studies (Chung, Kelliher, & Smith, 2006a). The limitation of these test scores is that the students’ 
comprehension levels may vary despite that they reach the required entry scores. Some students have been using 
English at home however when they are in Australia, they sometimes struggle to understand everything properly.  

 “Quite… one would be, number one would be language. Although we speak English, but most of them would not 
understand us so we need to like, put on this pseudo-accent. I think it’s very much Asian and Caucasian thing.” 
(S69, Female, 22, Mass Communication, Singapore) 

One of the important elements to consider from the point of view of international students is English is not 
their first language. Some of the processes such as comprehension, reading speed and other academic skills are often 
different when they studied at their home countries. Often when problems occur, use language difficulty as their 
only explanation has been an effective method in stopping us in searching for further explanations. Students and 
staff use the phrase “it’s a language problem” to explain all types of issues such as culture, value, customs and 
context. Using language as an excuse could be a deadly trap that no further investigation is conducted in finding out 
the exact cause of the problems. This could also lead to further disappointment that after it’s identified as a language 
problem, the approach to a solution is generally been concluded. Although to most of the international students, 
especially the Asian students, English is not their first language, however for many, such as Indians and 
Singaporeans, English is used as their official language and often at home as well. This often resulted in students 
who were brought up in an English speaking environment but they could be speaking the language-English 
differently from Australians. The biggest gap however can be identified is context. Especially for those who just 
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arrived, speaking English in a totally different context is what was causing the problems. So far universities have 
mostly set up departments, programs and sections in supporting the students with language studies (Catterall, 2003; 
Chanock, 1994; Chung et al., 2006a; Cootes, 1994; Kokkinn & Stevenson, 2003). Language plays an important role 
in their pursuit of academic studies as well as social encounter (Hawkins & Bransgrove, 1998). 

Friendship and Isolation 

Language ability is essential for their academic studies. We were not able to collect enough numbers (27 
out of 200) to establish a statistical stance from the students surveyed about the importance of language when 
making friends. However, when asked if they were feeling any difficulties in making friends here in Australia, a 
mutual age student from Brunei commented: 

“sometimes I find that yes, sometimes I do find that true, because some people they just can’t step out of culture like 
my ….. in Brunei we always have different people because we have different kind of people coming to Brunei, but I 
find it here that some of them are not that way because they just can’t accept other people.” (S1, Female, 35, 
Ceramics, Brunei) 

Cultural differences have been identified as major barriers when establishing friendship with Australians. A 
student of Pakistan origin but have lived and studied in Dubai commented:  

“No, not many locals [friends] because they have the difference (sic). They don’t – how should I put it? It’s easier 
for you to – for me it wasn’t tough to mix with the locals. I did mix with them but the thing is they tend to be….I 
would say they are materialistic. Not all of them, don’t get me wrong on that, but when you tend to be you know 
studying with them, they would be in contact with you, but after that I’ve had some really bad experiences, but then 
once you get [to] used to everything, but now I am more into people from my country because the more you get into 
the atmosphere the more you get from it.”(S10, Male, 19, Commerce, Accounting and Law, Pakistan) 

The most common feedback about Australian students from the international students is that they are 
friendly to talk to. Although some international students felt that they always have to make the effort. The major 
difficulty is to establish a friendship beyond classroom relationships and required group work.  

“Yeah, I do (have local friends), but not like very close to them, because I think they have different lifestyle. Our 
thinking is different as well but they are very nice to talk with. Mostly they are friends from my course. Yeah, 
sometimes, we met in school we talk together but we never like hang out together outside.” (S119, Female, 21 
Commerce, Indonesia) 

The development of technology has made education internationally possible without having to be away 
from home. Students and their families choose to come to Australia to live is for the purpose of gaining knowledge 
and understanding of the West (Mazzarol & Soutar, 2002). Establishing friendship with local students is an obvious 
vehicle in achieving this objective. 

Difficulties in make friends with Australian students could impact on their academic performance 
(Bochner, 1986). This was obvious when they needed to form groups for group work. Australian students prefer 
working with other Australian students. Previous research has also confirmed that difficulties adjusting to a new 
culture can seriously impact on their performance (Bochner, 1986). Even when international students were 
successful in forming groups with local students, and work with them, it was noted that friendship did not develop 
from that. As soon as the work finished, contacts were finished. On rare occasions when international students 
finally form friendship with someone, it was usually not long lasting. In the process of desperately seeking for 
friendship, international students revert back to forming relationships with their country people and for the some 
they opt for other international students. The inability of making friends with local students led to students seeking 
friendship from other international students and students of the same culture.  
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“I feel that I think there’s a common – I notice that if it’s Asian to Asian it’s easier. This is what I notice, but even in 
my course I feel there’s like this little gap between like these local Australian students and the Asian ones. Of course 
they still mix but you see there’s quite a – like in this group includes local assignments they usually stick together. 
Probably it’s easier to communicate probably more communication and we Asians tend to stick together.” 

Students found their lives in Australia are often boring, isolated and lonely since they are away from their 
network, family members and more importantly the populated neighbourhood and community. This is somewhat 
understandable at the beginning of their studies when they first arrive. 

“The first half year was quite lonely. I’ve got a friend. She’s over from Hong Kong. She studies with me and came 
together so we share the feelings with each other.” (S9, Female, 23, Nursing, Hong Kong) 

Table 4 Difficulties in making friends from different cultures 

 Frequency Percent Valid Percent 
Cumulative 

Percent 
 49 24.5 24.5 24.5 

Yes 86 43.0 43.0 67.5 
No 65 32.5 32.5 100.0 

Valid 

Total 200 100.0 100.0  

86 (43% out of total) students stated that cultural differences are barriers in relationship building. This 
number represents 60% of the students who provided information for this question. As indicated in the literature, 
one of the main drivers for international students to pursue overseas experience is to learn the culture especially 
something “western” (Mazzarol & Soutar, 2002). It appears that it is this “culture” - what they came to learn, is the 
act of a barrier to their learning. 

“[language is] not really a problem but I don’t know how to say it – the culture is quite important too because 
people from different culture have different topics you know and when they’re talking sometimes it’s quite hard to 
really make close friends with other people from other culture.” (S9, Female, 23, Nursing, Hong Kong) 

Our finding of the difficulties that international students have been experienced in establishing friendship 
with local students at such a high level (table1) should be a concern for institutions, community and government 
bodies. The fact that students also communicate frequently with their families and friends back at home, it is 
obvious that their problems such as unable to make friends with locals would be communicated. This will have two 
levels of concerns: 1. Their parents will be worrying about their children especially those who are of younger age; 2. 
Asian consumers in general are more susceptible to normative interpersonal influence (D'rozario & Choudhury, 
2000) therefore the concern of not been able to learn enough about the West may impact on their future decision-
making process.  

Overcoming cultural barriers does not only help with making new friends, it also helps with living and 
studying in Australia. It helps with understanding the community and its people involved. In turn it will help with 
the integration within the community. Below is a typical situation where students were not explained all the policies 
and rules in advance, when they breach the policies they were still not made understood the reason and policies 
behind the actions.  

“I stay in the accommodation for a few days when I first come here. [then] I found a house and I wanted to move 
over there and I don’t want to stay in the university anymore. ……[the officer] the lady just said ‘oh, how come, 
why, and if you don’t stay there we don’t have any people stay in the room and you have to pay the fees for the 
empty room even though you don’t stay there. And I said ‘how long?’ she said ‘I don’t know, probably three weeks 
or three days or three months until someone stay in the room otherwise you have to pay for a year maybe’. I was 
quite upset because I’m the one who go into the office waiting for her for 45 minutes to see her and let her know…… 
and I would like to pay the money for the ten days when I live there……I/m the one who is doing this and she just 
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say ‘no you can’t leave, yes, you can leave but you have to pay the money……’ I was really upset about it……” (S9, 
Female, 23, Nursing, Hong Kong) 

Despite the difficult illustrated how the international students found it was difficulty to integrate in to the 
community. The desire from students to be included and “fit in” is no doubt evidenced this research and research 
shows the benefit of social ties with locals (Kashima & Loh, 2006) however our research clearly identified needs for 
the strengthening of this connection.  

Social activities  

The social and culture issues are important to international students especially for their age groups (table 1). 
We set to find out how students make up the lack of social interaction while studying in Australia.  

Table 5 Age distribution (n=200) 

 Frequency Percent Cumulative Percent
Valid . 3 1.5 1.5

  18-20 17 8.5 10.0
  21-30 131 65.5 75.5
  31-40 43 21.5 97.0
  41-46 6 3 100.0
  Total 200 100.0  

We found they are frequently in touch with their families, relative and friends back at home. Our survey 
showed that 97.5% of them have contact with parents, family members and siblings. Not even one student stated that 
he/she had no contact. 79% of them had frequent contact or frequent and regular contact.  

Table 6 Frequency of contact with home (n=182) 

  Frequency Percent Valid Percent
Cumulative 

Percent 
Valid   18 9.0 9.0 9.0 

  frequently 138 69.0 69.0 78.0 
  Frequently and 

regularly 2 1.0 1.0 79.0 

  sometimes 18 9.0 9.0 88.0 
  seldom 2 1.0 1.0 89.0 
  regularly 22 11.0 11.0 100.0 

Total 
200 100.0 100.0  

We observed very close and frequent contacts between the students and their families and even friends back at 
home. By trying to explain the phenomenon with age is not a sound method because table 1 shows that only 8.5% of 
the students who are considered younger age students of 18-20. Contact with families is clearly used as a form of 
support which they need.  

This need of support, cultural and social integration have previously found in research into immigrants 
(Kashima & Loh, 2006; Ward, 2002). In fact, Kashima and Loh (Kashima & Loh, 2006) argued that this social 
cultural adjustment need in international students is greater and this further impacted on their learning patterns.  

Racial and Religious issues  
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Alarmingly, close to 50% of the students have had bad experience or treatment which they consider are 
race related. The student identified above could have been the worst case scenario the large numbers should draw 
the attention of authorities and institutions. 4% (8) weren’t sure if their experiences would be considered racial 
based. Only 40% were definite that they did not have any bad treatment or discrimination experience. 

Table 7 Discrimination or Bad Treatment Experience (n=185) 

  Frequency Percent Valid Percent Cumulative Percent
Valid   15 7.5 7.5 7.5

  Yes 97 48.5 48.5 56.0
  No 80 40.0 40.0 96.0
  Hard to 

say 8 4.0 4.0 100.0

  Total 200 100.0 100.0  

Although some incidents were questionable because they were based on individual’s interpretation. A 
number of students stated incidents where they considered racist. The following incident perhaps can be clearly 
defined as racist situations.  

“it’s one of my classmates but I don’t know whether she meant it or not but it’s just that I get offended sometimes 
like when she called me a stupid Muslim or something and used to be Asian, and when we talk about families. I 
know that in Islam men are allowed to have four wives right, so and then because I do believe that as a woman in 
Islam we do respect the husband. I’m not saying the other cultures don’t do that okay, but we started to talk about 
this and that, and you know we don’t just simply cross with your husband or something and then this classmate of 
mine she just like – ‘I don’t like that and you and your stupid brothers’ – and that is really offensive you know.” (S1, 
Female, 35, Ceramics, Brunei) 

For the same person, her religion was clearly an issue that was causing her grieve.  

“I wear my headscarf back in Brunei but now when I first came here last year I was paying…… I walk with my 
headscarf to school and everybody was staring at this me and I wore that headscarf for three days and then I started 
telling myself that it’s not safe because I don’t feel safe with people staring at me. Instead of them admiring you 
wearing your headscarf or it’s just another they don’t like it, so I decided not to wear that and then when I came 
here this year I decided I want to wear my headscarf again, so until there was this … well we were in the club 
somebody threw some stones, you know to the window and the next week they pointing a red pointer light on to me. I 
thought it was me but I just kept quiet because I thought probably I’m just imagining thing. Then that happed for 
three times so I told my teacher that I don’t feel safe. Is it because I’m wearing my scarf and my teacher said ‘yes’. 
Well actually the first time when they threw the stone my teacher realised that and he was trying to catch kids but 
they run off. It’s some of the students.” S1, Female, 35, Ceramics, Brunei) 

A Japanese student believed that Australian Caucasians are racist against Asians.  

“There is always this discrimination going on in Australia between Caucasian and Asian. Like in high school there 
is this Asian group, and Caucasian group but I was in the boarding house and I was talking to everyone, still there 
was a bit of discrimination, but in uni, they are totally separated and I have no chance to talk to …. Yeah you don’t 
call it discrimination… just segregation.”(S118, Male, Medicine, Japan) 

Also the students themselves opted out to suggest there is such division based on conscious discrimination; 
the following incident is no doubt a clear case of bad treatment. 

“Discrimination I would say. it’s may be isolated when I walked around people shouting at me there was once 
people throw an egg  at me”(S138, Male, 20 Architecture, Malaysia) 
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As a result, symptoms which might not have a racial intension were often interpreted by international 
students as racist events which could have been a harsh judgement. But when they have little prior knowledge and 
little experience and/or new knowledge about the country and its people, it is not usual to be judgemental. Overall 
the general negative feeling about Australia and Australian students should be a serious concern for the universities 
and the government. Because the negative flow on effect from this will affect on the future of Australian education 
export. While discrimination and bad treatment to international students is observed in other parts of the world 
(Nieto, 2004), it is recognised that unfavourable experiences and relations with host nationals do cause serious 
psychological affect of the well-being of international students (Paige, 1990). Only 40% of the students surveyed 
were definite that they did not have any bad experience at all. Nearly half (48.5%) of them had discriminatory or bad 
treatment experience. This high level of bad experience should draw the attention of relevant authorities should that 
be government bodies, institutions and even the community. On one level, this will give Australia a reputation of a 
racist country; on the other level, students come to Australia for cultural experience and understanding. Bad 
experience will eliminate them from achieving this goal. Further for Asian students, personal influence will have 
stronger impact on the future students. Morally, institutions should be concerned of their well-being while studying 
in Australia. 

Education experience 

As shown in the literature, quality of education is one of the factors that attract international students to 
Australia (Mazzarol & Soutar, 2002). Since the students are away from home, quality of teaching is not the only 
element students are looking for. Support and guidance is what determines their level of satisfaction. 

“I found that the staff, I mean the teaching staff here is quite helpful. They will just ask you ‘Stephanie if you’ve got 
any problem just come to see me, talk to me any time. They’re quite helpful.” (S9, Female, 23, Nursing, Hong Kong) 

Students not only required the support for staff academically, they are also looking for cultural 
understanding, empathy and fair treatment. 

“Oh, the teachers are so good. They’re so cooperative and so understandable. They’re really open-minded, they’re 
not arrogant. They don’t like argue with you. Whatever is logical and rational they will do it. If I’m good they will 
help me. If I’m not good it’s not worth it. They won’t waste their breath on me. It’s like that. I think that’s pretty fair. 
It’s really, really fair.” (S11, Female, 21, Commerce and Accounting, Bahrain)  

Educating international students not only earn the export dollars for Australia, it is also an avenue of 
promoting Australian culture and awareness of Australia internationally. Evidence from before, parents who were 
educated in Australia have a strong tendency of sending their children back to Australia to be educated again. Since 
the Colombo plan, not only a large number of students who were educated here stayed and made their contribution 
to the Australian society, culture and economy, they continue to make further contributions in ways of improving 
culture exchange, and promoting Australian products, culture and experience internationally. The current Lord 
Mayor of Melbourne City John So is the best example of this education benefit to Australia. Poor experience is 
serious for the Australian education export industry. From all angles attention must be paid to improve international 
students’ positive side of the experience in Australia.  

“I never thought that it would turn out that way because I thought that part of the country you should help each 
other, but that was the most disappointing thing happening to me and from that experience and another experience 
in my class, like I tell my friend called me stupid Muslim, then I told my family when I went back last year for ……. 
I’m not going to continue, never again, but then because I don’t want to upset my eldest brother, because he has 
helped me a lot, I think maybe he can see the future so I just accept it. He says it won’t be long then you’ll be back 
with us.” (S1, Female, 35, Ceramics, Brunei) 

International students come to Australia for quality education. This does not only apply to the quality of 
teaching. It is a packaged experience consisted of many elements such as teaching and research qualities, the 
friendliness and the quality of staff. A positive cultural experience is a very important part of this package. Should 
this be seen as a single job for the tertiary institutions only? We’d like to argue for a whole community involved 
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effort to improve our studying and living environment for the international students. It’s perhaps more of a moral 
pursuit for the large proportion of the community. We certainly like to argue for initiatives, contribution from the 
Australian government that organisations such as Austrade may be able to play an active role since they now have a 
portfolio in education.  

Although universities have all set up services such as counselling to provide support to international 
students, students prefer to go to their lecturers and tutors first regardless of the nature of the problem. Several 
reasons are behind this: 1. for high context culture students, communication is based on context, background 
information and understanding of culture; 2. for CHC students (Chung, Kelliher, & Smith, 2006b) they require more 
personal contact. Their lecturers and tutors are people they have more frequent contact with therefore they are more 
comfortable with them. In comparison when they seek for help from student services, it often depends on whom 
they get at the counter. This could mean that for one problem, they had to deal with several different people and 
explain their problems several times. Especially if the problems or issues are sensitive issues, they will not like it; 3. 
culturally, the CHC students have more respect towards their lecturers and tutors especially if they are more mature 
age.  

“There are a few different places. I know there is a support system to help you in academic work. I didn’t go to see 
them I think because I’m too busy and I can ask help from …… I usually ask my lecturer who teach at the uni if I 
have any problems or classmates.” (S2, Female, Management, Malaysia) 

This creates several problems for academics. First of all, problems they are presented with may require 
professional assistance that academics themselves may not necessarily be trained in dealing with these issues. 
Secondly, the expectations from international students may not be able to be met by academics due to lack of 
resources and experience therefore problems remain. Thirdly, with Australian education system, academics are 
prescribed with workload and spending much time resolving students’ personal problems may mean that they may 
not be able to perform their other duties. Hence, some will be reluctant to do.  

Australian teaching staff are generally well qualified and experienced in teaching however it is questioned 
whether they indeed have the level of cross-cultural knowledge, experience and skills to deal with the international 
students. They often meant well but their communication with internationals students are totally out of the context 
that these students can understand. International students either don’t understand the requirements from the teaching 
staff (Chung et al., 2006b) or mis-understand their intension totally. Especially if they were under pressure to 
perform. 

CONCLUSION AND RECOMMENDATIONS 
In short, international students are not having a smooth sailing in Australia as their studying experience. 

Institutions such as hosting universities may take a more pro-active approach in addressing some of the issues. This 
may be carried out through student services. At the government policy level, it is suggested that policies may be put 
into place in helping international students to better their time spent in Australia. Pre-departure cross-cultural 
training should be made available upon receiving their visas to come to Australia. This should further be linked to 
student services as apart of the follow up services provided from these training courses. Not only students are better 
prepared this way, they will also be tracked via the follow up service that their progress will then be monitored to 
ensure the quality of the results. 

REFERENCE 
Baas, M. (2006). Students of Migration: Indian Overseas Students and the Question of Permanent Residency. People 
and Place, 14(1), 9-24. 
 
Biggs, J. (1994). What Are Effective Schools? Lessons from East and West. Australian Educational Researcher, 
21(1), 19-39. 
 



 ©Copyright 2007 by the Global Business and Technology Association   175 
 

Bochner, S. (1986). Coping with Unfamiliar Cultures: Adjustment or Culture Learning? Australian Journal of 
Psychology, 38, 347-358. 
 
Bohm, A. (2003). Global Student Mobility 2025 Analysis of Global Competition and Market Share. Sydney: IDP 
Education Australia Limited. 
 
Catterall, J. (2003, November ). The Language and Academic Skills Advisor in the Teaching Partnership: What 
Should Be Our Role? Paper presented at the Language & Academic Skills National Conference, Adelaide. 
 
Chanock, K. (1994). Disciplinary Subcultures and the Teaching of Academic Writing. Paper presented at the 
Conference Integrating the Teaching of Academic Discourse into Courses in the Disciplines, Melbourne. 
 
Chung, M., Kelliher, M., & Smith, W. (2006a). Managing Academic Support for International Students: The 
Appropriateness of a Learning Support Unit in an Australian Tertiary Institution. Paper presented at the ISANA 
conference, Sydney. 
 
Chung, M., Kelliher, M., & Smith, W.,(2006b). Managing Academic Support for International Students: The 
Appropriateness of a Learning Support Unit in an Australian Tertiary Institution. Paper presented at the 17th 
ISANA International Conference, Sydney, Australia. 
 
Cootes, S. (1994). Issues in Collaboration between Academic Skills Teachers and Subject Teachers: Two 
Approaches to Integrating Academic Skills Teaching with Subject Tutorials. Paper presented at the Conference 
Integrating the Teaching of Academic Discourse into Courses in the Disciplines 
 
D'rozario, D., & Choudhury, P. K. (2000). Effect of Assimilation on Consumer Susceptibility to Interpersonal 
Influence. Journal of Consumer Marketing, 17(4), 290-307. 
 
Earley, P. C., & Ang, S. (2003). Cultural Intelligence: Individual Interactions across Cultures. Stanford, CA: 
Stanford University Press. 
 
Hanassab, S. (2006). Diversity, International Students, and Perceived Discrimination: Implications for Educators 
and Counselors. Journal of Studies in International Education, 10(2), 157-172. 
 
Harman, G. (2004). New Directions in Internationalising Higher Education: Australia's Development as an Exporter 
of Higher Education Services. Higher Education Policy, 17, 101-120. 
 
Hawkins, K. G., & Bransgrove, T. (1998). International Students in Australian Universities. UNICORN, 24(1), 65-
70. 
 
Kashima, E. S., & Loh, E. (2006). International Students' Acculturation: Effects of International, Conational, and 
Local Ties and Need for Closure. International Journal of Intercultural Relations, 30, 471-485. 
 
Kokkinn, B., & Stevenson, M. (2003, November). Meeting the Challenges of Learning Support for on-Campus, Off-
Campus and Offshore Students in a Multi-Campus University. Paper presented at the Language & Academic Skills 
National Conference, Adelaide. 
 
Luzio-Lockett, A. (1998). The Squeezing Effect: The Cross-Cultural Experiences of International Students. British 
Journal of Guidance and Counselling, 26(2), 209-223. 
 
Maslen, G. (2006). Student's Origins Are a-Changing'. The Australian Financial Review. 
 
Mazzarol, T., & Soutar, G. (2002). "Push-Pull" Factors Influencing International Student Destination Choice. The 
International Journal of Educational Management, 16(2), 82-90. 
 



176 ©Copyright 2007 by the Global Business and Technology Association 
 

Nieto, S. (2004). Racism, Discrimination and Expectations of Students' Achievement. In Canestrari, A. S. & 
Marlowe, B. A. (Eds.), Educational Foundations: An Anthology of Critical Readings (pp. 44-63). Thousand Oaks, 
CA: Sage Publications. 
 
Paige, R. M. (1990). International Students: Cross-Cultural Psychological Perspectives. In Brislin, R. W. (Ed.), 
Applied Cross-Cultural Psychology (pp. 161-185). Newbury Park: Sage. 
 
Slattery, L. (2006). Growth Lies over the Horizon. The Australian Financial Review, p. 38. 
 
Tomich, P., Mcwhirter, J., & Al., E. (2003). Personality and International Students Adaptation Experience. 
International Education(33), 1. 
 
Varga-Atkins, T. A., & Ashcroft, L. (2004). Information Skills of Undergraduate Business Students - a Comparison 
of UK and International Students. Library Management, 25(1/2), 39-55. 
 
Ward, C. (2002, November 13, 2002). Expectations and Experiences of International Students in New Zealand. 
Paper presented at the ATLAANZ Conference. 
 
Ward, C., Bochner, S., & Furnham, A. (2001). The Psychology of Culture Shock (2nd ed.). London: Routledge. 
Yap, C. (1997,  Teaching Overseas Students: The Case of Introductory Accounting 
 
 
 



 ©Copyright 2007 by the Global Business and Technology Association   177 
 

THE ROLE OF ENTREPRENEURIAL ORIENTATION 
ON FIRM PERFORMANCE AND THE  

POTENTIAL INFLUENCE OF RELATIONAL 
DYNAMISM. 

 

Max Coulthard, Monash University, Australia 

 

ABSTRACT 

This study examines the usefulness of Lumpkin and Dess’ (1996) Entrepreneurial Orientation (EO) 
construct in measuring performance.  A review of four previous exploratory research projects covering different 
industries in Australia found that the importance of EO dimensions and their relationship with business 
performance varied between industries.  There was a positive correlation between business performance and the 
dimensions of innovation and proactiveness in all studies.  However, the dimensions competitive aggression, risk 
taking and autonomy varied in importance and over time.  

The variation in results was partly attributed to the researchers using different definitions for each EO 
dimension. There was also some contextual bias in dealing with entrepreneurial terms that appeared industry based. 
All projects identified some limitations in using the EO construct to explain business performance and highlighted 
issues outside the current dimensions. This review identified that the incidental factors found influencing 
performance could be categorised as relational in nature and were defined under a construct titled “Relational 
Dynamism. It is argued that this construct is the conduit between EO and the firm’s internal and external 
environments, assisting in identifying and exploiting opportunities that can improve performance.  

 

INTRODUCTION 
This study looked at four previous research projects to ascertain any themes that might arise in the use of 

the Entrepreneurial Orientation (EO) construct in measuring business performance.  The analysis of these past 
projects raised several issues and their possible implications are discussed.  It was also identified that the current 
entrepreneurial orientation dimensions could be influenced by a range of relationship based factors and that these 
may impact on business performance.  These factors appeared best described as “relational dynamism” covered the 
impact of changing internal and external relationships or as often described in the literature as “networking”.  The 
internal relationships included characteristics such as trust building, commitment to values, open communication 
channels and individual support systems leading to improved firm performance.  The external relationships 
identified related to links with customers, suppliers, and alliances and their impact on enhancing supply chain 
efficiency.  This paper explores the path which led to the consideration of this potential conduit between EO the 
internal and external environments and how that relationship might impact on firm performance. 

Literature Review 
A major development in the literature has been on the conceptual model of entrepreneurship as firm 

behaviour.  Miller (1983) saw a firm’s Entrepreneurial Orientation (EO) as a combination of the firm’s risk-taking, 
innovation and proactiveness. Covin and Slevin (1991) clarified the role of these dimensions (postures), and linked 
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them clearly to enhancing firm performance. Lumpkin and Dess (1996) expanded the EO framework by adding the 
dimensions: autonomy and competitive aggressiveness.  Although there is general agreement that EO does impact on 
firm performance (Lyon, Lumpkin and Dess, 2000), the affect of each EO dimension on firm performance remains a 
matter of debate.  

Innovation: Covin and Miles (1999) suggested that entrepreneurship would not exist without innovation. 
They defined innovation as the firm’s tendency to support new ideas, experimentation and creative processes earlier 
than competitors.  Peters (1990) said that innovation requires creativity, and an obsession to see it through. Neely 
and Hii (1998), considered research and development (R&D) an important source of innovation.  These authors said 
R&D included the ability of the firm to improve existing products, develop new products, and develop new 
production methods or equipment and product quality.  

Proactiveness: Venkatraman (1989) claimed proactiveness was an important ingredient of 
entrepreneurship. This author defined proactiveness as seeking new opportunities, which may or may not be related 
to the present line of operations.  Venkatraman also suggested firms can be proactive by: shaping the environment; 
introducing new products and brands ahead of competition; strategically eliminating operations which are in the 
mature or declining stages of product life cycle; participating in emerging markets; and by anticipating and pursuing 
new opportunities. 

Competitive Aggressiveness: The intensity of a firm’s efforts to outperform industry rivals and taking them 
head on at every opportunity is defined as competitive aggressiveness.  It is characterised by a strong offensive 
posture, which is directed at overcoming competitors (Lumpkin & Dess, 1997: 2).  Venkatraman (1989) suggested 
that competitive aggressiveness is accomplished by setting ambitious market share goals and taking bold steps to 
achieve them, such as cutting prices and sacrificing profitability. 

 

The entrepreneurship literature regards the dimensions of proactiveness and competitive aggressiveness 
synonymously.  However, Lumpkin and Dess (1997) argued that there is an important distinction between the two 
dimensions. They suggested proactiveness and competitive aggressiveness are distinct concepts that may not co-
vary and are differentially related to firm performance.  In their study, Lumpkin and Dess (1997: 2) said that 
proactiveness is “a response to opportunities whereas competitive aggressiveness is a response to threats”.   

Risk Taking: Miller and Friesen (1978: 923) defined risk-taking as “the degree to which managers are 
willing to make large and risky resource commitments”. Recent research indicates that entrepreneurs have higher 
scores on risk-taking tests than non-entrepreneurs (Falbe & Larwood, 1995).  This view is supported in a study by 
Saravathy, Simon and Lave (1996) who suggest that entrepreneurs are more prone to accept risk as a part of 
everyday business.  Moreover, Morris (1998) found that entrepreneurs tended to be moderate or calculated risk-
takers.  Calculated risk-taking is explained by Morris as an attempt on the part of the entrepreneur to find ways to 
mitigate, shift or share risk. 

Autonomy: Put simply, autonomy is having the authority to follow through on your convictions.  A more 
complex definition regards autonomy as the freedom granted to teams and individuals encouraging them to exercise 
their creativity in bringing forth an idea and being able to follow it through to completion (Lumpkin & Dess, 1996).  
Thus entrepreneurs have the autonomy to make strong and decisive decisions and guide the direction of the business 
(Mintzberg & Waters, 1985).  

Some authors report that top management in high performing firms encourage employee interaction and 
suggest that ideas of employees at all levels are valued (Kanter, 1983).  According to these authors, employees are 
energised by the orientation of the firm and new ideas are routinely generated and embraced by employees who feel 
they belong and their contributions are valued.  Schrivastava and Grant (1985), suggest an alternative view is to 
regard autonomy as using an autocratic leadership style.  These types of managers depend on their position: their 
power comes from being an owner of the business or occupying a high position.   
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EO and Performance: According to Lyon, Lumpkin and Dess (2000) the research to-date indicates there is general 
agreement that EO does influence firm performance.  Typically this research suggests that increasing the EO of the 
firm is associated positively with financial performance (Covin & Slevin,1989; Miller, 1983; Zahra, 1993).  
However, there has been much debate over the appropriate intensity of entrepreneurial behaviour and the 
implications entrepreneurial activities such as risk taking will have on firm performance (Zahra, 1993). Miller and 
Friesen (1982) even warn that increasing entrepreneurship beyond a particular threshold can harm a firm’s financial 
performance.   

Lyon, Lumpkin and Dess (2000), suggested the challenges in measuring the strength of the relationship 
between entrepreneurship and performance are possibly due to problems with the operationalisation and 
measurement of entrepreneurship, or in the theoretical models employed. Some empirical research on the 
relationship between entrepreneurial behaviour (as measured by EO) and firm performance indicates that contingent 
rather than direct relationships may provide more accurate explanations of performance outcomes (Lyon, Lumpkin 
& Dess, 2000).   

Lumpkin & Dess (1996) recognised a number of potential internal and external factors that might 
ameliorate the effect EO has on firm performance.  Wiklund and Shepherd (2005) also looked at these 
environmental influences in their longitudinal study of 413 Swedish firms.  They found that performance could be 
better explained using a configurational approach (three way model covering the relationship between EO, the 
firm’s internal attributes and external environmental characteristics) as certain elements of strategy, structure, 
process and environment tend to cluster together to form configurations and these work best where key variables are 
aligned.  This approach showed the importance of internal and external factors in terms of their impact on firm 
performance.   

The dilemma raised above is how can a firm align its EO dimensions with its environmental factors to 
enhance performance?  This paper assesses the results of past studies to ascertain what EO dimensions were 
identified as performance related. It also looks at the potential for “relational dynamism” to help build performance 
via EO – environmental alignment.   

METHODOLOGY 

Four previous studies that investigated the impact of the EO dimensions on different industries within 
Australia were reviewed.  Two of the studies used a quantitative approach as their core methodology - a mail survey, 
followed up with telephone interviews.  The other two studies collected their information via face-to-face 
interviews.  The results of each study were compared to identify similarities and differences in interviewees’ 
perceptions of the relevance of each dimension on business performance.  The four studies focused on different 
industries in Australia: the wine industry; the automotive components industry; the franchising industry; and the 
music recording industry.   

Three of the studies used a questionnaire with both open ended items and five point Likert scale items to 
ascertain the respondents’ perceptions of the impact of each EO dimension on business performance.  As one of the 
studies did not use numerical results, discussions were held with the original researchers, and agreement reached on 
converting these results to a three category ranking Low-Moderate-High enabling the four studies to be compared.   

FINDINGS 

Table 1 shows respondents’ perceptions of the impact of each EO dimension on business performance for 
the four studies (mean scores).  All of the EO dimensions were considered by respondents to be important, although 
some more important than others.  Autonomy was the highest scoring across the industries with risk taking the 
lowest.   

INSERT Table 1: A comparison of the EO dimensions from four Australian studies  
(on last page of this paper) 
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Innovation: The literature review suggested that innovation should be strongly linked to business 
performance (Neely & Hii, 1998).  This appeared to be the case in the reviewed studies where innovation was 
identified as important, although none of the studies identified it as the most important dimension.  

 

According to Lumpkin and Dess (1996:143), innovation may occur along a continuum from a simple 
willingness to either try a new product line or experiment with a new advertising venue, to passionate commitment 
to master the latest in new products or technological advances.  This broad definition makes measurement a 
challenge and comparisons across industries difficult.  One thing that stood out in reviewing each study was that 
people in different job roles and industries, at least in these studies, had different interpretations of the term 
innovation.  Respondents generally identified innovations as being major new ideas, not modifications as part of a 
continuous improvement program.  Many suggested that lead times for new ideas to be put into practice were 
approximately 6-12 months but sometimes much longer, depending on the area or type of innovation.  For example, 
in the wine industry, the introduction of a new grape variety to meet an identified market would take years to 
develop and produce.   

Some respondents did not see research and development (R&D) as part of innovation.  For example, in the 
wine industry experimentation with blends occurred regularly but the interviewees did not regard this as R&D as it 
generally occurred externally at industry level.  The opposite approach was identified in the automotive parts 
industry.  Here, respondents spoke widely about their research and development departments and how they were 
responsible for searching the market for new materials and production techniques to revamp and modify existing 
products.  Many respondents further discussed how their companies were constantly analysing and updating their 
machinery in order to minimise the risk of damage and improve quality of products to their clients.  These industry 
examples of innovation meet the definition of Lumpkin and Dess (1996), however innovation was frequently only 
identified as technological or product modification rather than involving support service changes such as marketing, 
management and customer support.  

According to Romano (1990), innovative firms constantly source knowledge from their customer base. All 
four studies however showed respondents were mostly reactive to customer complaints rather than proactively 
seeking out their opinions.  This thinking was most obvious in the wine and automotive components industries 
where the strong buying power of customers ensured a fast response to customer demands for innovation.  An 
important observation from the franchise industry survey was that innovation diminished over the five year survey 
period.  This could have been due to the apparent conservative nature of the franchisor, who once established, is 
reluctant to deviate from the proven course; as Peters (1990) said innovation is the numbers game, and this may be 
why continued new ideas are not part of the franchise culture.  Quinn (1985) refers to innovation as requiring a 
personal obsession. Although this was apparent with the franchisors, it was not as apparent in their overall 
organisations.  This suggests an entrepreneur’s obsession for innovation may not reflect in the organisational culture.  

 

Proactiveness:  Proactiveness was present in all of the reviewed studies but at different levels.  For 
example, the automotive components industry regarded proactiveness as the most important dimension, whereas in 
the wine industry and the franchise industry it ranked third in importance.  A key part of proactiveness is the ability 
to seek out opportunities and capitalise on them (Kirzner, 1985).  Items that related to identifying new opportunities 
at start-up, scored highly in the Australian studies and were consistent with other international studies. 

Previous studies have found that it is vital for proactive firms to introduce new products and brands ahead 
of competitors (Venkatraman, 1989).  However, the results from the Australian studies demonstrated that although 
respondents identified themselves as proactive, they did not consider this meant being first to the market.  For 
example, in the wine industry, 37percent of respondents were neutral on their response to being the first to launch 
new products.  In the automotive components industry this figure rose to 50percent.  These responses suggest that 
first mover advantage is not a driving force within these industries.  The researchers observed that managers in the 
wine and automotive parts industries seemed to associate proactive strategies with what is defined in the literature as 
a reactive approach.  According to Miller (1983), firms who are reactive offer products whose successes have 
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already been implemented by competitors, often at a lower price. This was found to be the case in both the wine and 
automotive components studies.  Lowering prices were usually achieved through efficiency gains, as product quality 
and integrity of the brand were considered imperative.  

 

The surveys suggested that strategies, defined as reactive in the literature, could actually have a proactive 
element.  For example, in the automotive components industry one company explained that it developed better 
quality products than those produced by the market leader, thus gaining a competitive edge in the quality and 
reliability stakes.  The franchise industry study also suggested that proactiveness was critical at the start-up stage, 
but less important once a firm was established.  This study also found that franchise firms may have been far more 
proactive than they thought.  Miller and Friesen (1978) wrote of the desire to shape the markets as an attitude of 
proactiveness.  While the interviewees did not recognise it, two of them were found to have reshaping their 
automotive after sales market by proactively joining resources and starting a franchise group that achieved industry 
sales leadership.   

Competitive Aggression: Previous studies found that new entrants attempt to gain market share via 
lowering their prices (Venkatraman,1989), being “fast followers” in copying  successful products (Miller & Camp, 
1985) or broadening their product range and market channels in new and existing markets (Porter, 1985).  It has also 
been found that new entrants can adopt unconventional tactics to challenge industry leaders (Cooper et al, 1986), 
target competitor weaknesses or focus on high value-added products (MacMillan & Jones, 1984)  

The Australian studies in this review found that a range of the competitive strategies were used, though the 
most common strategies were price cutting and to focus on quality.  Respondents displayed little interest in targeting 
competitor weaknesses or challenging industry leaders.  Analysis of the four studies showed that quality, including a 
quality reputation, was their key aggressive strategy.  For example, many respondents in the wine industry survey 
did not consider price important compared to their reputation and quality of products.  Their main strategies related 
to quality included building brands, both based on regional differences and individual winery specialisations and 
image.  In the automotive components industry quality strategies included investment in new plant and equipment, 
and using non-conformance reports to monitor the supplier base, in particular suppliers with a history of inconsistent 
performance.  The franchise industry respondents targeted advertising to build their image in the marketplace while 
music companies focused on promoting their reputation and history of successful clients. 

The other consistent competitive strategy identified in the surveys related to developing strategic alliances 
or networks.  For example, participants within the wine industry fiercely defended their reputations but worked in 
regional alliances to build region based profiles, even the local subsidiaries of multinational wine firms! In the 
automotive components industry competitive strategies in the form of strategic alliances were consistently linked to 
the competitive aggressiveness dimension.  Within the franchise industry the move towards alliances did not involve 
competitors as in the wine industry, but was similar to the automotive parts industry in securing long-term supplies 
for their franchisees, usually at low prices because of volume based  purchasing power.  In the music record business 
alliances took more the form of informal networks.  The whole industry evolved around a series of relationships that 
were constantly changing.  Small music companies found their survival was often dependent on their ability to 
network with publishing companies, singers, bands and even radio disc jockeys.  

All studies identified that price was important.  In both the study on the automotive components industry 
and the wine industry, there was little room identified to employ price reductions aggressively.  Both industries had 
invested extensively into technology to gain a competitive edge and lower their costs but soon found their 
competitors followed thereby reducing the potential for sustainable competitive advantage.  In the automotive 
components industry all major contracts were with four major local car manufacturers and based on competitive 
tendering.  This had resulted in very low profit margins, forcing a move to acquisition, specialisation and exports to 
survive.  In the wine industry, price was considered less important compared to brand and image.  This was because 
respondents recognised the limited value of price reductions in an industry that had seen ten years of price 
reductions, and therefore their focus was on other competitive strategies to ensure survival.  The franchise 
companies surveyed said they always operated at low margins and that price reduction strategies were difficult to 
employ.  The music industry respondents felt they were generally living at existence level only and further price 
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reductions would lead to further rationalisation and could lead to a dangerous reliance on sales from international 
artists at the expense of local artists.  

Many respondents did not actively employ a mechanism to identify competitive threats nor did they have 
the capacity to deal with threats even when identified.  The ability to respond to a competitive threat is important.  
Active responses to competitive data could be a vehicle to bring about change and build group cohesion via focus on 
the “common enemy”.  In the case of the Australian automotive components industry it was noted that local 
operations had limited authority and often required approval from head office to respond to competitive threats.  In 
the franchise industry all franchisees required approval from the franchisor in order to respond to competitive threats 
and in the wine industry, long term supply contracts with major bottling companies made it difficult to act to short 
term threats except on issues outside these contracts.  Given the timeframe to change such things as grape varieties 
or build new brands, reaction time was usually measured in months or years.  

Risk Taking: Brockhaus, (1980) found that entrepreneurs have a greater propensity to take risks than non-
entrepreneurs.  For these reasons, risk taking is assumed to have a significant impact on the success or failure of 
entrepreneurial firms.  However, in a study of the Australian wine industry, risk taking was rated the lowest in terms 
of improving performance compared to the other four EO dimensions.  The exact reason for this result was not clear; 
but it may lie in the different interpretations of the term risk taking by the respondents.  For instance, it may be due 
to respondents wanting to believe their companies were risk adverse when considering risk in isolation and not 
associating it with calculated or manageable risk in the overall consideration of a proposal.  The quantitative 
analysis of the Australian wine industry study supported the suggestion that there was a definition difficulty with 
what risk meant.  For example, while risk in the study was associated with potentially positive or negative outcomes, 
one company indicated that they had invested heavily in technology but that it was not a risk, rather a sound 
business policy to reinvest profits. 

Similar results were found in the Australian automotive components industry study where taking 
calculated/manageable risks was deemed to be important.  The results in this study also suggested planned and 
calculated risks had a positive effect, whereas risk taking that was bold and unforeseen had negative consequences 
for the firm.  The respondents further explained that they were fully aware of the risks they were taking and 
identified the consequences such risks could have on their future.  This is consistent with the findings by Saravathy, 
Simon and Lave (1996) and Morris (1998) who also suggested that entrepreneurs identified as calculated risk takers 
are in control over possible outcomes and moderate their risk. 

In the franchise industry study, risk propensity, although identified as the second most observable 
dimension, was not an apparent concern in the surveyed organisations.  Here entrepreneurs identified risk as a way 
of life and showed a very acute awareness of the risks they were taking, including the impact on their future 
employment opportunities and the survival of their firm.This awareness of the risks is consistent across the 
entrepreneurs in all of these studies.  In the majority of cases, strategies were developed to minimise risk as well as 
the effects of these risks.  Most companies also stated that they assessed the level of risk in each proposal, in order to 
identify whether the risk was within manageable limits. 

Autonomy: The challenges of defining and measuring autonomy make it difficult to assess the value of this 
dimension in any meaningful way.  It can be acknowledged that where people feel part of the decision-making 
process, they are likely to feel and act in a positive manner that could lead to higher firm performance like in 
previous studies (Loos, 2002).  Moreover, according to Lumpkin and Dess (1996) autonomy refers to the 
independent action of an individual or a team in bringing forth an idea or a vision. 

The findings in the wine industry indicate a high level of autonomy is present where 69 percent of firms 
suggested that decisions are made through a consensus opinion of the firm.  This type of autonomy is in line with the 
explanation given by Lumpkin and Dess (1996).  Furthermore, it was found that only seven percent of decisions are 
made totally through one person and 75.5 percent of respondents in the mail survey either agreed or strongly agreed 
that they encourage individuals to make decisions.  Interestingly, autonomy was rated the highest with an average 
score of 4.17 (out of 5) for improving firm performance. 
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From the interviews in the wine industry, it was evident that large financial decisions and capital 
investment decisions had to be approved by the upper management.  Results in the Australian automotive 
components industry study found that 87 percent of surveyed respondents felt that decisions made in their 
organisations were through a consensus opinion of the firm.  Furthermore, 75 percent of respondents suggested that 
their organisations were managed through a democratic leadership style. However automotive components industry 
staff agreed that they had little opportunity for involvement in major decision making process as their organisations 
were controlled by foreign parent companies.  

The results in the franchising industry were consistent with the other studies that entrepreneurs cannot 
function without giving autonomy to their staff.  From the cases studied it was evident that autonomy was the most 
recognizable dimension, and from the interviews it was apparent that these organizations would not have been 
possible without a strong autonomous entrepreneur.  It was also apparent that the driving force in the organization 
was the franchisor, and this had a marked influence on innovativeness, proactiveness, and the degree of competitive 
aggression.  Thus, the franchisors demonstrated from their actions, that they were in charge and had a clear focus on 
where they wanted to be in the future.    Each franchisee said that if it had not been for their franchisor they would 
not be in business today.  The franchisor was defined as powerful and authoritarian; with most franchisees prefacing 
their observation on autonomy by emphasizing how limited their own decision making power was.  Franchisors 
emphasized how they needed to maintain autonomy in an autocratic sense for the overall well-being of the franchise 
system and all its members, though all franchisors agreed that they allowed greater autonomy today than when they 
were getting established.  What this study showed was autonomy can be autocratic, particularly in small business 
where compliance to a system may be essential for survival.  

DISCUSSION AND CONCLUSION 
One of the key findings of this review was that all five EO dimensions have an impact on firm 

performance.  As hypothesised in all studies, autonomy and innovation were fundamental in terms of improving 
firm performance.  This finding was supported by the qualitative analysis which found that intimate knowledge 
about the customer base and having in-house research and development units were important components in 
enhancing a firm’s innovative capacity. 

Proactiveness also appeared to be an important dimension in terms of improving firm performance.  It was 
found that in some cases, proactiveness was associated with what was defined in the literature as reactive strategies; 
thus identifying new opportunities appeared to be a key issue compared with being a first mover which was not 
considered to be important.  The Australian studies in this review found that a range of the competitive strategies 
was used; with the most common strategies being price cutting and quality.  However, competitive aggressiveness 
did not appear to be overly important in the surveyed industries.  In maintaining competitive aggressiveness, 
strategic alliances and partnerships with suppliers appeared to play an important role in gaining bargaining power 
and securing long-term supply agreements. 

It was found that risk taking involved calculated business decisions.  Calculated risks that were planned and 
moderated had positive outcomes in terms of firm performance, whereas risk taking that involved bold acts were 
considered by respondents to have negative effects on firm performance in three of the four industries.  There does 
appear to be definition problems with this dimension which may have to do with cultural or industry interpretations.   

It appeared that autonomy in decision-making was encouraged throughout the four studies.  Also consensus 
building was used by entrepreneurs to gain the support and contribution of employees, although there were some 
differences in how much input employees were given into decision-making and control over large investment 
decisions.  There was difficulty in assessing the value of this dimension in terms of contributing to business success. 

The missing link – Relational Dynamism?  All of the studies indicate that EO only went part of the way in 
explaining firm performance.  One factor that came out of each study, more by accident than design, involved the 
importance of relationships in business performance. This suggested that current EO-Performance models might be 
enhanced by inclusion of a construct covering relationships.   Relational dynamism is not considered exactly the 
same as networking or relationship management though both share much in common with this new construct.  This 
paper argues that “relational dynamism” includes the speed and ability to use relationships to effect change and how 
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firms scan their environment with a view of identifying opportunities as important elements not directly covered in 
past constructs of networking and relationship management.  Below are the factors in the firm’s internal and external 
environment being assessed in terms of their link to EO and the potential mediating or moderating effect of 
“relational dynamism”.  

Internal relationships: The literature on relationships identifies characteristics such as trust building 
(Wood, McDermott & Swan, 2002), commitment to ethical standards (Wood, McDermott & Swan, 2002;  open 
communication channels, support systems for individuals and the encouragement to scan for opportunities (Miller & 
Friessen, 1982, Ramachandran & Ramnarayan, 1993) as factors having a positive influence on entrepreneurial 
activity.  The next step is to test how these dimensions of “relationship dynamism” have either a moderating or 
mediating role on recognised components of the organisation such as: Culture, strategy , leadership, decision-
making process,  structure, and resources. 

External relationships: The literature discusses the importance of relationships between key decision-
makers in a firm and those involved with the supply chain e.g. suppliers & customers, alliance partners plus other 
potential or existing interested parties such as industry associations, family and friends, business associates, 
researchers and consultants, competitors, government (Michael & Yukl, 1993).  The next step is to test how these 
relationships are affected by identified external environmental factors such as:  dynamism (amount and speed of 
change and environmental hostility), munificence (scarcity or abundance of critical resources needed to operate), 
and complexity (regulations, competition, international, technological).  

A possible model identifying the influence of relational dynamism on a modified  EO construct based on 
the work of Lumpkin and Dess (1996) is presented below and will provide a point for further investigation.  

(insert table 2 here) 

The results in this study suggest several avenues for future EO research.. All of the selected studies covered 
a fairly small sample and it could be beneficial to conduct future research across other industries.  This will help 
identify whether particular dimensions of EO are influenced by the nature of an industry.  Additionally, studies 
focusing on industries across geographic boundaries would enable an assessment of the cultural aspects of different 
countries on the EO dimensions and provide an avenue to develop clearer definitions of the dimensions.  Moreover, 
the relationships between the different elements along the value chain of an industry could be assessed and their 
influence on the EO dimensions further explained. 

There was limited financial information available in all of the studies to assess the impact of EO on firm 
performance and future studies should include financial data where practicable.   Although each industry study 
found a link between each EO dimension and performance, the results of these studies do not provide a sufficiently 
strong case to suggest that EO is the key to performance improvement.  It was found that there was a contingency 
link between EO, the firm’s internal environment and its external operating environment.  Further research will be 
required to assess how to best align these three factors to improve performance.  It will also be necessary to clarify 
what role relationship dynamism might play in linking EO and the firm environment to enhance performance 
outcomes.  
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Table 1: A comparison of the EO dimensions from four Australian studies 

Study / EO 
dimensions 1 

Innovation Proactiveness Competitive 
Aggression 

Risk 
Taking 

Autonomy 

Australian Wine 
Industry 

H/M 
3.94 

M 
3.68 

M 
3.11 

M/L 
2.53 

H 
4.1 

Automotive 
Components Industry 

H 
4.5 

H 
4.57 

H 
4.0 

M 
3.5 

M 
3.7 

Franchising Industry M 
3.55 

M 
3.77 

M 
3.77 

H 
4.07 

H 
4.38 

Music Recording 
Industry 2 

L/M M L M M 

1 High is a score greater than 4, a Moderate score is between 2.5 and 3.9, and a Low score is 0 to 2.4 
2 The mean scores were not calculated in this study. 
 
Table 2: A modified construct of EO incorporating relational dynamism  

 

 

 

Entrepreneurial 
Orientation 
Risk Taking 

Innovativeness 
Proactiveness 

Performance 
New entry Revenue growth 
Market share Profitability 
Overall performance 
Stakeholder satisfaction 
 

External Environment 
Dynamism UNIFICENCE 

Complexity 

Internal Environment 
Culture Strategy 

Strategy-making process 
Structure  Resources 

Relational Dynamism 
(trust, comunication , & 
environ. scanning) 
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ABSTRACT 

 
   The Human Resources departments of many international corporations follow a somewhat paradoxical 
policy related to reference checking on new employees. That is, corporations seek to gain as much information as  
possible related to potential new hires for their organization, yet often provide sparse or limited information on ex-
employees being recruited by other corporations. There are various legal and contextual issues related to the 
paradox. Corporations in high context cultures seek to maximize contact with prospective new employees and are 
more relational in the recruitment process, thus decreasing the possibility of important information on the new hires 
being missed. In low context environments, such as in  Great Britain and the United States, the fear of lawsuits of 
various kinds and the contextual operating environment makes the information paradox more pronounced. Since all 
corporations find themselves in the postion of requesting information on job applicants and also being requested to 
provide information on ex-employees, a more reliable and consistent approach to information sharing is desirable. 
The authors advance the Reciprocal Cooperative Reference-Share (RCRS) model, that would adopt cooperative  
international standards, such as seen in ISO 14000,  and that could be applied on a “sliding scale” based on the 
degree of  voluntary involvement of organizations. A  range of possible data elements in a RCRS model is provided 
in this article, as well as suggestions for further research.  
 
 

THE PARADOX OF CORPORATE REFERENCE CHECKING 
 
 On one hand, corporations typically are interested in gaining as much information as possible on potential 
new hires, and a key way of doing this through the checking of references.  An industrial psychologist verifies what 
many human resource professionals know from experience: that the best predictor of future performance is past 
performance in similar circumstances, and past performance likely may be best determined by information provided 
by past or current supervisors and co-workers (Oppermann, 2007).  On the other hand, corporations often are 
hesitant to provide much information on past employees in response to reference requests. According to an 
executive with a prominent background checking firm, objective information can be forthcoming (such as dates of 
employment and job titles), but subjective information such as job performance and a description of strengths and 
weaknesses is usually not readily shared (Cadrain, 2004).  
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 On one hand, many corporations are fearful of providing reference check information because of the threat 
of possible lawsuits based on such diverse legal causes of action as defamation of character (Fried, Fottler & 
Johnson, 2005), discrimination, blacklisting, invasion of privacy, intentional infliction of emotional harm and/or 
interference with contract (Schaeffer, Quinones and Kanny, 2000).  On the other hand, the “no comment” approach 
or the provision of only sparse information has provided grounds for a lawsuit against the the non-responsive 
predecessor employer when the successor employer is sued for negligent hiring. This is especially true when the 
employee was known to have had violent tendiencies or had engaged in harmful behavior (Winward, 1999). A 
Canadian court found a global personnel and training firm, Drake International, liable in damages for not properly 
screening a candidate that had, as it turned out, a history of fraudulent activities (Thiffeault, 2006).  The author 
concluded that the position of the court would apply likewise in South Africa. The dilemma of reference checking 
continues to be an issue of international dimensions. 

 Employers that choose to provide little or no information when asked to provide an employment  reference 
may believe that they have mitigated their risks, but in reality they have simply made themselves vulnerable to other 
sorts of legal attacks.  As related to the mimimilistic approach taken by such employers, it has been said: “Though 
simplistic, such an approach may cause even greater legal problems than the open employment reference policy” 
(Schaeffer, Quinones and Kanny, 2000). 

 Beyond the legal pitfalls of not providing adequate information on past employees, companies face the 
ethical dilemmas of assisting in the systematic “covering” for ineffective past employees, encouraging a “culture of 
deceit”, and otherwise hampering the free-flow of information to other corporations.  Further, employees with good 
records are likewise denied the benefit of positive references from predecessor employers maintaining a “no 
comment” or “minimal comment” approach (Schaeffer, Quinones and Kanny, 2000). 
 
Statutory Aid For Corporations 
 
 Many governmental jurisdictions have passed laws to protect corporations and individuals from liability for 
providing a good faith reference for a current or past employee.  The majority of states in the USA have statutes in 
place that protect predecessor employers from liabililty for harm claimed by ex-employees from the contents of a 
job reference (Cadrain, 2004).  These laws typically cover job performance information requested by prospective 
successor employers from predecessor employers.  The Texas statute, as an example of a broad-protection approach, 
allows employers to relate information on a current or former employee, including attendance, attitudes, effort, 
knowledge, behaviors and skills.  The Virginia statute allows the predecessor employer to report on a former 
employee’s professional conduct, reasons for separtation or job performance, and information contained in written 
performance evaluations. 
 
 There is variation in application of the protections provided by state statute, however.  Some states protect 
the reference giver whether the request for information came from a previous employee or a prospective employer.  
Other states protect the information only if it is the result of a request of the former employee.  All states with 
statutes such as these require that information be given in good faith, and the protection does not cover employers 
who give out false information, whether intentionally or negligently (Cadrain, 2004).  It is clear that corporations in 
operation in several jurisdictions, and therefore need to be aware of the nuances in diverse laws affecting references, 
must have a coordinated, professional human resources function that coordinates the reference-giving and reference-
receiving functions (Schaeffer, Quinones and Kanny, 2000).  
 
High-Context And Low-Context Cultures 
 
 In his landmark book Beyond Culture, Edward Hall (1976) looked at cultures around the world and 
described how some countries tend to be high-context cultures while others tend to be low-context cultures.  High-
context (HC) cultures are those where people are naturally deeply involved with each other, where intimate relations 
foster a firm structure of social hierarchy, where inner feelings are kept under self-control, and where information is 
widely shared through simple messages with deep meaning (Kim, Pan and Park, 1998).  Countries such as Japan, 
China and Korea are considered on the high-context portion of the spectrum.  Countries viewed as being on the low-
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context (LC) end of the spectrum include Norway, Switzerland, the United States and Sweden.  In the middle are 
countries such as Spain, France, Middle Eastern Arab and African countries.  In the low-context cultures, people 
tend to be more individualized, somewhat fragmented and alienated in lifestyle, and relatively little involved with 
others.   
 
 In personal living, high-context cultures stress mutual goodwill, commitment and expectation.  In low-
context cultures, bonds are more tenuous and people are more likely to withdraw or move away if things do not 
seem to be going well.  The business implications are clear:  In high-context cultures, there is a greater reliance on 
intimate knowledge of individuals, “connectedness” and relationships.  The opposite is true, at least in degree, with 
low-context cultures. 
 
 With this being the case, people tend to move more frequently from job to job in low-context environments, 
and there is a greater need for formal reference checking and greater need for systems to control the reference 
checking function.  In high-context cultures, people do not leave their employers as frequently as, for example, in 
the United States, and when a hire is made in the high-context environment, it is done after really learning about and 
knowing the individual.  In the global marketplace, with global operations and individuals literally translocating as 
employees to different cultures and context-rich situations, the impact and importance of reference checking takes 
on new and critical dimensions.  As discussed later in this article, this also gives rise to rich research opportunities 
for the future. 
 
Toward Developing A Cooperative Model 
 
 There are various ways that a cooperative, mutually beneficial approach to reference sharing among 
international corporations can be advanced.  Lessons in effectiveness perhaps can be gained from looking at a 
successful cooperative model developed in the United States to solve problems in the provision of health care 
services: the Leapfrog Group. 
 
 The Leapfrog Group is a group of large employers that banded together in 2000 to leverage its purchasing 
power (in buying health care services) to impact the quality and performance of hospitals, physicians and other 
healthcare providers (Galvin, Delbanco, Milstein and Belden, 2005).  These employers came together to resolve an 
ongoing problem within their respective industries: even though employers were spending millions of dollars on 
health care for their employees, there was no was to assess its quality or to compare health care providers (Leapfrog 
Group, 2007).  Initial funding for The Leapfrog Group came from the Business Roundtable and is supported in part 
from The Robert Wood Johnson Foundation.  The impact of this voluntary and cooperative organization has been 
profound.  Employers now regularly ask for and receive various forms of information related to quality 
improvement from health plans and health care providers.  Incentives are provided to providers exhibiting positive 
behaviors and outcomes.  For example,  the Leapfrog Group has helped to increase the number of hospitals with 
intensive care units to have medical intensivists manage patient care.  The Leapfrog Group also has influenced the 
use by physicians of computerized physician order entry (CPOE) for most of their medication orders, which helps 
greatly to avoid errors in transmittal and transcription of physician prescription orders.  The Leapfrog Group 
continues to grow influence by  advocating the public release of hospital performance measures and championing 
transparency in health care performance to the public at large (Lee, Meyer and Brennan, 2004). 
 
 The authors believe it can be argued persuasively that a more standardized approach to reference checking 
is a matter of quality improvement and effective team development.  As such, quality improvement organizations 
such as the the Intenational Organization for Standardization (ISO), creators of the Quality Management System 
(QSM), and the European Foundation for Quality Management (EFQM), advocates for the EFQM Excellence 
Model, could provide platforms for discussion of the issues inherent in an improved international reference checking 
model. ISO’s 9000 “family of standards” are dedicated to business-to-business dealings, and are largely dedicated to 
processes and technical standards, and the ISO 14000 standards are dedicated to helping companies meet their 
environmental challenges (International Organization for Standardization, 2007).  Similarly, the EFQM Excellence 
Model provides European and other worldwide corporations with a common management language and tools to 
standardize “good practicess” across different sectors, including companies, schools, healthcare organizations, 
police departments, utilities and even government offices (EFQM, 2007).  Although human resource processes 



190 ©Copyright 2007 by the Global Business and Technology Association 
 

largely have not been developed in terms of quality improvement by either of these organizations, the authors 
believe that a standardized approach to reference checking would be an ideal place to start. 
 
 Finally, it is believed that an association of human resource management professionals, such as the Society 
for Human Resource Management (SHRM), would provide an ideal springboard for the advancement of a 
cooperative reference sharing approach.  SHRM is the world’s largest association devoted to executive human 
resource management, with more than 210,000 members in 550 affiliated chapers in more than 100 countries 
(SHRM, 2007).  Among the many services provided to it membership, SHRM sponsors a Global Forum 
Worldwatch as a resource for key legal, cultural and economic developments impacting the world’s workplaces.  It 
is hoped that over time this organization will provide leadership in the advancement of a cooperative and 
standardized reference-check model.   
 
A Proposed Solution: The Reciprocal Cooperative Reference-Share (RCRS) 
Model 
 
 The authors with this article introduce the concept of a cooperative approach to sharing employee 
references by international organizations, called the Reciprocal Cooperative Reference-Share (RCRS) Model.  The 
RCRS Model is intended to do a number of things.  RCRS is intended to provide employers around the globe with a 
menu of options that can be honored when approached by other employers that have also joined the RCRS System.  
RCRS is intended to provide a standard of information sharing related to past employees that would become over 
time a defensible methodology in the courts and as a legal proof of standard procedure.  RCRS is meant to provide a 
standard mechanism that protects the privacy of current and prior employees in legitimate ways, while also 
providing successor employers with meaningful information that would aid individuals to gain the new employment 
that they seek.  After all, it has been reported that “most employers consider a non-reference response as a vote of no 
confidence in a former employee” (Schaeffer, Quinones and Kanny, 2000).  An expert in securing references from 
predecessor organizations further notes: “If a string of past supervisors are “taking the 5th” and refusing to share 
information, a red flag should go up.  If problems with this candidate are surfacing from job to job, the lack of 
feedback from references should be a tip-off that this individual is burning bridges” (Falcone, 1995).   
 
 The following represents key features of the RCRS Model.  
 
 The RCRS Model is, first of all, reciprocal.  A company that becomes part of the RCRS System agrees up 
front to provide refence-share information at a certain level, with Level 1 indicating the lowest level of information 
sharing and Level 5 indicating the highest level of information sharing.  If an organization agrees to participate at 
Level 3, for example, it will provide Level 3 information to RCRS System member organizations on current and 
past employees only if the requesting organization is likewise Level 3 or higher.  If the requesting (successor) 
organization is a Level 2 participant in the RCRS System, it would receive only Level 2 information from the 
predecessor organization, and so forth.  In other words, RCRS member organizations must determine at what level 
they would consider sharing information to successor member-organizations, while considering also that this 
decision will determine the level of information that they will receive from RCRS member organizations.  The 
RCRS strives above all to be fair and equitable in how it is coordinated. 
 
 The following represents suggested elements that could be included in an RCRS Model for organizational 
members of an RCRS System: 
 
Level 1 Information Elements: 

- Name of employee 
- Start date and end date of employment of employee 

Level 2 Information Elements: 
- Information from lower Level, and  
- Pay and wage history 

Level 3 Information Elements: 
- Information from lower Levels, and 



 ©Copyright 2007 by the Global Business and Technology Association   191 
 

- Job responsibilities 
- Attendance records 

Level 4 Information Elements: 
- Information from lower Levels, and 
- Written annual performance appraisals 

Level 5 Information Elements: 
- Information from Lower Levels, and  
- Objective, documented material related to illegal and/or fraudulent activity of the individual 

 
 The RCRS Model is not only reciprocal, it is cooperative.  The quality improvement organizations cited in 
this article, including the Leapfrog Group, the International Organization for Standardization and the European 
EFQM all recognize that best results are achieved on a voluntary, coordinated basis, and not as a matter of grudging 
compliance to legal strictures.  Companies will be able to engage in the RCRS System at whatever level they 
choose, and they can change their level of involvement either up or down over time.  The RCRS System is 
hallmarked by mutual organizational benefit as well as responsibility. 
 
Maintaining A Defensible System - The Organizational Perspective 
 
 It is unfortunately a rather simple matter in many countries for a disgruntled individual or organization to 
file a lawsuit, and an organization should not be intimidated by the ongoing threat of legal actions.  Rather, it should 
be a recongnized cost of doing business, just as the purchase of insurance and the use of legal consultants is part of 
the cost of doing business.  On the other hand, steps should be taken to reduce the likelihood of the filing of 
lawsuits, and to otherwise maximize the opportunity of a successful defense in all legal issues that may arise over 
time.  A legally defensible RCRS System, from the perspective of the corporation, would include: 
 
1) A centralized, systematic and professional human resource system for collecting employee information and for 
maintaining the reference-sharing function (intake and outgoing). 
2) A solid understanding of the reference-sharing statutes and caselaw on the topic for all jurisdictions within which 
the corportation has operations.  For example, a statute in one state may give blanket protections to a company for 
references provided by a request from an ex-employee, but provide different protections for references asked by a 
would-be successor employer.  Also, member corporations in the RCRS System should become advocates for the 
adoption of a model Reference Immunity Statute in the jurisdictions in which they do business. 
3) Have employees sign a legal release and give written permission to provide information to possible future 
employers, granted when employees start at the predecessor organization, and if possible, when they leave 
employment with the predecessor organization. 
4) Maintain an employment file system that is complete, well-documented, and fair, and that exhibits systematic 
good faith.  Employee files should be void of items of that look like gossip or undue subjectivity. 
 
Maintaining A Defensible System - The Individual’s Perspective 
 
 The human resource function, when done well, strives to balance carefully the needs of the organization 
with the legitimate rights and desires of individual employees.  Perhaps the biggest potential shortcoming of 
organizations engaged in the RCRS System can be summarized in the expression: “personality differences”.  That is, 
all organizations have managers with different skills sets, different “people skills”, different levels of mentorship 
and training ability, and different sets of biases.  Employees need to be protected in their permanent work record 
from the vagaries of unskilled or unfair supervisors.  Therefore, human resource managers ought to put 
extraordinary safeguards in place in their efforts to maintain fair, non-defamatory and transparent employee record 
and reference-sharing systems.  This is doubly true in organizations with the RCRS System in place. 
 
Further Research  
 
 The authors recommend to future research that a survey be taken of several international corporations as to 
the desirability of a cooperative, voluntary approach to reference sharing.  Industry-specific quality improvement 
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organizations such as the Joint Commission on the Accredation of Healthcare Organizations (JCAHO) for hospitals, 
or the North Central Association Commission on Accreditation and School Improvement for universities could be 
similarly surveyed.  A pilot project could be developed with three or four large international corporations to test and 
expand the model, perhaps on a grant-funded basis.  These studies can be conducted with an eye on differences in 
opinion based on operations in high-, medium- or low-context environments.   
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ABSTRACT 
 
The Bed and Breakfast (B&B) is a fast-growing business in Taiwan since the government advocates a lot of 

tourism development plans. However, the B&B development also results in serious environmental loading on 
tourism destinations such as resources usage. Hence, it is important to find the major factors that will affect the 
resources saving behaviors of B & B managers in order to reduce such environmental loading on tourism 
destination. 

The Theory of Planned Behavior (TPB) is used to examine the electronic saving behavior of B & B managers 
in Taiwan. The following results are found in this research: (1) attitude toward a behavior is the degree to which 
performance of the behavior is positively valued; (2) subjective norm is the perceived social pressure to engage in a 
behavior, it is assumed that subjective norm is determined by the total set of accessible normative beliefs concerning 
the expectations of important referents; and (3) perceived behavioral control refers to people’s perceptions of their 
ability to perform a given behavior; it is assumed that perceived behavioral control is determined by the total set of 
accessible control beliefs. 
 
Keywords: The Theory of Planned Behavior (TPB), electronic saving behavior, tourism industry. 
 
 

INTRODUCTION 
 
According to the World Travel Organization (WTO), global population has already more than 60 hundred 

million at present, and it is estimated that the international tourism population will reach 16,020 million persons at 
2020. However, tourism development will not only produce economic benefits, but also results in serious 
environmental loading such as resources usages. Hence, it’s important to find some methods that can change the 
behavior of people and treat our environment more kindly (Holden, 2000; Aronsson, 2000; Aronson, Wilson, and 
Akert, 2003). 

Accomodation is one important sector of tourism system. However, accommodation in recreation destination 
consumes more and more energy. There is a grawing concern about the energy consumption of accomdation and its 
implications to the environment. For example, Chen and Yeung (2005) purposed that modern commercial 
development includes the office buildings and the mix-usage commercial complex (e.g., retail shop combind with 
office or hotel). They estimated that the energy conservation from the commercial sector due to this type of 
buildings under the energy codes would be 28,841,666,667 kWh. Buildings account for a significant proportion of 
the total primary energy requirement in Hong Kong (Chen & Yeung, 2005).  

The back and breakfast (B & B) industry is an important accomdation for rural tourism in Taiwan. It’s new and 
developing in Taiwan. They’re legal since 2003, and the number is grawing quickly, which is 600 in February, 2003, 
and 1,969 in April, 2007 (Tourism Bureau, 2007). So the demand of electricity used in B & B will increase and 
affect the amount of electricity supply at local destination. 
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In general, one's attitude decides his behavior. But the fact may not be certain to be always like this. If a certain 
behavior is spontaneous, it depends on the speed of appearing of the attitude. If the behavior is thought through 
discretion, it depends on the behavior’s intention. And in theories, it thought it is to use the theory of planned 
behavior to try to know such behavior (Ajzen, 1985, 1988, 1991, 2006; Hagger and Chatzisarants, 2005; Abraham 
and Sheeran, 2003; Chatzisarantis and Biddle, 1998). 

 
1.1 TPB Model 

The Theory of Planned Behavior (TPB) was being revised and proved constantly, this theory was being 
developed in research and has been already applied to a lot of prediction behaviors extensively so far (Fielding, 
Terry, Masser, Bordia, and Hogg, 2005). According to the TPB, predicting the factors of people's behavior intention 
(Sparks and Shepherd, 2002; Notani, 1998; Aronson, Wilson, and Akert, 2003). 

 
Figure 1. The theory of planned behavior 

 
 
 
 
 
 
 
 
 
 
 
 
 

METHODS 
  
The theory of planned behavior (TPB) is used in this study to examine the electronic saving behavior of B & B 
managers in Taiwan. 
 
Purposes 

 
The application of TPB in Taiwan was used in many issues. But it still didn’t know what the situation about 

electronic saving behavior was. So the TPB was used to examine the electronic saving behavior of B & B managers 
in Taiwan. The purposes of this research were (1) to examinee whether the TPB is good fit forecasting electronic 
saving behavior; (2) to analyze the factors to impact electronic saving behavior; and (3) to discuss effective ploys to 
suggest the government. 

 
Hypotheses 

 
According to the research purpose and research structure, the research that is originally researched and proposed 

is supposed like the following four points: (1) the attitude, subjective norm, and perceived control of electric 
behavior of participants will predict their intention significantly; (2) the sum of behavior beliefs to multiply result 
evaluation of participants has a significant relationship with attitude; (3) the sum of norm beliefs to multiply 
motivation of participants has a significant relationship with subjective norm; (4) the sum of control beliefs to 
multiply ability of participants has a significant relationship with perceived control behavior. 
 
Questionaire design and survey procedure 

 
After getting the influence factors of electronic saving behavior, they should to test and verify an expert 

validity, then according to Ajzen’s “TPB Questionnaire Sample”; work out the formal questionnaire of this research, 
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which is named “Accommodations’ Electronic Saving Behavior Intention Questionnaire”. IF carry on the random 
sampling in Taiwan, and put them to analyses, finally, discuss synthetically, and then form the concrete conclusion. 

 
Elicitation study 

 
The data were collected from Taiwan area. The experimental materials inclusive an open-ended questionnaire 

about accommodations’ electronic saving behavior intention, Accommodations’ Electronic Saving Behavior 
Intention Questionnaire, Microsoft Excel 2003 and SPSS for Windows 14.0. This design and practice of this 
research (including the questionnaire) are according to the TPB and its practical researches (Ajzen, 1985, 1988, 
1991, 2006). 
 

RESULTS 
 

Participants 
 
There were 1,969 legal B & B managers in Taiwan till now (May, 2007). In asking the questionnaire, researcher 

sent by post. The total sample researcher sent was 450, but the effective received sample was 127, and the effective 
ratio was 28.22%. The social and economic stasus of the participants are shown below (Table 1). 
 
Table 1 the social and economic stasus of the participants 
Variables classes persons（%） 

Male 56(44.1%) Sex 
Female 71(55.9%) 
19 and below 0(0%) 
20-29 11(8.7%) 
30-39 20(15.7%) 
40-49 49(38.6%) 
50-59 38(29.9%) 

Ages 

60 and above 9(7.1%) 
Unmarried 27(21.3%) Marriage status 
Married 100(78.7%) 
Senior high school 8(6.3%) 
Jounior high school 10(7.9%) 
Senior high school 50(39.4%) 
Training school 29(22.8%) 
University and college 21(16.5%) 
Graduate institute 7(5.5%) 

Educational level 

Missing value 2(1.6%) 
20,000 and below 37(29.1%) 
20,001~40,000 32(25.2%) 
40,001~60,000 19(15.0%) 
60,001~80,000 7(5.5%) 

Charge for a month (NT. dollors) 

80,001~100,000 7(5.5%) 
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100,001~120,000 4(3.1%) 
120,001~140,000 1(0.8%) 
140,001~160,000 2(1.6%) 
160,001 and above 7(5.5%) 
Missing value 11(8.7%) 

 
Strong versus weak intenders 
 
Behavioral beliefs 

Behavioral beliefs weight including “reducing electricity waste, reduce by operating cost, save electric 
apparatus maintenance cost, lengthen electric apparatus articles service life, and protect the environment”. Each 
belief of the participants is positive, and up to 81.9% to 97.7% think to save electricity can “reducing electricity 
waste, reduce by operating cost, save electric apparatus maintenance cost, lengthen electric apparatus articles service 
life, and protect the environment”, this results show that most participants have positive electronic saving behavior 
beliefs, in other words, the participants think these results are possible.  

In order to understand participants’ attitude on electronic saving, it was measured by ask the managers if it is 
good/bad, worth/unworthy, need/need not, and beneficial or not. Most participants maintain a positive attitude to 
electronic saving, over 93.6% of the participants pay the affirmation of front in each question. So the attitude of 
participants has suitable consistency, which is to say, they think to save electricity when manage B & B is good, 
worth, need and beneficial. 

 
Normative beliefs 

In order to understand participants’ subjective norm on electronic saving, it was measured by ask the managers 
how are the agree degrees that their important referencial people or groups think their electronic saving behavior is 
should or should not, and if they will support it or not. More than 94.4% of the participants think their important 
referencial people or groups think their electronic saving behavior is should to do, and they will support it. 

It was sort out that their important referencial people or groups into six parts, which are “a spouse, children, 
teachers, classmates, friends, and customers”, to measure participants’ norm beliefs. Most beliefs of the participants 
are positive, and in them, “teachers, friends, a spouse, and classmates” have higher agreement, “children and 
customers” have lower. Such result can provide to environmental education to consult. To compliance motivation, 
94.4% to 98.5% participants were willing to comply with their important referencial people or groups, to save 
electricity. It’s think “teachers, friends, a spouse, and classmates” are partners to carry on, so if education works, it 
can get better effect; and we can promote environmental education to“children and customers”, to positively 
influence participants. 

 
Control beliefs 

To understand participants’ perceived behavior control on electronic saving, it was measured by ask the 
managers if there are “policies are not clear and define, knowledge is not enough, laking facilities to save electricity, 
and busy in carrying on business”, they still want to do so by themselves. Over 70.1% of the participants think 
although there are boundries, they will still to save electricity on their own initiative. 

Most control beliefs of participants are positive. If there are “universal facilities to save electricity and enough 
knowledge of electricity save”, they will think there are fewer barriers in electronic saving behavior intention; but if 
there are “preferential price using electricity, policies to form a complete set, and more time and ability”, they will 
think to do so is much more difficult. We think such results can provide to gorvenment to draw up environmental 
policies to exert. Although 73.2% to 94.5% will still to do so, the gorvenment should to popularize policies all the 
same. 
 
Multiple regression analysis 

 
It can know that perceived behavior control was the most important factor which influenced electronic saving 

behavior (β =.552, p<.001), then attitude (β =.216, p<.05), the subjective norm influenced the finally (β =.013). 
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Analyze by replying coming back further, as the form, the following is predicted and economized standardizing and 
replying the formula of coming back beastly of behavior intention of electronic saving behavior: 

 
Y (BI) = .216AT* + .013SN + .552PBC** 

 
                   r=.552**                           
                                                      β =.216* 

r=.506**                       β =.013 
 

                                  β =.552** 
r=.385**                          

 
Figure 2. the suitable TPB model for electronic saving behavioe intention 

 
 
 
 
 
 
 
 
 
 
 
 
Comprehensive speak, when change and economize the behavior intention of electronic saving behavior to the 

participants environmental policy, the improvement that should control placing on the consciousness behavior 
especially, strengthen the attitude of economizing on the electricity, cooperate with subjective norm, with increase 
the people constellation industry person is it economize on purpose of cable to engaged in. 
 

DISCUSSION 
 
Participants’ demographic factor, situation of electronic saving, and environmental cognition, may influence 

electronic saving behavior intention directly. These are includes sex, age, marital status, education degree, the 
frequency of electronic saving behavior in the B & B managers, knowledge source, and environmental cognition. 
So, in order to understand the situation that external variables influence to electronic saving behavior intention, carry 
on correlate analysis at first. If an external variable is interval, it is to adopt Pearson Product-Moment Correlation; if 
one is ordinal, after changing it into dummy variable, it is correlated with analyzing Point-biserial Correlation. The 
frequency of subjetivists’ eletric saving behavior (r of the participants =-.356, p<.01) will influence the behavior 
intention significantly. 

In addition, the knowledge source of electronic saving, such as newspapers and magazines, TV, broadcast, 
singles, poster, teachers, family, friends, and classmates, all also correlated with electronic saving behavior intention 
positively, the result shows that people whos’ more knowledge of electronic saving via such ways, the stronger their 
electronic saving behavior intention is, so the government can utilize more such mass media while carrying on 
electronic saving to declare and lead, to emprove the B & B managers’ electronic saving behavior intention. 
Through the social personage and education system (such as the university universities and colleges, social 
university) of the same generation, can effectively disseminate the idea about electronic saving behavior intention. 

The following results are found in this research: (1) attitude toward a behavior is the degree to which 
performance of the behavior is positively valued; (2) subjective norm is the perceived social pressure to engage in a 
behavior, it is assumed that subjective norm is determined by the total set of accessible normative beliefs concerning 
the expectations of important referents; and (3) perceived behavioral control refers to people’s perceptions of their 
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ability to perform a given behavior; it is assumed that perceived behavioral control is determined by the total set of 
accessible control beliefs. 
 

CONCLUSIONS 
 
According to the result, declare leading, environmental education and studying three respects in the future to the 

policy of economizing on the electricity separately, propose the following suggestions. 
This research shows the government policy is indeterminate that masters the degree in control that will 

influence the participants to engaged in economizing on the electricity, therefore depend on relevant policies in the 
government unit stipulated and draw up more concrete as the way of doing things, comply with and implement in 
order to favorable the people constellation industry person.  

The result discoversed media communication was declared and let the control that will influence the 
participants to engaged in economizing on the electricity to master the degree, so relevant government units should 
be appropriate to the subjective norm economizing the electricity consuming behavior by strengthening the people's 
constellation industry person through mass media in the policy of economizing on the electricity is declared and led. 
In addition, pass the same generation group, especially and constellation industry person or social strength of 
university for the people, the persons who can also impel the people's constellation industry strengthens the 
subjective norm that is engaged in economizing the electricity consuming behavior. 

While economizing on the electricity to educate and get involved, should focus on self- enhancement of 
efficiency these especially, complementing with the attitude, subjective and normal change influences, in order to 
improve to its behavior intention. The environmental education should be set out by people's experience of life, 
inspire the consciousness and care to the environmental question, and then display the spontaneous and responsible 
environmental behavior. 

The inference of the result will be biased to some extent, unable to explain the actual conditions of most 
participantss intact. So should expand the collection that samples counted to the research which economizes on the 
electricity in the future, carry on deeper discussion in order to obtain a large number of information. It is 
economizing the assessment of the electricity consuming behavior, can adopt chain type amount form, and is it 
economizes electricity consuming frequency to learn.  
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ABSTRACT 
 
This study attempts to assess the role of the Information and Communication Technology (ICT) in developing the 
quality of life in Korea. This research emphasizes on the application of information and communication technology 
in education and health services as these two sectors contribute largely to affect the quality of life. ICT is being used 
in almost every walk of life. Due to the successful application of this technology, the human being has been 
transformed into valuable human capitals in this country. Every citizen enjoys the improved quality of life in the 
cyber space and at the same time they try to contribute their skills to achieve the country’s goals and objectives. The 
encouragement of informatization of education and health sector in the country is leading to an increased 
effectiveness of all socio-economic activities and higher real per capita income. The vision of the Korean 
government is to maximize the ability of all citizens to utilize information and communication technologies in order 
to actively participate in the growing and developing society.   
 

INTRODUCTION 
 
Socio-economic development largely depends upon the optimum utilization of existing skills and knowledge 
available in the economy. Knowledge is the key driving force for sustainable economic growth. Knowledge is 
derived from the accumulated information and it can be optimally used by the society with the help of effective 
communication system. Information and communication technologies are usually understood to include computers, 
the rapidly improving communication technologies, including radio, television and mobile telephony as well as 
networking and electronic data processing capacities, and the software for applications of these new technologies 
and capacities. Their defining characteristics is the capacity to harness, access and apply information and diffuse 
knowledge at electronic speed to all types of human activity, there by giving rise to contemporary knowledge-based 
economies and societies. This information and communication technology revolution or simply digital revolutions 
have the potential to create new types of economic activity and employment opportunities. It can also stimulate 
economic growth, social development and political participation, which have the multiplier effects and it spread out 
to the whole economy. Thus, this country is equipped with   advanced information and communication technology, 
which is enhancing the quality-of-life in Korea. The research methods are related literature reviews such as Social 
Informatics; value added internet / information services and its impact on the life-styles of Koreans and the 
Information Technology of the Government.  
 
Korea is one of the one of the technology driven economies in the world. The huge investment on ICT has led the 
informataization in Korea. According to ITU (World Telecommunications Indicator, 2002), the share of IT 
investment in Korean GDP was 1.7 per cent, ranked as the third among OECD member countries. Korea is on the 
right track for positioning itself to join the developed nations. The government has been proactive to harness the 
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benefits of its world class ICT. Approximately, half of the populations in Korea have become active internet and 
mobile phone users. The South Korean government has deregulated telecom industry, which helped the country’s 
internet and wireless market enormously. People in South Korea enjoy relatively cheap telephone, broadband 
network services and high-speed cable modems. Korea’s IT industry accounts for a higher portion of the GDP than 
other advanced countries because it has established both domestic sales and overseas markets as the foundation for 
its’ growth. The IT industry’s contribution rate to Korea’s real economic growth increased dramatically in the last 
decade, from a mere 4.5 percent in 1990 to 31.7 percent in 2001.The level of informataization in Korea is clearly 
manifested in the internet related indicators. As of March 2002, the number of internet users per 10,000 people is 
2780, ranks as the 6th highest in the world. The average time spent on internet is 17 hours per week, the 1st in the 
world.  Korea ranks 1st in the world in terms of the broadband internet users (17.16 per 100 persons) as shown in the 
table below. 
 
                            The Number of Broadband Internet Users (2001) 
                                                                                                              (Unit: 100 persons) 

Korea Canada Sweden USA Japan OECD Average 
17.6 8.4 4.96 4.47 2.23 2.9 

Source: OECD (2001. 12) 
 
ICT is one of the major strengths of Korean economy. Korea has the potential to diffuse the advanced technologies 
to all potential users at a much faster pace. It has been doing exceptionally well in IT industry since 1990s. In terms 
of production, Korean IT industry has grown ten fold, from 15.2 trillion won in 1990 to 141.7 trillion won in 2000. 
The IT industry despite a lack luster economy in 1997, showed a 33.2 percent growth rate, and maintained a growth 
rate of 16.7 percent, 30.5 percent and 23.2 percent in 1998, 1999 and 2000 respectively.  
 
Korea’s IT industry production 
                                                                                                             (Unit: trillion won)  
Category 1997 1998 1999 2000 2001 2002 2003 
Telecommunications 
Services∗ 

17.0 17.9 21.7 28.6 32.9 37.9 41.6 

IT equipment 55.0 65.6 86.8 105.9 102.2 133.4 149.8 
Communication 
Equipment 

13.8 14.2 20.0 22.5 24.5 28.1 31.8 

Information Equipment 9.8 10.7 15.7 20.9 18.3 24.0 27.0 
Broadcasting equipment 0.6 0.7 0.9 1.6 1.6 3.4 3.8 
Component 30.9 39.9 50.3 60.9 57.8 77.9 87.2 
Software 3.5 4.7 6.5 10.7 15.4 17.8 20.9 
Total 75.5 88.1 115.0 145.2 15.5 189.1 212.3 
Rate of Increase 33.2% 16.7% 30.5% 26.3% 3.7% 25.7% 12.3% 
Source: KISDI, 2002   
Note:  * Telecommunication services include communication service such as telephone 
               service and broadcasting service. 

 
 

ICT APPLICATIONS IN EDUCATION AND HEALTH CARE 
SERVICES 

 
From 1995, some of pilot projects ranging from distance education to telemedicine were conducted on the line of 
National project such as Super Highway Information and Communication Network Project (SHICNP) in Korea. 
This section analyses the impact of ICT in education and health services sector in Korea. 

 
Education  
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 Information and communication technology are transforming education itself, and are creating new possibilities for 
achieving educational goals. Distance learning, life long education, alternative to formal education as well as 
community-based learning are among the areas where important ICT –based applications are emerging. With the 
development of information and communication technology and pervasive internet the concept of distance learning 
which started in Korea some decades ago in the form of correspondence courses moves into the mainstream 
education. It is no longer a complementary education    channel.  Korean National University (KNOU) has got 
connected to 12 local community centers to build the system, which can transfer the education information of video, 
text and audio files. This system supports the distance lecture and learning and thereby enlarges the educational 
opportunities and develops the quality of education (National Computerization Agency, 1999) 
 
Due to the advancement in the technology the universities, national laboratories remain connected with high-speed 
networks. The Korean government envisages increasing the internet users to 60 percent in Korea by establishing 
Next Generation Internet (NGI) networks by the end of 2005. This lays the foundation of the digital economy in 
Korea. The Next Generation Internet will speed up the process of data transmission from 33 Kbps to 33 Mbps. This 
high-speed network boosts the base of online users in the field of Education and Health Care Service industry. The 
Internet based education, especially, has been largely known for its cost-effectiveness and quality improvement. The 
following table describes that enormous time and money has been deployed in and implementing an information and 
communication technology based infrastructure since Super Highway Information and Communication Network 
Project conducted. The table gives an idea about the budget allocation for information and communication 
technology diffusion into elementary and secondary school education. The growth rate in the budget allocation is 
growing almost by 26 percent from the year of 1997 to the year of 2000.  Lots of money has also been invested in 
the diffusion of the information and communication technology and in many pilot projects in order to achieve the 
objective of gaining acceptance and increasing popularity of distance learning using Internet.    
 
                                                                                                   (Unit: in million Dollars) 
Government 1997 1998 1999 2000 Sum 
Central 
Government 

2.18 2.38 2.56 5.38 12.5 

Local 
Government 

24.2 15.3 16.4 30.0 85.9 

Private Sector 2.42 1.81 1.64 1.03 6.88 
Sum 28.8 19.49 20.6 36.41 105.25 
Source: 2000 Educational Informatization White Paper 
 
There are 10,064 elementary, middle and high schools were equipped with computer networks by the year of 2000. 
Some schools use leased lines to connect their school’s computer network to the high-speed network operated by the 
regional offices of education or the metropolitan offices of education. Other schools set up their own high-seed 
networks. Computer lessons are required courses in elementary school starting from first grade. Schools with more 
than 36 classrooms in total are required to build 2 computer laboratories. Schools with less than 36 classrooms are 
required to build only one computer laboratories. In this case, schools can decide on how large they will build their 
computer laboratories. There are 431,981 PCs have been installed in over 10,000 schools around Korea.  At the end 
of 2000, 235,333 PCs have been installed in elementary schools. There are 121,259 PCs in middle schools and 
75,389 PCs in high schools have been installed in Korea. This captures the wide popularity of the introduction of 
education based on information and communication technology. The teacher can give the homework to the students 
and also checks the homework using Internet. This saves much valuable time of both teachers and students. They do 
not have to waste time in the classroom in correcting the homework of each student.  
 

Percentage of Public Institutions with an Intranet Infrastructure in Korea 
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                         Source: Korea Internet White paper 2002. 
 
 Judicial 

Institution (1) 
Administration 
Institution (2) 

Educational 
Institution (3) 

Research 
Institution (4) 

Total (5) 

Percentage of 
Institutions 
with an 
Intranet 

 
75 

 
77 

 
55 

 
65 

 
64 

Source: Korea Internet White paper 2002. 
 
Korea is extensively using high level of technology and infrastructure in the field of higher education. Korea has 
become one of the few countries with more than four million subscribers to high-speed Internet service and it has 
got most advanced communication infrastructure. There are many cyber universities are offering numerous 
educational programs in the country. The rapidly rising number of students in the cyber universities in different 
programs proves the well acceptability of cyber universities and the successful applications of information and 
communication technology in the field of education. There are 17 cyber universities in Korea offering various 
courses mainly related to Social Studies, Language, Design, Management and MIS. Korea is becoming an Edutopia 
state; in other words it is trying to be an educational welfare state. They are trying to transform Korea as a life-long 
learning society by setting up cyber universities. These cyber universities will allow each and every individual equal 
and easy access to education at any time.     
 
There is high-impact initiatives have been taken several governments with an intention to narrow down the 
knowledge gap in Korea. Many schools are equipped with multi-media networks and an initiative to develop 
software and multimedia database. The establishment of these cyber universities has induced the education 
opportunities for a wide section of society. The students need not to write any entrance test to get admission into 
their cyber universities. Tuition fees are also very low.  There are roughly 15,000 applicants to the cyber universities 
and of the 6220 students who gain admission during the initial days of these cyber universities. The average age of 
the students is 31, with most students holding only a high school diploma. The number of applicants with all the 
cyber universities is increasing at a faster pace. This experience reveals that cyber universities are being used 
effectively to close the knowledge gap, particularly among women who can not study in the conventional class room 
settings and working adults. According to the Human Development Report, 2002, Korea has got 97.9 percent adult 
literacy rate (% ages 15 and above). 
 
The following table gives us an impression about the availability of the computer infrastructure in the schools in 
Korea. 
 
Current School Computer Network Infrastructure by Region and City 
                                                                                                                    (Unit: Schools) 
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Provincial 
Area or City 

Current Status of Computer 
Networks in School 
--------------------------------- 
No. of                Percentage of  
Schools             Comp. Networks 
 

Current Status of Computer Networks by type of 
School 
--------------------------------------------------- 
Elementary            Middle                High Schools 
  Schools                Schools 

Seoul 1191 100% 533 354 304 
Busan 555 100% 266 157 132 
Daegu 361 99.1% 178 105 78 

Incheon 357 99.1% 176 94 87 
Gwangju 243 105% 111 70 62 
Daejeon 238 99.5% 111 69 58 
Ulsan 165 101.8% 88 41 36 

Gyeonggi 1581 101.8% 880 381 320 
Gangwon 640 102.5% 367 158 115 
Chungbuk 423 97.9% 235 106 82 
Chungnam 728 100.2% 432 185 111 

Jeonbuk 728 101.9% 402 191 135 
Jeonnam 864 99.9% 455 254 155 

Gyeongbuk 913 99.3% 478 231 204 
Gyeonnam 856 100% 451 238 167 

Jeju 175 102.9% 105 40 30 
Total 10018 100.6% 5268 2674 2076 

Source: Korea Internet White paper 2002. 
 
Health Care 
 
Information and communication technology has brought lots of improvements in health care delivery in Korea. It 
has been used very effectively in the areas of health care research and training. The health sector has become one of 
the major areas where knowledge is shared and used through information and communication technology. In many 
sectors, it is increasingly apparent that the benefits of technological innovations are unevenly distributed within 
countries. It is the sub-optimal utilization of the innovations in medical sciences. The maximum potentials of the 
new researches and developments can be achieved if there is proper diffusion of knowledge and experiences. The 
uneven distribution of benefits of technological advancement is largely because of differential access to information 
and communication technology and differences in the knowledge base needed for optimal use of communication 
technology. The explosive impact of the Internet will continue in health care as well as other allied areas in medial 
sciences. People of Korea are enjoying the medical benefit from the remote health care system. It will be more 
efficient and effective after the complete implementation of Next Generation Internet. Now, patients could meet 
famous medical doctors without regional limitation through video communication technologies supported by high 
broadband networks. Life-long health record of patients would be kept through health care system, which helps the 
doctor immensely to learn about his/her patients in a better way. Radiology Consultation Work Station, currently 
being implemented in Korea after it is successfully tested by National Institute of Health in United States. It was a 
prototype to support radiological treatment using ATM medical networks. By analyzing patients’ injuries through 
high-resolution screen and interactive communication system among the doctors, doctor can share their opinions and 
arrive decisions without locational hindrances. Medidas Inc, a medical information firm in Korea provides “Health 
Korea” (www.healthkorea.net) sites where users or patients can get health consulting in the 20 medical areas such as 
internal medicine, pediatrics and 23 special clinics such as obesity clinic from over 100 medical doctors. It was 
opened in June 1998 and number of its members exceeds 60,000. One can get the basic information about the few 
common diseases. There are lot of hospitals are taking the help of this web page to get the awareness of the people. 
Even the doctors can be consulted using this web page. A remote medical center was opened in the Seoul National 
University in July 1999. The first telemedical treatment was performed in the medical room of Korea Telecom. The 
employees of Korea Telecom can communicate with the doctors in Seoul National University Medical School 
through real-time video communication systems. Even the medical doctors can hear the patients’ heart beat and he 

http://www.healthkorea.net/
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can inspect the patients’ ear, eye through telemedical devices. After the necessary check up the doctor can prescribe 
for the medicines, the patient can get those drugs in a near by drug store. The Ministry of Health and Welfare tried 
medical demo services for the first time in November 1994 and ended in February 1998. Though initially there was 
lot of reluctances among the patients in the acceptance of this kind of services, as there were very less confidence on 
telemedical devices, it has got wide popularity since the year of 2000.   The telemedicine is emerging as a new way 
of medical practice. It is providing more easy access for particularly disabled and omen patients. They do not have 
to come to the hospitals to visit the doctors. They can get their treatments remaining at home also.  There are two 
types of telemedicine system: a telediagnosis system and a home care system. Telediagnosis is the application of 
information and communication technology in health sector. This program can be run on the broadband integrated 
services digital net-work (B-ISDN). The scope of the database is adjusted to that information about patients that is 
very relevant to a doctor’s diagnosis. The user interface is designed in such a manner that the doctor can 
communicate easily. The key factors of telemedicine systems are medical device interface, standardization of 
medical informatics, data storage technique and highly refined display technique.  It is a new way of medical 
practice. This provides tools for patients’ data retrieval and image data communication between long distance 
hospitals through the information highway. The difference between telemedicine system and ordinary teleconference 
systems are that a telemedicine system requires refined structure for medical practice especially for image handling 
and user-friendly setup devices. The effective use of telemedicine system requires health care networks allowing all 
doctors from more than one place to interact and discuss on any important issues. This system should have a 
capacity to transfer high quality images rapidly. The home care system is popularly known as Dr. COM. (Computer 
Physician) has its basis on the existing doctor-patient relationships. Physicians and the registered patients remain 
connected through the network. The health information is offered in the ten categories as: health promotion, life-
time health monitoring program, symptoms, disease, emergency care, laboratory examinations and devices, 
medications, child and prenatal care and so on. The computer clinic is operated depending upon the availability of 
the physician’s time. During this time the patient can consult with the physicians. This application of Dr. COM will 
be accelerated after the home devices such as blood pressure and blood glucose monitoring devices to the patients.  
 
Even the prenatal care at home is being accessed using the information and communication technology. The uterine 
activity is being recorded four times daily for a cumulative total at least 200 minutes per day. Normally, monitoring 
periods are in the morning, afternoon and in the evening hours. While all women are free to continue with their 
normal activities. These data is transmitted to the concerned hospitals by way of BISDN for consulting to the 
physicians.  Outpatient prenatal care is provided every one to three weeks, which includes a pelvic examination for 
evaluation of cervical status. This kind of prenatal care and specialized tests reduces the infant mortality rate to a 
larger extent. The following table gives us an idea about the performances of the health sector in few Asian 
countries. The government of Korea   is consistently modernizing its health sector by investing in ICT and 
introducing it in   the health sector. The following table tells about the increase in life expectancy of Koreans. 

Life Expectancy of Koreans 
Year 1980 1990 2000 

Life Expectancy at Birth (m/f) 63.12/71.42 68.25/76.36 71.76/79.12 
Life Expectancy at 65  (m/f) 75.75/80.15 77.79/81.00 78.84/83.06 
Source: World Health Organization, 2001 
 
 The government of Korea is constructing a nationwide public health information infrastructure for the control of 
tuberculosis and cholera. This system will include disease reporting, epidemic alerts, communicable disease 
information and training. Since 1965, the Korean Institute of Tuberculosis has updated information on the status of 
tuberculosis in Korea every five years by the current internet reporting system.  This advanced internet reporting 
system provides an early stage diagnosis and effective management of tuberculosis and cholera. Korea is one of the 
few Asian countries, which is investing more and more in the informataization of the health sector. About 6 percent 
of its GDP is being spent on health sector, which is much better than many other developing countries of Asia. The 
following table shows how Korea is reaping the benefits from its investment in ICT in health sector comparing to 
other few Asian countries.  
 
Selected 
Indicators ↓ 

Korea China Viet Nam Thailand Malaysia Indonesia 

Life       
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Expectancy at 
birth m/f 
(years) 

71.8/79.4 69.6/72.7 67.1/72.2 66.0/72.7 69.6/74.7 64.9/67.9 

Healthy Life 
expectancy at 
birth m/f 
(years) 
 

 
64.8/70.8 

 
63.1/65.2 

 
59.8/62.9 

 
57.7/62.4 

 
61.6/64.8 

 
57.4/58.9 

Child Mortality 
m/f (per 1000) 

 
8/7 

 
31/41 

 
41/33 

 
32/26 

 
10/8 

 
45/36 

Adult Mortality 
m/f (per 1000) 

 
166/61 

 
165/104 

 
200/129 

 
279/153 

 
192/106 

 
244/208 

Total Health 
expenditure as 
% of GDP 
(2001) 

 
6.0 

 
5.5 

 
5.1 

 
3.7 

 
3.8 

 
2.4 

Source: World Health Organization, 2002 
 
The patients in far rural areas are realizing the benefits of telemedicine services at the time of emergency. The 
telecommunication device should be there in the patient’s home and there should be a telemedicine center in the 
same area. The trained personnel at the emergency telemedicine center will respond to any accidental worsening of 
health condition of the patient. The people at the telecare center telecommunicate with each relevant person if the 
patient requires the nurse to visit his home immediately.  With the information and communication technology 
Korea is moving into a new horizon, the era of renovation by easy communication in the health sector. This 
telemedicine system is distinguished by its ability to improve the way of presentation of patient’s information, to 
access patient medical record at any time during telemedicine session and to use the net work to consult with other 
medical doctors. This not only facilitates the doctors to treat their patients in better a manner without disturbing their 
practice pattern but also the patient can reach the doctor and can communicate any time being anywhere.  
 

CONCLUSION 
 
Korean government is attempting to provide the cyber life to all the citizens of the country by the year of 2005. The 
government plans for every household to be equipped with universal access to the broadband internet with minimum 
transmission speeds of 1 Mbps irrespective of income, age or region. Life long learning programs will be built on 
the expanding opportunities in distance learning. Every citizen will be able to enjoy a culturally enriched life and 
healthy life as a result of high quality digital contents delivered advanced information and communication 
technology and narrowing down the line of digital divide. These applications of the information technology in the 
fields of Education and Health Sector will transform the dreams into reality. The quality of life of Koreans will be 
enriched. The successful development of core technologies will raise the status of the information and 
communication technology industry and it will have a positive impact on the economic health of Korea by exporting 
IT products and IT enabled services to other counties. The promotion of information and communication technology 
in the areas of Education and Health is leading to an increased effectiveness of all socio-economic activities, higher 
national performance and the higher quality of life. As far as human development index (HDI) is concerned, Korea 
ranks 28th position in the world according to Human Development Report, 2002. The HDI largely reflects the quality 
of life of people living in the country.  The government of Korea can use this analysis of impact of ICT in Education 
and Health sector as a simple context, so that in future the existing policy gaps can be plugged ensuring to find out 
more symbiotic growth potentials of ICT and quality of life.  
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ABSTRACT 
 

A number of studies provide evidence that financial system is associated with economic growth. Financial 
development facilitates investment, which is important source of growth, and it also contributes to more efficient 
allocation and use of rare capital resources. In line with large recent literature, there is a positive link between the 
sophistication and effectiveness of the financial sector and the performance of the economy as a whole. For many 
emerging markets and developing countries, for example the Republic of Croatia, emphasis must be placed on 
improving the functioning of financial sector issues. The main result of our research will be that Croatia has to 
encourage development of financial sector and domestic capital market in order to enhance Croatian economy and 
to enable the higher rates of  economic growth. 
 
 
The presented results are part of research projects (“Croatian Financial Markets and Institutions in the Process of EU 
Accession” and “Economic Impacts of Regulatory Reforms in Electricity Sector”) supported by the Ministry of 
Science, Education and Sports in the Republic of Croatia 
 

INTRODUCTION 
 

The link between the economic growth and achieved financial development is of great interest for all 
national economies. The question like does financial development stimulate economic growth, or does the financial 
sector develops to meet the increasing demand for financial services is of great relevance especially for transition 
countries. These economies are still undergoing the process of reshaping their financial system in order to achive 
higher economic growth. Therefore, this paper discusses the finance-growth nexus presented in the relevant 
literature.   

 
One of the intentions of this paper is to give a general overview of the macroeconomic indicators and 

financial system structure in the Republic of Croatia. Although Croatian financial system is bank-based, there is 
evident rapid development of non-banking financial intermediaries. This process resulted in enormous growth of 
capital market during last three years.  

 
These changes are the proof and empirical evidence of the causality between finance and grotwh. This will 

strenghtened the view that the development of financial markets, as well as the development of banking and non-
banking intermediaries may stimulate economic development.    
 

FINANCIAL SYSTEM AND ECONOMIC GROWTH – 
THEORETICAL CONSIDERATIONS 
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Financial system can be defined as mix of financial instruments, institutions and markets. Financial systems 
channel household and foreign savings to the corporate sector and allocate investment funds among firms. They 
allow intertemporal smoothing of consumption by households and expenditures by firms. These channels are the 
sources which connect financial development and financial structure with macroeconomic growth (Franklin, Hiroko, 
2004). It is also important to mention that financial development involves the establishment and expansion of 
institutions, instruments and markets that support investment and growth process.  

 
Economic growth is one of the ultimate and the most important goals of any economic system. Long-term 

sustainable economic growth depends on the ability to raise the rates of accumulation of physical and human capital, 
to use the resulting productive assets more efficiently, and to ensure the access of the whole population to these 
assets.  

 
There have been different perspectives on the theoretical link between financial development and economic 

growth among economists. For instance, Schumpeter (1911) points out that the services provided by financial 
intermediaries are essential drivers for innovation and growth. The opposite view had Robinson (1952), who 
emphasizes that financial development follows economic growth as a result of higher demand for financial services 
(Ang, McKibbin, 2005). The literature, generally, stands behind Schumpeter’s viewpoint. 

 
The more recent empirical and theoretical literature suggests that development of the financial system 

accelerates macroeconomic growth. Economists have found empirical evidence, that countries with developed 
financial systems have increased their economic growth. King and Levine (1993) emphasize, in their research, that 
growth is positively related to the level of financial development. From the evidence of 80 countries, from 1960 to 
1989, they show that the relative size of the financial sector in 1960 is positively correlated with macroeconomic 
growth over the period (Valderrama, 2003).    

 
It is also important to point out that country’s financial system can be characterized market-based as 

opposed to bank-based, but a conclusion whether market-based or bank-based system were favourable for economic 
growth could not be drawn (Levine, 2002).  

 
Therefore, it is of major importance to ensure stable and secure market by establishing the most appropriate 

regulatory framework. This is because low inflation, unemployment and fast economic growth, as common 
objectives of monetary authorities, cannot be achieved in the modern economy without developed and stable 
financial system through which the effects of monetary policy measures can be effectively channelled to all 
economic sectors. 

 
It is very important for the economy to take measures for developing both banking market and capital 

market. Furthermore, in times of crises in either system, the other system can perform the function of the spare 
wheel. Sophisticated and well-developed financial system makes national economy much more resistant to 
asymmetric shocks. Parallel development of capital market with the banking industry progress can result in benefits 
for the economy and investors, arising from the competitiveness and lower transaction costs.  

 
The structure of financial system in developed countries varies and depends mainly of investors tradition, 

while transition economies remain heavily bank-based oriented. 
 

THE BASIC MACROECONOMIC INDICATORS IN 
CROATIA 

 
In 2006, the main economic and financial indicators continued to improve. The Croatian economy 

accelerated further, unemployment decreased and inflation while continuing to rise, remained moderate. In spite of 
Croatian National Bank’s monetary policy measures, continued government borrowing in the domestic market and 
decrease of general government external debt, the increase of total external debt was not stopped. The main reason 
for this is continuing of enormous banks’ external borrowing. The significant role, in the external debt increase, has 
also enterprises which use foreign financing sources. At the same time, the current account deficit widened 
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indicating a further worsening of the external imbalance. Still, the domestic currency failed to weaken due to these 
developments (CNB, 2007).  

 
Table 1: The main macroeconomic indicators in Croatia 

Macroeconomic 
indicators 2000 2001 2002 2003 2004 2005 2006 
GDP, current 
prices, mil. EUR 19,977 22,171 24,468 26,232 28,681 31,263 34,220 
GDP, per capita, 
EUR 4,560 4,997 5,507 5,905 6,461 7,038 7,706 
GDP, real growth 
rates in % 2.9 4.4 5.6 5.3 3.8 4.3 4.8 
Consumer prices - 
inflation 4.6 3.8 1.7 1.8 2.1 3.3 3.2 
Current account 
balance / GDP, % -2.4 -3.7 -8.6 -7.1 -4.9 -6.4 -7.6 
Gross external 
debt, mil. EUR 12,109 13,458 15,055 19,811 22,781 25,541 28,998 
Gross external 
debt / GDP, % 60.6 60.7 61.5 75.5 80.2 82.5 84.7 
Unemployment 
rate, % 21.1 22.0 22.3 19.2 18.0 17.9 16.9 
Exchange rate 
HRK/EUR, period 
average 7.63 7.47 7.40 7.56 7.49 7.40 7.32 

Source: www.hnb.hr, www.mfin.hr, www.dzs.hr  
 

As it is shown in  Table 1, in 2006 the real economic growth was 4.8%. GDP growth was primarily 
generated by goods and services export growth and by gross investments growth, in which the highest contribution 
had private investments. 

 
After 2002, inflation rate decreased on 1.7%, in the next few years inflation rate increased, and in 2005 it 

was 3.3%. Global pressure on inflation increase, during the 2005 as like as during the 2004 when inflation rate was 
2.1%, was the result of increasing and oscillating oil prices. The increase of oil prices on the world market directly 
influenced on increasing of prices of oil derivates on Croatian market, since the production of oil derivates is mostly 
dependable on import component, but also influenced on an overall increase of prices. During 2006 the average 
inflation rate in Croatia was 3.2% and it was above the average inflation rate in the European Union. Inflation rate in 
2006 was slightly lower than inflation rate in 2005. 

 
The annual deficit of the current account balance at the end of 2006 was 7.5% of GDP. It has increased in 

comparison with previous year, which was the result of faster increase of goods import than goods export 
. 
The external debt is constantly growing since 2000. In 2006, the external debt amounted 28,998 millions of 

Euro and it was higher for 13.5% compared to 2005. The portion of external debt in GDP was astonishing 84.7%. 
This portion of external debt in GDP, according to the World Bank criteria, aligns Croatia among highly indebted 
countries (CNB, 2007). 

 
The unemployment was and remained the greatest problem of Croatian economy. Although, in period of 

2002 up till 2006, the unemployment rate decreased, in 2006 it is still high and amounts 16.9%. The Croatian 
government performs active employment policy, and in 2007 intends to invest about 72 millions of Euro in different 
programs of decreasing unemployment.   

 
The main macroeconomic indicators of new EU members and candidate countries are shown in Table 2.  

http://www.hnb.hr/
http://www.mfin.hr/
http://www.dzs.hr/
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Table 2: The main macroeconomic indicators of new EU members and candidate countries in 2004. 

Country / 
Macroeconomic 
indicators  

GDP, per 
capita, EUR 

GDP, real 
growth rates in 
% 

Consumer prices 
- inflation, % 

Current account 
balance / GDP, % 

Unemployment 
rate, LFS, % 

Czech Rep. 8,453 4.4 2.8 -5.2 8.3 
Estonia 6,669 6.2 3.0 -12.6 9.7 
Hungary 7,996 4.2 6.8 -8.8 6.1 
Latvia 4,766 8.5 6.2 -12.3 10.4 
Lithuania 5,213 6.7 1.2 -7.2 11.4 
Poland 5,114 5.4 3.5 -1.5 19.0 
Slovakia 6,154 5.5 7.5 -3.5 18.1 
Slovenia 12,967 4.6 3.6 -0.9 6.3 
Bulgaria 2,495 5.6 6.2 -7.4 12.0 
Romania 2,716 8.3 11.9 -7.5 8.0 
Source: Veselica, V., Vojnić, D. (2005) 
 

Although, there are shown only five important indicators, it gives valuable general macroeconomic 
comparative frame of economy situation in some countries in region. The leading role of Slovenia is unquestionable 
in all aspects. Foresight shows that inflation rate decreases and gradually equals with that one in Croatia. These 
indicators approve that most european, especially central european, countries have better economy results than 
Croatia. The Republic of Croatia has better achievement only in inflation rate. At the end, it has to be mentioned that 
in comparison with Bulgaria and Romania, which are today EU members, Croatia has more developed economy and 
more convenient macroeconomic indicators. 

 

THE FINANCIAL SYSTEM IN THE REPUBLIC OF 
CROATIA 

 
The financial system in Croatia in general is underdeveloped as compared with financial systems in 

developed market economies. Croatian financial system consists of almost all types of institutions which usually 
form an integral part of a developed market.    

 
The Croatian financial system is bank-based, private and foreign-owned, highly concentrated and 

profitable. Banks are predominantly deposit financed and their funds are mainly denominated in or indexed to 
foreign currencies, mostly the euro. Non-bank financial intermediation is underdeveloped but fast growing. Croatian 
capital market can be defined as narrow and shallow, despite strong growth of volume and market capitalisation 
over the past few years.  
 
Table 3: Relative Importance of Financial Intermediaries, shares in total financial intermediaries’ assets (end 

of period, in %) 
Financial institution 2000 2001 2002 2003 2004 2005 2006* 
Banks 87.0 87.5 85.0 83.3 81.4 78.7 76.0 
Open-end investment funds 0.2 0.9 1.4 1.4 1.8 2.8 3.6 
Closed-end investment funds 3.0 2.3 1.6 0.4 0.4 1.2 3.3 
Insurance companies 6.8 5.9 5.7 5.4 5.2 5.1 5.0 
Housing savings banks 0.4 0.8 1.1 1.5 1.8 1.8 1.5 
Mandatory pension funds 0.0 0.0 1.1 2.0 2.9 3.6 3.8 
Voluntary pension funds 0.0 0.0 0.0 0.0 0.0 0.1 0.1 
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Savings and loan associations 0.9 0.6 0.6 0.6 0.5 0.5 0.5 
Leasing companies 1.7 2.0 3.6 5.4 6.0 6.2 6.2 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

* for 6/2006 
Source: www.hnb.hr (Macroprudential Analysis, Croatian National Bank, Zagreb, Number 4, 2007, p. 32) 
 

In 2006, the banks possess most of the assets and have the greatest share of assets in the GDP. Because of 
the rapid growth of mandatory pension funds and open-end investment funds, domination of the banks has been 
slightly threatened. Banking sector appear to lose their relative importance in comparison to non-bank financial 
intermediaries. Therefore, it is expected that in the Croatian financial system savings will be to a lesser extent 
channelled through the banks.  

 
The data in Table 4 represent the proportion of financial institutions assets in GDP for Croatia and other 

figures concerning the development of Croatian financial system.  
 

Table 4: Financial Market Structure (in 2005) 
Financial institution 

 
Assets  
(in millions of 
HRK) 

% of total 
assets 

Number of 
institutions 

Assets as % of 
GDP 

Banks 260.6 78.7 34 113.8 
Open-end investment funds 7.1 2.8 49 3.1 
Closed-end investment funds 2.0 1.2 5 0.9 
Insurance companies 16.6 5.1 25 6.7 
Housing savings banks 5.8 1.8 3 2.5 
Mandatory pension funds 12.0 3.6 4 5.2 
Voluntary pension funds 0.3 0.1 14 0.1 
Savings and loan associations 1.7 0.5 116 0.7 
Leasing companies 20.2 6.2 17 8.8 
Total 326.6 100.0 267 141.8 
GDP            229,031 mil. HRK; 30,950 mil EUR 
Source: www.hnb.hr, www.hanfa.hr 
 

As it can be seen from Table 4, more than three quarters of financial intermediation in Croatia is performed 
by bank institutions. The proportion of total banking assets in GDP is considered to be one of the basic indicators of 
the degree of the financial intermediation through the banking sector. Altought in 2005 bank possess most of the 
assets and have the greatest share of assets in the GDP, the relevance of other financial intermediaries is rapidly 
expanding. Banks are almost three times smaller in number than savings and loans associations, and there are 
roughly as many banks as insurance companies and investment funds.  

 
In Croatia there are present various types of non-banking financial institutions. By the figures of relative 

importance of financial intermediaries (Table 3), the three most important non-bank institutions in Croatian financial 
system are investment funds, mandatory pension funds and insurance companies. Leasing companies took the 
second place with a share of 6.2%. However, this significant share and rapid growth is a result of Croatian central 
bank (Croatian National Bank) monetary restrictions considering regulation of credit activity and acquiring the 
necessary liquidity of banks. Majority of these institutions have tight connections with banks, because banks are 
establishers of leasing companies with main goal of giving up part of their credit activities to less regulated and 
supervised leasing institutions. Considering the figures of degree of financial intermediation (total assets to GDP) 
and the degree of economic development (GDP per capita) Croatia is heavily bank-based financial system, which is 
specific for all transition and newly formed countries. 

 
 
 

http://www.hnb.hr/
http://www.hnb.hr/
http://www.hanfa.hr/
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Chart 1: Non-bank financial institutions in Croatia (assets/GDP ratio) 
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As it can be gathered from Chart 1, open-end investment funds and mandatory pension funds are the most 
propulsive non-deposit financial institutions in Croatia. Mandatory pension funds were formed in 2001, for the 
purpose of the new pension reform started in 2001. In the past five years, pension funds assets were growing rapidly. 
Predictions show that pension funds assets will account in 2015 for 15% of GDP and by the 2030 even up to 21.6% 
of GDP.  

 
The structure of Croatian financial markets can be seen from Table 5, presenting the relative relevance of 

different types of financial instruments.  
 
The next important indicator of financial intermediation is bank loans/GDP ratio. From data in Table 5 it 

can be seen that non-credit financing is rarely used. Relationship between credit activity and the degree of economic 
development again appears to be quite strong. The bank loans are prevalent, however not to the extent in which the 
banks’ assets dominate the total assets of the financial system. The reason for that is that banks in their portfolios 
also have large portfolios of shares and bonds. 

 
Croatian capital market is still underdeveloped and it cannot be compared to that of the developed market 

economies. The primary market confirms the still negligible role of the capital market in financing the Croatian 
economy. In 2005 there was only one share issued by public offering and only two such issues of corporate bonds. 
The secondary market is much more developed, but some securities market segment such as derivative markets do 
not exist. However, Croatia’s capital market in 2006 was marked by the rapid growth in almost all aspects of trading 
figures, to the greatest extent as s result of the rise in liquidity of institutional investors, particularly pension funds 
and open-end investment funds. 

 
Table 5: Financing in the Republic of Croatia in 2005 (in millions of HRK)  

Financing in the Republic of 
Croatia 

Amount % of total amount % of GDP 

Bank loans 151.9 56.9 66.2 

Market capitalisation – shares  80.7 30.2 35.2 

Market capitalisation – bonds 34.4 12.9 15.0 

Total 267.0 100.0 116.4 

Source: www.hnb.hr, www.hanfa.hr 
 

The shape of financial systems in transition economies varies significantly concerning relative size, 
structure and efficiency. The common line for all CEE countries is a dominance of banking sector. This structural  

http://www.hnb.hr/
http://www.hanfa.hr/
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imbalance in favour of banks exist because new EU countries economies entered a transition process without capital 
market and non-existing non-bank financial intermediation (except insurance sector).  

 
Table 6: GDP per capita (in EUR) and main financial intermediation parameters for banking sectors of new 

member EU countries and candidate countries in 2004 
Country  Total assets in % 

of GDP 
Total loans in % of 
GDP 

Total deposits in % 
of GDP 

Equity in % of GDP 

Czech Rep. 100.33 38.91 69.61 11.9 
Estonia 94.40 65.42 45.76 10.8 
Hungary 80.39 48.48 44.55 9.8 
Latvia 101.30 56.49 65.74 11.2 
Lithuania 47.47 30.37 30.11 5.4 
Poland 67.57 34.84 45.59 10.5 
Slovakia 87.69  21.68 15.6 
Slovenia 94.47 47.78 57.20 10.5 
Bulgaria 65.47 36.29 51.31 7.2 
Romania 39.11 17.88 24.38 4.6 
Croatia 108.61 60.99 63.77 13.5 
Source: Ribnikar, I., Košak, M. (2006) 
*Total loans to non-credit institutions, **Total loans from non-credit institutions 
 

The indicators of financial intermediation, as presented in Table 6, discloses a remarkable gap in the 
intermediation potential of banks in the CEE countries. Croatian banking sector is in terms of financial 
intermediation with 108.61% of GDP clearly in the leading position among transition economies and at the moment 
in the best position to catch up with the banking sectors in the «old» EU member countries (Ribnikar, Košak, 2006).  

 
Observing the data on loans to GDP ratio, one can conclude that the Croatian banking sector is in the 

leading position (after Estonia) in the group of recent and forthcoming new members of the EU. Further 
improvement in credit activity of Croatian banks is effected by the future capital market development as well  as the 
potential reorientation of the corporate sector from the predominatly bank oriented funding towards more capital 
market orineted funding (Ribnikar, Košak, 2006).  

   

CONCLUSION 
 

The Croatian financial system is largely bank-oriented and therefore the development of financial sector is 
mainly determined by trends in the banking sector. By the structure of its financial institutions it is still undeveloped 
and not enough diversified. Nevertheless, non-bank financial intermediation has increased substantially, via non-
bank financial institutions and financial markets. This increase can be attributed to macroeconomic stabilisation, a 
favourable external environment and structural changes within sectors themselves. Hence, it is necessary to pay 
special attention to development of non-bank financial intermediaries and capital market. 

 
Croatian financial sector is characterised by the significant growth indicators, even higher than the 

registered annual rate of growth in the Republic of Croatia. Still, growth dynamics has been defined especially by 
the banks figures.  

 
It is expected that in the near future, parallel to the strengthening of economic power, the growth of 

Croatian financial system will continue. However, it is not very likely to expect that the size and the degree of 
development of the banking sector, and especially the non-banking intermediaries, in the developed market 
economies would be reached soon.  
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ABSTRACT 
 

The paper investigates effects of the tourism boom on the real estate market in Croatia. According to the general 
equilibrium models of the tourism intensive small open economy, the most important benefit of the tourism is 
reflected in the fixed-factors rents, namely real estate market rents. This paper investigates results of the small open 
tourism intensive economy theoretical model in the case of the transition and EU accession of the Croatian 
economy. Analysis is focused on the real exchange rate changes in the tourism sector as the main source of welfare 
improvements and its effects on the fixed-factor prices in Croatia. 

 
 

INTRODUCTION 
 

Tourism is a major source of export earnings for many countries, and it is often put forth as a potentially important 
source of economic growth for other countries. Governments in both developed and developing countries often, 
although with various level of success, invest in infrastructure and promotion of tourism sector. In the context of 
developing countries there has been considerable debate about the merits of promoting tourism as a part of 
development strategy (Copeland 1991; Bryden 1973; Diamond 1975, 1977; Turner 1976; Pearce 1989). 
This paper analyses predictions of the general equilibrium model of small open economy with expanding tourism 
industry within the context of the transition of the Croatian economy. Although there is a substantial amount of 
literature on the economic effects of tourism, these issues have been previously examined within general equilibrium 
framework only by Copeland (1991). 
In Copeland's (1991) paper effects of the increase of tourism demand on welfare of the small open economy has 
been examined. The backbone of the analysis has been closely related with the literature on "Dutch disease" (Corden 
1984), which examines the effects of an expansion of export sector on the rest of the economy. 
However, straightforward application of "Dutch disease" theory is not possible since there are several important 
differences between commodity export and tourism. First, in contrast to commodity export, tourists must visit the 
exporting country to purchase and consume foods and services. As a result, goods which are normally nontradable, 
became partially tradable in the presence of tourism. Second, tourists typically consume a bundle of goods and 
services and they asses the cost of the implicit vacation package as a whole, rather than price of the individual good. 
Finally, bundle of goods is consumed jointly with unpriced natural amenities, such as climate and scenery. 
General equilibrium models of tourism boom in a small open economy usually indicate that in order to yield 
significant benefits, local residents must either reap gains from improvement in the terms of trade (real exchange 
rate), or must extract some additional rent from unpriced natural amenities enjoyed by tourists. In the absence of 
taxation and distortions such as unemployment, the appreciation of real exchange rate is the only mechanism by 
which tourism can benefit economy. Income received by the service sector partly reflects the value of unpriced 
natural amenities to tourists. In the presence of factor mobility, rents of the natural amenities are partially dissipated 
by entry of foreign capital, which mitigates the terms of trade appreciation (increased competition decreases prices) 
and the rents which are not dissipated will tend to accrue to fixed factors in the nontradable sector, such as land and 
real estate market (Copeland 1991). 
This paper analyzes transitional movements in the Croatian economy in the tourism sector and real estate market. 
Primarily, analysis is directed toward identification of general movements in the prices in tourism sector and in the 
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real estate market in Croatia. EU integration process in a tourism driven economy and accompanied real estate 
market creates an attractive option for the international capital flows. Having in mind that correlation between 
investment and savings is negatively correlated with EU integration processes (Feldstein and Horioka 1980; 
Blanchard and Giavazzi 2002) it is more than obvious that in Croatian case portfolio investments and FDI's are 
going to be almost solely focused towards real estate market and tourism industry in the next phase of integration 
(transition and EU accession process). 
 
The first part of paper analyze developments in the Croatian tourism industry within the context of the Copeland's 
(1991) general equilibrium model without taxation and labor market distortions. In the second part of the paper, 
developments in the real estate market are analyzed with special focus on the real estate market in Zagreb (capital 
city) and on the Adriatic coast (major tourist destination). In the last part of the paper, experiences of other EU 
accession countries are analyzed within the context of negotiation about safeguard clause on the real estate market 
purchases of foreign citizens. 
 

TOURISM SECTOR 
 
Tourism industry in Croatia has been quite strongly affected by the political instability in Croatia as well as by 
political turmoil in neighboring countries during nineties. The record pre-war and pre-transition year for the 
Croatian tourism industry is 1987. According to official statistics approximately 59 million of foreign tourist nights 
have been registered in the 1987. After record tourism season in 1987, the economical problems of late eighties and 
the homeland war in the early nineties resulted with a strong transitional slump in the tourism industry. Number of 
tourism nights decreased all the way to 7 millions in 1991. After the end of war conflicts in 1992, Croatian tourism 
industry started redevelopment process which was shortly interrupted in 1995 and 1999 by war conflicts. In 2005, 
number of foreign tourism nights amounted to 45 million, which is 25% bellow pre-transition and pre-war record 
(Figure 2). 
On the other side, although quantity of tourism nights is still much lower than prior to transition, price level in 
Croatia is much higher than ever before. In the terms of purchasing power parity and/or Harrod-Balassa-Samuelson 
effect, Croatian economy is, after adjusting for level of productivity, single most appreciated transition economy. 
Furthermore, if we analyze price indices for hotels in restaurants it is quite obvious that tourism service sector 
appreciated even more than general price level in Croatia. Between 1987 and 2005, the ratio of price index in 
tourism (hotels and restaurants) and CPI (Retail price index prior to 1998) increased by 46% (Figure 2). 

Figure 1: Price indices in Croatia 1987=1 

Source: SYC-1997; 2001; 2003; 2006
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In order to get approximation of real exchange rate changes for Croatian tourism industry, price index for hotels and 
restaurants has been divided by nominal exchange rate of German mark. In that way, ratio of tourism sector prices 
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and nominal exchange rate of German mark multiplied by CPI of Germany can represent quite interesting 
approximation of movements in nominal prices expressed in real German marks (euros). 
Nominal exchange rate of German mark has been selected due to two reasons. First, Germany has largest share in 
tourism arrivals in Croatia. Second, dollarization vis a vis German mark is standard feature of Croatian economy. 
Under assumption that price indices of hotels and restaurants approximate prices of tourism industry and under 
assumption that tourism consumption in Croatia is price inelastic it is possible to highlight several general 
conclusion. 
The ratio of hotel and restaurants prices and German mark nominal exchange rate multiplied by German CPI 
increased 148% between 1987 and 2005, indicating that revenues (expressed in German mark) for average night 
spent in Croatia in 2005 are approximately 1.5 times larger than in 1987. According to our estimate, in 2005 tourism 
industry revenues were approximately 168% compared to 1987, although tourism nights were 25% bellow 1987 
level (Figure 2). 
This conclusion is off course based on the assumption of price inelastic demand of tourist related goods and services 
which are not included in accommodation and restaurants. Therefore it represents upper bound for the tourism 
revenue growth with respect to the movements in relative prices and nominal exchange rate. Furthermore, our 
conclusion demands quite strong assumption that all tourists are Germans, which is only remotely truth. In reality, 
German tourists represent approximately 20% of total foreign nights in Croatia, with Slovenes and Italians 
representing additional 20%. Movements of prices in these other countries can quite substantially undermine our 
conclusions in regard to real exchange movements of non-German foreign tourists in Croatia. 
 

Figure 2: Tourism nights in Croatia and relative price level of Croatian tourism industry 

Source: SYC-1997; 2001; 2003; 2006; Tecajevi i tecajne lis te  1993; CNB 2006; SBD 
2007
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Obviously, process of transition and EU integration has created environment in which it was possible to change 
terms of trade in favor of Croatian tourism industry. The exchange rate based stabilization process induced 
appreciation followed by Harrod-Balassa-Samuelson effect has improved terms of trade in Croatian tourism sector 
quite drastically.  
 

REAL ESTATE MARKET 
 

Basic fundamental characteristic of the Croatian economy is it's biasness towards residential investments. Specific 
historical, anthropological, socio-psychological and economical environment (Stipetic 2003, Gelo 2002; Tica 
2002) has created specific form of consumer preferences when it comes to the patterns of consumption and private 
investments. As a consequence, Croatia is a country with population of 4.3 million inhabitants and dwelling stock 
of 1.9 million (SYC-2006, p. 334-335). 
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Furthermore, EU integration process has already created threefold effect on the real estate market in Croatia. 
Firstly, prospect of the possible accession of the Croatia in European Union has created expectation boom in the 
real estate market which have resulted with a strong positive trend in price levels. Potential future capital inflows 
have immediately started to influence market at the beginning of the negotiations. 
Secondly, creation of European Monetary Union (EMU), specially the end of the process in 2002, has created 
structural brake in the behavior of financial sector in Croatia. During the process of the conversion of the euro, a 
large inflow of savings induced banks to soften lending. In turn, lower interest rates accompanied with traditional 
Croatian biasness toward residential investments resulted with a strong investment boom in the real estate market. 
Thirdly, EU integration related reforms have forced fast and strong reforms of the cadastral and judicial system, 
which have speeded up formal procedures related to the real estate market. In Zagreb, the number of real estate 
properties without clear legal formal standing and ownership structure has decreased form 141,000 to 55,000 
since 2004 (Vecernji list 2007). 
As a consequence, the number of dwellings in Croatia increased from 1.86 million to 1.94 million with increasing 
growth rate. Between 2000 and 2005, annual number of completed dwellings increased from 17,487 to 19,995 
(SYC-2006, p. 334-335.; DZS 2006). Such a dynamic in the real estate market is even more interesting if we have 
in mind the fact that there is 1.4 million of households in Croatia and demographics is indicating negative growth 
rate more than a decade. In 2001, there were 182,513 holiday dwellings and 196,633 abandon dwellings in Croatia 
(Tica 2002). A tourist intensive country with decreasing population and real estate boom obviously owes a lot to 
the expected tourism related welfare gains, capital inflows and EU integration process (SYC-2006, p.334). 
IRS data also indicate that real estate market in Croatia is strongly growing, liquid and expanding industry. Total 
number of transactions has more than doubled between 1997 and 2004. In 2005 total activity slowly decreased 
and total volume of trade was 7.5 billion kunas, which is approximately 1 billion euros or 3.3 % of Croatian GDP 
(Croatian Chamber of Economy 2006). 
Regardless of the slowdown in transactions in 2005, total tax revenues continued to grow indicating that on 
average, prices increased more than number of transactions decreased. In Zagreb, situation was slightly different. 
Drop of 8.7 % in the number of transactions was accompanied with 7.8% price growth, which has resulted in 
1.6% smaller total property sales tax revenue (CentarNekretnina 2006). 
 

Table 1: IRS data for the real estate market in Croatia 

Year 

Number of 
sales 

agricultural 
land 

Number of 
sales 

building 
land 

Number 
of sales 

dwellings 

Number of 
sales 

commercial 
space 

Number 
of sales 
mixed 

properties 

Number of 
real estate 

market 
sales in 
Croatia 

Real estate 
sales tax 

revenue (000 
kn) 

1998 16960 17119 41399 3559  79037 678943
1999 14787 15937 38416 3313  72453 618717
2000 21443 17499 47109 4069  90120 648111
2001 25866 18709 49509 4406  98490 699467
2002 27230 18506 50560 4651  100947 729917
2003 28645 21919 55814 4521 56 110955 714938
2004 30811 26233 57787 4716 1155 120702 875111
2005 32845 25297 54938 3911 1520 118511 925692

2006* 28977 20256 43290 2776 1339 96638 1189242
Note: temporary results for first nine months 

Source: The Ministry of Finance of Republic of Croatia IRS Information System (2006) 
 
In Croatia, statistical data on the real estate market is quite obscure. Statistical office is recording prices of newly 
built and sold square meter of dwelling in Croatia, Zagreb and the other parts of the country. According to these 
data, the primary real estate market average prices increased 46.2% since 1997 in Croatia. Prices increased 48.9% in 
Zagreb and in the rest of the country (including Adriatic coast) prices increased 61.3% in average. 
Secondary real estate market is quite poorly documented in Croatia. At this point in time there are only three sources 
of bid prices (Burza nekretnina, Centar nekretnina and Association of Real Estate Dealers). Since the index of 
Centar nekretnina is quite short (since May 2006) it is omitted from our analysis. Most of the data used in economic 
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analysis of real estate market in Croatia is from the database of Burza nekretnina (2007) which spans from 1996. At 
this point even hedonistic real estate index of Croatian National Bank (CNB 2006) is based on the Burza nekretnina 
index. The index is based into four categories: dwelling price index in Zagreb, real estate price index in Croatia, real 
estate price index of Zagreb, and real estate price index at the Adriatic coast. 
According to dwelling index in Zagreb, between 1997 and 2006, prices have increased 62.3%, and hedonistic 
dwelling prices have increased 59.1%. The index of average prices of real estate properties in Croatia increased 
82.2% between 1997 and 2006, and hedonistic real estate prices increased 54.8 %. In Zagreb, real estate price index 
increased 66.1% during the same period, and hedonistic real estate prices increased 51.2%. At the Adriatic coast, 
real estate index increased 111.5 % since 1997, and hedonistic index increased 175.3% over the same period. 
Association of real estate dealers' index shows similar dynamics, although for a short span of time. Average price of 
square meter on the secondary real estate property in Croatia increased 48.7% between 1997 and 2004. During the 
same period, average price of square meter of real estate property in Zagreb increased 21.4% and 95% at the 
Adriatic coast. 
Comparative analysis of indices for average prices in Croatia varies between 46.2 and 82.2%. Although magnitude 
of the price increase varies among indices, it is obvious that strong growth started somewhere between 2000 and 
2002. In year 2000, Croatia implemented some crucial EU reforms which have boosted negotiation process much 
faster and in 2002, conversion of euros induced real estate credit boom that was initially financed with domestic 
savings and later with foreign capital inflows. 

Figure 3: Real estate market price indices in Croatia 

Source: The  M inis try of Finance (2006); SYC-2006, p. 330.; Burza nekre tnina 
2007; CNB (2006, p. 30-31); Botrić and Kordej 2005, p. 8.
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Dwelling and real estate price indices in Zagreb indicate growth between 51 and 66.1% annually. Compared to 
average prices in Croatia, growth in Zagreb is slower, but much more homogenous. All of the analyzed indices have 
indicated strong trend with short slowdown during the 1999 recession and 2000 political restructuring (elections). 
After the market correction during 1999-00, all of indices showed strong recovery of the real estate market in 
Croatia. Homogeneity of all indices and smaller growth compared to the national average can be attributed to 
tourism induced demand at the Adriatic coast and productivity induced growth in Zagreb (Harrod-Balassa-
Samuelson effect). National indices depend more on the capital inflows, while Zagreb indices are strongly affected 
by the state of the economy. It is interesting to notice that all indices for Zagreb have been influenced by recession 
of 1999. On the other hand, national indices have not shown as much homogeneity during 1999 recession, as they 
did during 2002 after the euro conversion induced credit boom. 
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Figure 4: Real estate market price indices in Zagreb 

Source: The  M inis try of Finance (2006); SYC-2006, p. 330.; Burza nekretnina 
2007; CNB (2006, p. 30-31); Botrić and Korde j 2005, p. 8.
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The biggest growth rate is recorded on the Adriatic coast in Croatia. At the Coast prices surged between 75.3 and 
111.5% since 1997. Index of the statistical office and index of the association of real estate dealers have not 
recorded any disturbance during 1999 recession. On the other hand, other two indices (Zagreb and National) 
showed significant slowdown indicating ambiguous effect of economic activity on the market. After 2000, prices 
surged sky high in the unprecedented way. In average prices almost doubled in less than a five year period on the 
secondary real estate market. 

Figure 5: Real estate market price indices at the Adriatic coast 

Source: The Minis try of Finance (2006); SYC-2006, p. 330.; Burza nekretnina 
2007; CNB (2006, p. 30-31); Botrić and Kordej 2005, p. 8.
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EU INTEGRATION PROCESS 
 
The real estate market in Croatia is booming together with a global real estate market elsewhere in the world. 
Croatian peculiarity is the fact that real estate market is booming much more in the economically underdeveloped 
coastal area compared to economically prosperous areas of Zagreb and north-western Croatia. Obviously, growth 
has been induced by recent EU and EMU enlargements and expected capital inflow from the future EU common 
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market. On the other side big concerns exist in relation to the dynamics of integrations and question of soft landing 
is still in question. 
Many new member countries managed to negotiate transitional arrangements with EU. Bulgaria, Cyprus, Czech 
Republic, Poland and Slovenia have transitional period of 3 years in which it is possible to use safeguard clause. In 
Malta, only EU nationals which are at least five years residents are allowed to acquire secondary residences. 
Slovenia have 7 years period to a general economic safeguard clause. Hungary has safeguard clause period of three 
years, except for the EU and EFTA nationals that resides in the country for more than 4 years (Mihaljek 2004, p. 
194). 
Croatian position on transitional arrangement is still more or less unknown and the date for the accession of Croatia 
is still unknown. On the other hand, Croatian legislative allows acquisition of real estate by all firms founded in 
Croatia regardless of the foreign/domestic ownership structure. Furthermore, in 2006 bilateral agreement on real 
estate acquisition with Italy has been agreed. Besides that, individuals are also allowed to acquire real estate with the 
approval of the Ministry of foreign affairs. Up until 2004, 3202 non-resident applications to buy real estate in 
Croatia have been approved by the Ministry (Mihaljek 2004, p. 190). Nevertheless, expectations based on the 
present value of the future tourism rents combined with spill-over effect are obviously driving prices in Croatian real 
estate market. 
 

CONCLUSION 
 
It is more than obvious that Croatian real estate market in the coastal area is still strongly growing even after 
national and global real estate markets slow down. The growth is mostly generated by future expected demand from 
EU countries and in the expected growth of tourism sector. In the post war period after 1997, prices of real estate 
market in Croatia moved quite closely with estimated tourism revenue (Figure 6). 
 

Figure 6: Relationship between estimated growth of prices on the coastal real estate market and estimated 
revenues of tourism sector 

Source: SYC-1997; 2001; 2003; 2006; Tecajevi i tecajne  liste  1993; Burza 
nekretnina 2007; CNB 2006; SBD 2007; CNB (2006, p. 30-31); Botrić and Korde j 

2005, p. 8.
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Question of transitional agreements on real estate market are still on the table and most definitively strong efforts of 
policy makers are going to be directed towards soft landing of real estate market during EU integration process. As a 
business and investors opportunity Croatian real estate market seams as a market in s strong surge and it might be 
expected that trend will continue throughout integration process and even after. 
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ABSTRACT 
 The air transportation has become a major industry and is one of the world’s fastest growing sectors with 
an increasing demand for aviation services exerting significant pressures on airports operations associated with 
significant environmental effects. The objective of the study is to develop a concept and to stress the need for an 
environmental information management and decision support system implementation that addresses all levels of 
decision making on environmental issues for airport management. In this paper, first the role of the decision support 
systems at airports is discussed. Then, briefly, environmental indicators for airport operations are given. In the last 
part, the importance of airport management and stakeholder engament on having an environmental information 
management to monitor and control all tenants’ activities for the sustainability of air transportation is discussed.   
Key words: Airports, decision support system, sustainable airport management. 

 
INTRODUCTION 

 Airports are accepted as the heart of the air transportation. Virtually all airports traditionally were owned by 
the public sector used for public utility with public service obligations. (Graham, 2001, 11) Deregulation, 
privatization and the globalization in air transportation industry lead the change of the traditional airport 
management to commercial airport management. The growth of commercialization in this industry have been forced 
the airport managements reconfigure their roles and responsibilities to sustain in a competitive environment.  

 The airport business is dynamic, competitive, complex, and unpredictable. Development and growth of any 
large airport depends on its ability to balance business realities, long-term expansion requirements, and societal 
demands. The stakeholders associated with airports are changing as well. For privatized airports, the new 
stakeholder set new requirements as social responsibilities and environmentally friendly activities on performance 
evaluation. Furthermore, trends of increasing privatization and commercialization put time-pressures on strategic 
decisionmaking: opportunities have to be seized and threats dealt with quicker than before. This increasingly 
complex and dynamic set of circumstances motivates the need for a decision support system. (Walker et al., 2003) 

 

DECISION SUPPORT SYSTEMS AT AIRPORTS 
 The airport environment consists of the core building which is the main terminal building, the 
administration buildings and the related building of all the airport providers (such as handlers, police, fire brigade, 
the air traffic control tower), as well as the outdoor environment which includes the access motorway, the metro 
station and the parking spaces. Four different categories of potential users, within this operational environment, can 
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be identified: passengers, meters and greeters, the airport staff and other airport service and content providers (i.e. 
security companies, airlines, duty-free and facility companies) (Wang et all., 2003). 

 Airport decision makers are frequently facing complex decision-making problems related to airport 
planning, design, and operations. These decisions are highly complicated since they involve a large and diverse 
number of airport processes (e.g., strategic planning, operations management, a variety of entities processed through 
the system (i.e., passengers, baggage, cargo, aircraft), and a number of different airport elements (i.e., runway 
system, taxiway system, apron area, terminal). On top of these complexities, the airport decision-making process is 
further perplexed by the large number of stakeholders having different – and sometimes conflicting – objectives 
regarding the assessment of the airport performance (Zografos & Madas, 2006). 

 At present, airport stakeholders lack models and tools able to provide an integrated view of the airport 
processes and analyze the tradeoffs between the various measures of airport effectivenes such as capacity, delays, 
level of service, safety, security, environmental performance, noise, cost-effectiveness. The airport decision-making 
process currently suffers from a large fragmentation between airside and landside operations and the isolated manner 
in which the airport performance measures are assessed and handled. The decision-making and implementation 
process for dealing with the challenges of contemporary airport planning necessitates the development and 
deployment of decision support tools capable to support airport planning and operational decisions for a “total” 
airport (i.e., airport airside and landside simultaneously) and capture the tradeoff aspects between the various 
measures of airport effectiveness and sustainability. Therefore, there is a need for a decision support system that will 
allow decision makers and analysts to evaluate the efficiency of the “total” airport complex simultaneously by 
considering the entire spectrum of measures of airport effectiveness and sustainability (Zografos & Madas, 2006). 

The airport holds the Airport Services and Operations Centre (ASOC), which combines all critical airport 
operations mechanisms and controls. The Airport Operational Database (AODB) contains real-time information 
about the arriving and departing flights and other flight related information (gates, stands etc). This information is 
distributed within the airport community via the Flight Information Display System (FIDS). All the airport data is 
processed through a central security system, which is called the Universal Flight Information System (UFIS). This 
provides technical and logical functions for an effective and reliable data processing of operational flight 
information and holds the central UFIS database of the airport (Wang et all., 2003). 

 EUROCONTROL is funding a project referred to as Environmentally Sustainable Airport Operations 
(ESAO). The deliverable of the project comprises a web-based tool, referred to as SOPHOS, that will be made 
available free of charge to help airport operational stakeholders and umbrella organisations in environmental matters 
(Rotureau & Celikel, 2003). 

 In the USA, the Federal Aviation Administration Office of Environment and Energy (FAA-AEE) is 
developing a suite of tools to evaluate the impact of policy decisions on aviation and the environment. The economic 
analysis will be carried out using the Aviation Environmental Portfolio Management Tool (APMT) (Waitz et 
all.,2006)  

As a result of literature review, it is seen that the cases of decision support system application at airports are 
generally focused on airport performance analysis, airport strategic planning, aviation safety inspections, and safety 
of airport runways and so on. Some other examples for the computer-based information/decision support systems 
used for airport management can be mentioned. However, it is found that, there is no single system for monitoring  
and evaluating the environmental pollutions (such as, climate change, waste, noise, air, water and soil pollution) as a 
result of the all airport activities performed by different actors. Therefore, further research is needed to develop an 
integrated decision support system that shows all aspects of environmental impacts of airport operations with the 
responsible actors to assist the airport management to evaluate, to control, every step in the whole system for 
environmentally sustainable airport.  

ENVIRONMENTAL INDICATORS FOR AIRPORTS 

 Airports are typically associated with detrimental environmental effects. They are seen to have substantial 
influences in terms of air pollution, energy consumption, noise pollution, waste production and hydrological 
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damage. The environmental impact of future growth at airports is not precisely known. There is, therefore, a gap in 
existing knowledge. Further research is required to enable airports to continue to grow in the future in greater 
harmony with the environment (Pitt & Smith, 2003).   

 Airports are divided into two parts as landside and airside. Landside area has potential pollution with; 
surface access transport from/to airport causing noise and air pollution; terminal building causing energy 
consumption, air, water pollution, and waste generation. Airside operations include aircraft movement and ground 
support systems causing noise, air pollution, climate change, water and soil pollution; aircraft and other vehicles 
maintenance causing air, water, soil pollution. Airport construction and expansion in both sides cause noise, air 
pollution, habitat loss, and decline in biodiversity. 

 Airport management should aware of every airport operation with its possible environmental impacts. For 
developing a decision support system the indicators of the environmental dimensions for airports must be 
determined. The indicators of the environmental dimension of airport performance are identified  by Janic (2004) as 
follows: 

 1. Energy efficiency is measured by the quantity of energy consumed per unit of the airport output–an air 
traffic management or a passenger. This measure is preferred to be as low as possible and to decrease with 
increasing of airport output. 

 2. Noise efficiency is expressed by the area in square kilometres determined by the equivalent noise level in 
decibels. This indicator is preferred to be as small as possible and to diminish with increasing of the number of air 
traffic managements. 

 3. Air pollution efficiency is measured by the air pollutants emitted per an event–landing/take-off (LTO)10 
cycle. This measure is preferred to be as low as possible and to decrease with increasing of the number of LTO 
cycles. 

 4. Waste efficiency is measured by the quantity of waste per unit of the airport output–an ATM or a 
passenger. The measure is preferred to be as low as possible and to decrease with increasing of the airport output. 

 5. Land use efficiency is measured in terms of the area of land used for accommodating air transport 
demand. The measure is preferred to be as low as possible and to increase with increasing of the volume of demand. 

A review of environmental and sustainability issues being addressed by airports has shown that most are 
concerned primarily with managing aircraft noise, local air quality and surface water quality in order to meet 
regulatory or locally agreed thresholds or limits. A wide variety of indicators relating to these issues have therefore 
been developed to facilitate management and to ensure and to report performance against target.   Each indicator can 
offer insight into different aspects of the cause and effects of particular impacts. This can be important in terms of 
facilitating environmental management. As an example, Schiphol Airport with key performance indicators in its 
1998 report on environmental performance is given below (Lieuwen, 2002). 

 
Proportion of Chapter 2 aircraft % of jet traffic; number of night flights; number of noise-affected houses; 

number of noise-insulated houses, different phases; number of engine running tests; number of complaints about 
noise; natural gas consumption;  electricity consumption; drinking water consumption; emission (max. level in 
surroundings); NO2; CO; fine particle; number of inhabitants within odour contour; proportion of passengers in 
public transport; proportion of staff in public transport; proportion of separated waste at source. 

 Airport management needs a computer-based system that can integrate each pollution source with its 
polluters and the degree of pollution in regard to environmental indicators given above.  

 

ENVIRONMENTAL INFORMATION MANAGEMENT AND 
DECISION SUPPORT SYSTEM AT AIRPORTS 
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 The growth of environmental issues on airport requires an integrated management of the entire airport, 
which is hard because usually that management is performed independently. The continuous increase of airport 
traffic has also led to an escalating the environmental pollutions of airport operations. In that point airport operators 
involved in the decision making process have limited knowledge of the overall airport operations’ impacts. The lack 
of coordination may lead the unsustainability of airport operations. (Pestana et all., 2005)  

 According to the NCHRP Report 481 (2003), the environmental information management and decision 
support system (EIM&DSS) can be applied to multimodal transportation planning, programming, project 
development, operations, and maintenance. To achieve the important objectives, agencies and practitioners need 
cohesive and integrated systems to facilitate rational decisions through cost-effective coordination of environmental 
information and data management that can be tailored to critical decisions. The EIM&DSS should facilitate 
collecting, organizing, analyzing, archiving, and coordinating the information and data necessary to support 
technical and policy  decisions. It should also foster integration of environmental considerations regarding overall 
policy development, systems planning, project planning and development, permitting, ongoing compliance 
requirements, and so forth.  

 The steps of that system can be converted into the development of the airport operations focusing on 
minimizing the environmental impacts.The steps of the EIM&DSS summarized as follows (Hamilton and Baker 
2003); 

- Obtain top management support 

- Establish a task force 

- Understand requirements for EIM&DSS 

- Review legal and regulatory requirements 

- Review business process to be supported 

- Absorb the vision for the EIM&DSS 

- Examine user view 

- Examine ISO 14001 

- Assess existing capabilities 

- Examing technology for accessing data 

- Develop implementation plan 

- Develop prototype software and documentation 

- Implement each phase using the software.  

 It is seen that the steps given above are nearly same as the global environmental management system, ISO 
14001 implementation steps. The well-known system can be adapted to the computer-based program with the 
defined environmental indicators of the airport operations for monitoring and controlling all operations potentially 
polluting the environment. 

 Because of fragile ecosystems, declining diversity, various types of pollution, and the need to combat the 
risk of global warming, there is enormous political pressure to protect and enhance the environment. 
Environmentally sensitive transportation decision making is becoming a business necessity for many firms in the 
global economy. There is increasing demand for “greener” products and services. There is growing recognition that 
innovation driven through simultaneous achievement of environmental, energy consumption, and business goals can 
boost profits and help achieve strategic advantage. Worldwide competition in price and product attributes, including 
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reusability and the ability to recycle, have made continuous quality improvement a permanent feature of successful 
corporations. (Hamilton & Baker Jr, 2003) 

 Airports are typically located on the outskirt of the cities and a significant land is required. Land use can 
cause direct loss of important habitats and reduction in biodiversity. Aircraft noise and the air quality are major 
environmental impacts faced by communities. (Whitelegg & Cambridge, 2004, 21) For the sustainability of air 
transportation, airport management first, should aware of the national regulations regarding to minimazing 
environmental impacts. Then, airport management should know the possible environmental impact of each airport 
users’ operations. For instance; surface transportation from and to airport can cause noise and air emissions. 
Operations in terminal building cause waste, air, water pollutions and energy consumption. Airlines’ fleet can cause 
noise and air emissions. Aircraft maintenance cause waste, air, water, soil pollution. Ground support vehicles cause 
noise, waste, and air pollution. Fuel storage and handling cause waste, air, water, and soil pollutions. As it is seen, 
there are many significant environmental impacts of airport oprations. For that reason, airport management need a 
system to monitor and control each airport stakeholders’ operations, and also to make each airport users to prepare 
their environmental management system to protect the environment.   

 The environment information system is to support stakeholders at each airport to achieve one or more of 
the following objectives depending on an airport's local circumstances: (Rotureau & Celikel, 2003) minimise 
environmental impact; deliver more sustainable operational capacity enhancement; safeguard future operational 
capacity; maximise operational capacity within environmental regulations; harmonise methodologies where 
beneficial. 

CONCLUSION 
 
The air transport industry is growing at rates above the average growth of the economies of the countries, with the 
subsequent increase of the environmental impact of air transport. World air transportation is entering the age of 
sustainable growth characterised by the need of more affordable, cleaner, quieter, safer and more secure air travel. 
Research and technology development will be essential in responding to this challenge.  

 Airports offer major economic and social benefits. However airport operations’ environmental impact is 
growing due to high traffic growth. In order to mitigate  environmental constraints it is critical that airports properly 
implement environmental best practice to ensure that airport capacity is increased or maintained. (Rotureau & 
Celikel, 2003) 

 This paper is intended to strees the importance of environmental information management and decision 
support system especially for airport management to evaluate all airport system as a single unit. Airport management 
should know all regulations related to the airport operations’ environmental impacts, and work in a harmony with 
national/international regulatory agencies/organizations. Increasing public awareness and expectations concerning 
quality of life issues force airport management to be more sustainable.  

As a result of the literature review, it is found that  there is no single system that can identify and control 
environmental impacts of all airport operations. Airport is a very complex system. In this complex system every 
static and dynamic elements that can cause environmental impacts should be described. There is a need for the 
development of a common suite of environmental indicators for airports. Whilst standardisation is necessary, it is 
important that indicators are structured so that they accurately reflect the specific conditions that pertain in different 
countries, at different airports and with different airport operations. Identified certain key criteria in the whole 
airport system should be translated  into the computer understandable form. Then software that is suitable for the 
environmentally sustainable decisions given by airport management sould be developed. This can best be achieved 
through the coordinated action of all responsible stakeholders in the industry; national government, local 
community, airport management, airport servive providers (airlines, ground handling and catering companies, 
concessions, fuel suppliers), airport users (passengers, meeters, greeters) and air navigation service providers. 
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ABSTRACT 
As the importance of patient satisfaction topic has been proved by the literature of health care management, a 
summary of the different concerned issues is presented. Results of several researches carried in many 
countries with different subjects (patients) are discussed to disclose consensus and debate areas. New fruitful 
topics are presented to interest future patient satisfaction related researches. 

 

INTRODUCTION 
In the marketing literature in general, the customer/ consumer satisfaction concept had received a great interest. 
Studies are generally trying to conceptualize and define the satisfaction’s construct as well as to understand the 
antecedents and the consequences of satisfaction. The health care literature was not an exception, Otani et al 
(2003) reported that 3 types of studies exist: the studies exploring patients’ characteristics such age to predict 
satisfaction levels, the researches analyzing health care attributes such as nursing and physician care to identify 
factors that influence overall satisfaction, and the works interested to the psychometric properties of patient 
satisfaction instrument. However, despite the considerable amount of studies on customer satisfaction, there 
appeared to be no overall agreement over important issues such as concepts, constructs’ definition, 
measurement, methodologies and various interrelationships. This work aims to synthesis the mean results and 
conclusions given in several patient satisfaction studies. It can be a departure point for future researches as it 
tries to understand “what we know” and “what we still need to know” in the field. 

IMPORTANCE OF CUSTOMER SATISFACTION 
The interest toward patient’s satisfaction is a manifestation of the great attention reserved to the customer’s 
satisfaction in general. Researchers have proved that patients satisfaction and dissatisfaction is becoming a 
driving force that ultimately shapes their subsequent attitudes and behaviors (Strasser et al, 1993). Satisfied 
patients are reported to better comply with their medical treatment and then they have better health outcomes 
(Otani and Harris, 2004; Beattie et al, 2002). They are more likely to return to the same provider and to 
recommend the provider to their families and friends (Dawn Bendall and Powers, 2004; Otani and Harris, 
2004; Zineldine, 2006; Taylor, 1994; Choi et al, 2005). Consequently, consumer/ patient satisfaction is 
becoming a major factor affecting the financial status of health care providers. Moreover, considered as a 
critical consumer’s feedback, satisfaction is valuable information to drive the service improvement. It provides 
essential information about the structure, process and outcomes of care (Marley et al, 2004; Zineldine, 2006). 
However, despite of or may be because of the researchers’ consensus on the patients satisfaction importance, 
agreement on a unique and standardized definition of patients satisfaction is not reached at yet. 
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PATIENT SATISFACTION DEFINITION: PROBLEM AND 
SOLUTION 

Problems: 
Lack of a standardized definition of consumer/patient’s satisfaction is a common problem reported by many 
researchers in the field (Otani et al, 2003, O’ Connor and Shewshuk, 2003). Consequently, multiple studies 
intended to measure and improve patient satisfaction have emerged based on “small-scale studies conducted in 
the empiricist tradition” (O’Connor and Shewshuk, 2003). One important source of the definitional 
inconsistency of satisfaction concept in general is the debate of whether satisfaction is a process or an outcome. 
Patient’s satisfaction is depicted as an evaluation process (Fornell, 1992) or a response to an evaluation process 
(Oliver, 1997).  
*Satisfaction as response: satisfaction is defined as the consumer’s fulfillment response (Oliver, 1997) or a 
positive response to the provided medical service (Giese and Cote, 2000). Considered as response, satisfaction 
implies that some stimuli are behind the reaction. Stimuli are generally the features of the service. However, 
those stimuli can not be totally memorized and the time to ask patients about their satisfaction is very critical to 
recall these stimuli. In fact, Powers and Dawn Bendall (2004), through a longitudinal study, found that women 
reported a higher level of satisfaction immediately after discharge than they do after two years. Being cured or 
simply discharged from the hospital, women may report very high level of satisfaction. However, once they 
reflect or recall events related to the hospital stay (stimuli) and compare the experience to other following 
experiences, their answers change and they reported lower satisfaction. 

*satisfaction as process: Arguing that a service’s evaluation entails more than a simple post usage judgment, 
Fornell (1992) considered that satisfaction is result of an evaluation process formed by 3 stages: pre 
consumption, consumption and post consumption. 
- The pre consumption stage: In the time preceding the consumption of the core service, events that occur can 
influence the overall evaluation and determine the relative importance of the evaluative dimensions. In a 
hospital waiting to see the physician in a noisy and dirty room can stress more the patient and negatively affect 
his first impression about the hospital. Then the peripheral performance evaluation can influence the 
consumer’s expectation of the second stage and the overall satisfaction. 

- The second stage evaluation: it depends essentially on the time of the core service delivery. Relying on his 
interaction with the doctor and nurses and the pain felt when diagnostic and treatment were carried out, the 
patient forms his judgment about the service provided. The studies are many to prove the relationship between 
satisfaction and core services attributes such as the interpersonal relationship with staff and physician, the 
promptness of the service and the interest toward solving the patient’s problems. This stage determines the 
third stage expectations as well as the overall service encounter’s evaluation.   

- The third stage: at this stage the consumer’s focus shifts away from the core service once it has been 
delivered and becomes directed to the peripheral services following the core one (clarity of cost’s details, help 
obtained to leave the hospital…).  
The importance to consider satisfaction as a process parallel to the services delivery is that in an ambiguous 
situation (disease and pain) patient’s information processing is limited. The full attention to every detail is 
prevented, then patients use assimilation processing as long as the data are not incongruent enough to provide a 
clear violation of expectation. That is unless something out of the ordinary occurs prior to, during or after 
consumption, the patients’ evaluation of their service encounter will include increasing amounts of neutral 
judgments (Walker, 1995).  

Solution 
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Marley et al (2004) argue that it is important to identify the conceptual domain of satisfaction, to delineate 
specific components meaningful for the definition and outline a process for developing context specific 
definition. Patient satisfaction is how the patient judges the overall hospital experience and whether they would 
return for a future visit. However, such proposition could not have neglected the other facet of satisfaction: the 
process? Is the use of “overall” term sufficient to reflect the both side of satisfaction: process and response? 
May be such questions are behind the adoption of the new definition stipulating that patient satisfaction is a 
cumulative construct summing satisfaction with various facets of the hospital such as technical, functional, 
infrastructure, interaction and atmosphere variables (Zineldine, 2006). The term cumulative presumes that 
satisfaction is a process as it reflects the succession and the addition of different evaluations as well as that 
satisfaction is a response as it reflects the consequence of multiple reactions to the different service’s stages 
and attributes. Consequently, Powers and Dawn Bendall (2004) proposed that “satisfaction is best 
operationalized at both the global and the attribute level and overall satisfaction is based on both attribute-
specific satisfaction and the overall experience” (p243). One academic consequence of an effective consensus 
on the definition of patient satisfaction is that debates on the measurement of the concept and the comparability 
of studies’ results could be avoided. Moreover, practically, different stakeholders (mangers, physicians, nurses, 
administrators…) included in health care services will have a clear vision on the “what” of the concept, so their 
efforts to improve their patients satisfaction will be more effectively oriented.  

THE RELATION SATISFACTION/QUALITY 
Some early researches depicted service quality perception as an outcome of satisfaction (Bitner et al, 1990) 
arguing that the consumer satisfaction with a given experience would lead to an overall evaluation or attitude 
about the quality of the service overtime. Later works, however, agree that the service quality is a simpler 
primarily cognitive construct while satisfaction is a complex concept of both cognitive and affective 
components. They suggest that satisfaction is a more central construct which mediates the effect of service 
quality perception on behavioral intention and other outcomes (Bolton et Drew, 1991; Shemwell et al, 1998; 
Bigne et al, 2003; Choi et al, 2005). The debate can be answered by the Taylor and Cronin’s finding (1994) 
depicting a non recursive dynamic relationship between quality and satisfaction. In other words, the quality of 
service’s features affects satisfaction judgment and inversely the patient satisfaction influences his perception 
of the service quality’s level. 

SATISFACTION DETERMINANTS 
In health care services, researches reveal that the patient satisfaction is depending on two types of variables: 
controllable variables and uncontrollable variables. Controllable variables refer to the services attributes that 
the organization can control and monitor. They are the structure and the process attributes and the 
organization’s characteristics. Uncontrollable variables are generally the background factors related to the 
patients/ consumers characteristics which make their needs and perceptions heterogeneous (demographic 
characteristics, health status, socio cultural specificity...). To determine which attributes are most important in 
influencing satisfaction is a common goal of studies even the methods and the concepts taxonomies vary across 
the space frame holding the study .Taking account from patients’ characteristics, value hierarchy  is a useful 
way to visualize customers’ preferences in medical service (Reizenstein,2004). Three levels are in the value 
hierarchy: attributes, consequences and end states Attributes describe the service features, consequences 
describe the patient-service interaction and end states describe the goals of the organization (good health of the 
patient). Customer value represents the difference between the benefits the patient realizes from the use of the 
service and the cost (monetary or psychological) that the patient incurs through that use. 

Controllable variables: service attributes 
The table 1 reports the effect of some attributes on patient satisfaction as found by several researches. 

Table1: effect of controllable variables on patient satisfaction 
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Service attributes Effect on satisfaction 

  *Structure attributes :  

      -costs Negative effect if excessive (Andaleeb ,1998) 

      -setting’s environment (cleanliness of 
the setting, staff appearance and availability 
of modern equipment…) 

Positive effect (Zineldine, 2006) 

      -foods( convenience of meal timing,  
food’s properties…) 

Positive effect (Hwang et al, 2003). 

*Process attributes   

     -perceived competence of doctors and 
staff 

Positive effect (Zifko Baliga and Krampf,1997; 
Frazer Winsted, 2000; Beattie et al ,2002)   

     -communication skills (effective 
listening, empathy), matching body 
language and vocabulary  

Positive effect (Frazer Winsted, 2000; Trumble et 
al,2006 ). 

*Organizational characteristics  

-leadership (motivation toward improving 
quality performance, committing to 
organizational change, improving customer 
relation and empowering employees.  

Positive effect (Marley et al ,2004) 

      -size Negative effect (patient are more satisfied with small 
setting as they perceive a personal relation with the 
provider (Pink et al ,2003) 

Uncontrollable variables: patients’ characteristics 
Patients’ needs and wants are shaped by the socio cultural system upon which the health care system is 
founded and therefore should vary across different socio cultural environments (Choi et al, 2005). 
Braunsberger and Gates (2002) argue that satisfaction level varies across patients. Healthier patients, older 
patients, males, patients with a lower level of education and patients who perceive system performance to be 
high and those with lower level of system usage are more satisfied with both their health care and health plan 
than their opposite counterparts. According to the context, segregation can be defended some times while 
denied other times.  

*Age differences: Positive link between satisfaction and patients’ age may be a common finding across studies 
(Benjamins , 2006). The accumulation of health services experiences for older patients make them having more 
realistic expectations and become less critical, hence more satisfied. 

*Gender differences: Findings concerning the relationship satisfaction/ gender are controversial. Some studies 
found satisfaction to be unrelated to gender (Carmel, 1985). However some others found that women report 
greater overall satisfaction and higher satisfaction with physicians, medical care received and health plans . 
Women are reported to be more sensitive to relational aspects of a service encounter whereas men are more 
sensitive to the core service (Ostrom and Iacobucci, 1994). The gender segregation may be attributed to the fact 
that women are using health services more than men and they are the primary health care decision makers for 
themselves and their families so their several experiences affect the evaluation of a specific one. Difference in 
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satisfaction can also depict the difference between men having more rational tendency and, then, more 
consistent evaluation; and women having more emotional tendency, hence fluctuant judgment (Powers and 
Dawn Bendall, 2004).   

*Health status: In general it has been found that healthier patients either physically or emotionally tend to be 
more satisfied and have more positive judgment of various aspects of health care quality (Al Mandhari et al, 
2004). Poor health may reduce satisfaction directly to the effect that dissatisfaction becomes associated with 
care providers as well as with other aspects of life (Kane et al, 1997). Physicians may also negatively react to 
sicker patients in a way that produces lower level of satisfaction (Hall et al, 1993). 

*Religious and ethnic affiliation 

Religion: Pink et al (2003), after a survey of Canadian patients, conclude that no link exists between religious 
affiliation and satisfaction. However, Benjamins (2006) finds that, in America, a high level of religious 
salience is significantly related to being very satisfied with one’s health care, may be because religious persons 
enjoy a positive world view. 

Ethnic affiliation: Satisfaction determinants vary across cultures in several countries as well as in the same 
country across groups having different origins. While behaviors such as civility, concern, congeniality, count 
for both Americans and Japanese patients, Japanese emphasize communication with a courteous physician to 
be satisfied and Americans prefer an attentive physician to feel satisfied (Frazer Winsted, 2000). Attention 
seems to be very important for individualist Americans while it is unexpected from Japanese physician to 
devote undue time or special attention to a single patient. Otani and Harris (2004) find that the staff and 
physicians’ care interact with the patients’ race and gender.  In fact for white men as well as black men and 
women, the physician care is the most important predictor of satisfaction while the staff care has more weight 
for white women. 

It seems that the culture, the values and the different beliefs inked in the human personality shape its 
needs and desires and, then, shape its evaluation and judgment of experiences in which it takes a major part. 

 

FUTURE “PATIENT SATISFACTION” RELATED 
RESEARCHES 

From methodological point, giving a consensual definition of patient satisfaction is a priority to understand the 
construct’s domain and define its measurement. Adopting this definition, empirical researches can be 
compared and then reliable conclusion can be made (Giese and Cote, 2000). Managerially, with a standardized 
definition of patient satisfaction, learn from other experiences can be more possible. Despite of the big amount 
of researches interested to the determinants of satisfaction, still, study are so rare in investigating the 
mechanism by which satisfaction and dissatisfaction occur. The big majority assumes that satisfaction 
judgment is following a linear process. Researchers invest the link between the satisfactions and the services 
attributes considering that the importance of any attribute is essentially depending on its weight. However, 
psychology speculates that our facts’ interpretation is nor linear neither objective. Human subjectivity and 
selection shape evaluation (Einhorn, 1971). Many times persons are inductive; they just select one element and 
base the overall evaluation on it. Moreover, evaluation process is often not compensatory (Brannick and 
Brannick,1989), and then just one miss performance in one service features will lead to an overall 
dissatisfaction (Otani et al, 2003).  Sometimes, in an excellent hospital, after discharge, patient declares that 
every thing was good but generally he was not satisfied just because he waited for the physician more than 
usual. The patient selected the negative element in his experience which was the long waiting time and based 
his overall evaluation on it. Consequently it is noteworthy to identify the attributes more susceptible to our 
selection and then most determinant of our evaluation. An explicit use of non linear models to approximate 
processes underlying evaluation, can lead to greater accuracy in quantification of cognitive processes in our 
decision making and evaluative judgment (Einhorn, 1971). The Scatter term model (Brannick and Brannick, 
1989) seems to be an excellent approach to understand satisfaction judgment as it can depict whether the 
evaluation is following a compensatory /non  compensatory (no trade-offs between the attributes) and 
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conjunctive (rating prevailed by positive attributes) / disjunctive (rating based on negative attributes) process.   
Such focus can serve as a guideline to health care practitioners and mangers to better allocate their 
improvement resources and efforts.  “Rethinking” about patient’s satisfaction when relying on the non linear 
models can be a revolution for health care services as patients’ needs can be more effectively identified and 
then, limited resources of care organizations can be better allocated toward enhancement. Academically, more 
solid theory and a clearly defined frame work can enhance research reliability and results usefulness. Based on 
social and cultural perspective, more accurate interpretation can clarify results and open the door to better 
explain and predict phenomena.    
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ABSTRACT 
 
Although the number of publications in the area of ethical decision-making is impressive, it appears that they 
generally ignore substantial body of knowledge created in the field of research of decision-making process and in 
particular the idea that the process of arriving to the solution in given problem situation may be of  different nature. 
It appears that most of researchers in the ethics of resolving problem situations depart from the decision-making 
(vs. problem-solving) paradigm of resolving problem situations. The paper suggests a framework based on three 
distinctively different models of resolving problem situations and stipulates that measures securing the ethical 
decisions are specific to the type of the model.  This leads to different recommendations for different organizations 
depending on the nature of problem situations prevailing in their activity. 

 

ETHICAL RISK AND ETHICAL CODES 
 

The notion of ethical risk in decision-making process is being widely discussed. The basic source of ethical 
risk in complex bureaucratic organizations may be regarded as a consequence of existence of network of 
principal/agent relationships. “Principals engage agents to perform tasks which they are unable to perform 
themselves, or which they find too costly or inconvenient to perform themselves. Agency-risks are the risks that are 
imposed on principals due to the fact that agents have interests that may conflict with those of the principals whom 
they are supposed to serve”. (Buchanan, A. 1996).  

The ultimate purpose of the principal in this framework is the development of system of measures aimed at 
eliminating or at least diminishing those risks in agents’ activities. Broadly speaking there are two ways to do it.  

The first one is influencing the decision-maker’s (DM) behavior indirectly via education, compensation 
system in order to create values stimulating actions in line with the interests of the principal. In this approach DM 
values are modified in such a way that the best choice for the agent is the best (acceptable) choice for the principal. 
In many cases this is done through ascribing certain values to company employees, proscribing specific unwanted 
patterns of employee behavior and generally guiding the decision process.  Different terms are used for this kind of 
company policy documents: code of ethics, code of conduct and code of practice. Some experts insist of the 
different meanings attached to each term (see Birkett, W. P., 2000) while others use them interchangeably. In any 
case all these approaches leave DM with considerable amount of discretion. Hereinafter follow some examples of 
ascribing values, proscribing certain actions and guiding the choice. 

Ascribing values in AMVESCAP (UK) Code of Conduct: “Over the years, AMVESCAP has developed 
a set of values that will continue to help us achieve our Core Purpose and Mission. Our values include: Working 
with integrity; Respecting our employees and clients; Empowering people”. (Source: 
http://www.amvescap.com/amvescap/about/code.of.conduct.pdf  March 30, 2007)  

http://www.amvescap.com/amvescap/about/code.of.conduct.pdf
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Proscribing certain actions in AMVESCAP (UK) Code of Conduct: “While not all-inclusive, the 
following examples of outside financial interests will serve to illustrate some of the types of activities that might 
cause conflicts of interest: 
− Ownership or other interest in or employment by any outside concern which does business with AMVESCAP. 

This does not apply to stock or other investments in a publicly-held company, provided that the stock and other 
investments do not, in the aggregate, exceed 5% of the outstanding ownership interests of such company. 
AMVESCAP may, following a review of the relevant facts, permit ownership interests which exceed these 
amounts if management or the Board of Directors, as appropriate, concludes that such ownership interests will 
not adversely affect AMVESCAP's business interests or the judgment of the affected Covered Person. 

− Conducting business, not on behalf of AMVESCAP, with any AMVESCAP vendor, supplier, contractor, 
agency, or any of their directors, officers or employees. 

− Representation of AMVESCAP by a Covered Person in any transaction in which he or she, or a family member, 
has a substantial personal interest. 

− Disclosure or use of confidential, special or inside information of or about AMVESCAP, particularly for 
personal profit or advantage of the Covered Person or a family member of such person. 

− Competition with AMVESCAP by a Covered Person, directly or indirectly, in the purchase, sale or ownership 
of property or services or business investment opportunities.” 

(Source: http://www.amvescap.com/amvescap/about/code.of.conduct.pdf  March 30, 2007)  

Guiding in the Code of Conduct of Standard Chartered Bank (UK): “This Code of Conduct sets out 
the standards of behavior expected from all of us. However, no code of conduct can spell out the appropriate 
behavior for every situation. The Group relies on each of us to make a judgment of what is right and proper in any 
particular situation. 

If we are having difficulty determining whether taking a certain action is appropriate, we should consider 
the following questions: 
− Does the action "feel" right? 
− Could it be justified to others in the Group or to our stakeholders? 
− Could we defend the action if it appeared in the local newspaper? 
− Is the action legal? 
− Does it comply with Group standards and policies?”  
(Source: http://www.standardchartered.com/sustainability/files/sc_codeOfConduct_010405.pdf March 30, 2007)  

Another option is by prescribing specific decision-making procedures. This may be done through directing 
employee decision process and prescribing choices. The term “direct” stands for indication of set of possible options 
and ways to refine the choice. The term “prescribe” stands for indication of particular option and means most 
specific regulation of the agent’s activity. In most cases this presumes imposing certain limitations on DM actions. 
In other words discretion of DM is limited in such a way that actions unacceptable to the principal become out of 
discretion of the agent. Whatever his or her personal values should be obligations to follow prescribed actions or to 
comply with certain constraints make agent’s actions acceptable to principal. Hereinafter follow some examples of 
directing employee decision process and prescribing the choice. 

Directing the choice in the Ethical Code of Marketing Communications of “Latvijas Balzams” 
(Latvia). “Marketing communications for alcoholic beverages of Latvijas Balzams may use these beverages as a part 
of reasonable individual or social adventure or experience. For example, it is possible to represent: people in social 
or romantic environment; people appearing attractive and wealthy; people in recreational and pleasant environment. 
Advertisement and marketing materials may display romantic relations, emotions or gestures, as well as situations 
characteristic for romantic relations”.  

Prescribing the choice in the Ethical Code of Marketing Communications of “Latvijas Balzams” 
(Latvia): “Homepage of the Latvijas Balzams website should contain reminder of the negative impact of excessive 
alcohol consumption”. (Source: Translated from http://www.lb.lv/html/rus March 30, 2007)  

In our understanding it is necessary to go both ways. Relying exclusively on one of them seems to be short-
sighted. Procedures and regulations can never be made enough sophisticated to cater to each and everyone of the 
huge variety of situations to be faced in real life. And the emerging lacunas will be the most challenging for ethical 

http://www.amvescap.com/amvescap/about/code.of.conduct.pdf
http://www.standardchartered.com/sustainability/files/sc_codeOfConduct_010405.pdf
http://www.lb.lv/html/rus
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choice. On the other hand, if there is an opportunity to ethically regulate the DM process by imposing directly 
criteria and procedures it is worth doing it in order to avoid ambiguity of the situation in which different 
interpretations of requirements dictated by competing values will be equally possible and again too much will be left 
at the discretion of a particular individual. The degree to which either approach should be utilized clearly depends on 
the type of problem situations faced by the agent. 

Birkett (2000) uses the similar line of reasoning and points out two possibilities for business organizations 
to manage the agency risks through Codes of Ethics, Codes of Practice and Codes of Conduct. The first possibility is 
for organizations operating in turbulent, dynamic environment and thus emphasizes the use of soft tools to manage 
agency risks. It goes in line with ascribing values, proscribing certain actions and guiding the choice. The second 
one – for organizations operating in relatively stable environment where there is more room for hard tools and more 
prescriptive actions. It suggests directing employee decision process and prescribing the choice while values 
ascribing plays relatively supporting role. 

It is interesting to follow the impact of enhancing the regulation of either type on the freedom of DM’s 
behavior and amount of discretion left to him/her. The latter may be evaluated (at least for some type of decision 
processes – see below) by the number of options left for the final selection after the application of the 
institutionalized rules and procedures for making decision. Suppose that you attempt to prescribe the agent’s choice. 
It means that you try to directly tell him/her what to do in a particular situation. The more you try to enhance this 
approach (that means the more situations are covered) the less freedom is left to the agent. We arrive at the similar 
conclusions if we start with the notion of directing or even guiding the agent’s choice. On the contrary, if we are 
attempting to ascribe values to our agents we are not influencing the decision process directly. Same values apply to 
different situations and by enhancing this regulation we are actually enriching the set of widely applied values. The 
richer is DM’s set of values, less certain becomes his/her behavior. It requires more judgment, more comparisons, 
more weighing of relative importance of conflicting goals. Consider a simple example of the procurement officer. If 
the only value guiding his decisions is cost-effectiveness of supplies then his decisions in supplier selection are 
straightforward and more or less certain. But if he also values avoiding environmental harm at the supplier industrial 
site, avoiding use of products of kids’ labor and the like his choices based on sometime conflicting values become 
much more sophisticated and less evident and certain. Thus we see that enhancement of set of ascribed values may 
have different impact on the degree of discretion of DM. 

 
TWO PARADIGMS AND THREE MODELS OF 

RESOLVING PROBLEM SITUATION 
 

Along with the general theory of making decisions we think it is necessary to distinguish two types of 
situations (sometime called paradigms) that is decision-making per se and so called problem-solving. These two are 
substantially different. Decision-making implies that options for selection are given and stable for the whole process 
in question and their characteristics are known to the decision-maker (although this information may be probabilistic 
in nature). Thus the major difficulty faced by DM is that of option selection based on a certain combination of 
strategies of options assessment and options comparison. On the contrary problem solving implies that options are 
not given ready-made for selection by DM, their characteristics are not known and are evolving over time. The 
major difficulty faced by DM is seen in understanding (recognizing) the situation and creating or recalling options 
relevant to it. There is strong evidence that under these circumstances DM usually starts with the development of 
only one option and provided that it is feasible other options are not developed (not investigated). Two situations 
imply the use of different techniques, different support systems and different training methods. 

A mind provoking framework for the analysis of process of resolving problem situation has been suggested 
by Mintzberg and Westley (2001).  They figure out three distinctive ways to come up with the solution to the 
problem. They call it Thinking First, Seeing First and Doing First. Out of these three the first model refers to 
Decision-Making paradigm while Seeing First and Doing First fall into Problem-Solving category. 
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Thinking First variety of Mintzberg and Westley model includes four consecutive steps: Identification of 
the problem; Diagnosis; Options development; Option selection. This model is applicable when the issue is clear, 
data is reliable, context is structured, thoughts can be pinned down and discipline can be applied. 

Seeing First variety of the model includes also four steps: Preparation; Incubation; Illumination; 
Verification. This model is applicable when many elements have to be combined into creative solutions, 
commitment to the solution is important, as well as cross-boundaries communication. 

Finally, we consider the Doing First variety of Mintzberg and Westley model: Enactment; Selection; 
Retention. This model fits the situation which is novel and confusing and few simple rules can help to remove 
complicated specification. (Description of models based on Bob de Wit and Ron Meyer, 2004) 

For the purpose of our study it is important to link the above indicated varieties of solution-seeking process 
to the dominant tasks, prevailing of different management levels of a commercial organization. Our experience of 
discussing these models with our MBAs shows that they perceive the distribution of the models presented in 
Figure1. 

Figure 1. Distribution of Dominant Models across Levels of Management 

 

 

 

 

 

 

 

 

Consequently we have to speak about ethical (socially responsible) decision-making and ethical (socially 
responsible) problem-solving. Or to be more specific using the Mintzberg and Westley framework we have to figure 
out ethically responsible version of each of the three models: Ethical Thinking First, Ethical Seeing First and Ethical 
Doing First. Our point is that methods and techniques providing ethically responsible process in one model may be 
substantially different from the instruments providing ethically responsible process in another.  

 

ETHICAL DECISION-MAKING: “THINKING FIRST” 
 

Doug Wallace and Jon Pekel, (2006) suggested the following approach to ethical decision-making.. They 
call it “Ten-Step Method of Decision-Making”. It includes the following steps:  

1. Identify the key facts 
2. Identify and analyze the major stakeholders 
3. Identify the underlying driving forces 
4. Identify/prioritize operating values & ethical principles 
5. Decide who should be involved in making the decision 
6. Determine & evaluate all viable alternatives 
7. Test preferred alternative with a worst-case scenario 
8. Add a preventive component 
9. Decide and build a short & long-term action plan 
10. Use-decision-making checklist 

The ethical decision-making checklist including questions like “Have I/we obtained as much information as 
possible to make an informed decision and action plan for this situation?” Having completed the checklist you may decide, 
how confident can you be that you have done a good job of ethical analysis.  
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One should pay special attention to the following features of the procedure in question. Alternatives are 
clear-cut and numerous. Step 6 calls for thorough investigation of all possible alternatives. Decision is understood as 
a choice among alternatives. Choice is based on the use of criteria 

This is clearly an ethical decision-making that perfectly fits the title. In other terms this process may be 
described as Thinking First variety of Mintzberg and Westley model .This framework suggests that the ideal 
solution does belong to the set of feasible solutions the difficulty faced by DM is understood as the difficulty to 
make the right choice – not to pick up the wrong option. Why this may occur? One of the reasons may be goal 
substitution – a situation when agent is actually pursuing goals different from that of a principal. Another reason 
may be the incompleteness of the criteria set. In other words not all the important characteristics of available options 
are taken into account. Finally, provided that the criteria set used in fact by the DM is correct, there is still a chance 
to make a mistake when making selection. This can happen due to the use of the wrong procedure. 

In other words one can fine-tune the selection by imposing the right set of criteria and adding enough of 
them (and thus guiding the selection process). To a certain degree this approach says: “The more criteria you add, 
the more options you take into considerations the safer you are”. On the other hand there is another specific risk 
associated with this approach. The more sophisticated it becomes the less we push the agent to look outside the 
framework. 

ETHICAL PROBLEM-SOLVING: “SEEING FIRST”  
AND “DOING FIRST” 

 

Now let’s consider alternative approaches to resolve problem situations falling into problem-solving 
category. We will do it using another two processes described by Mintzberg and Westley (2001). We start with 
Seeing First variety of the model. This scheme describes a kind of creative process. As a result of this process we 
should usually expect only one idea, conceived, delivered and nurtured by DM. It means that DM actually owns the 
unique option and it will be very difficult for him/her to reject it. Emphasis on option selection is not relevant here. 
Major risk stems from the fact that the ideal solution may not be generated by DM: the incubated idea may be wrong 
or unacceptable.  It means that improving the verification stage may be not the best possible way to highest ethical 
standards of the process and the resulting decision.  

It appears that attempt of emphasis on the verification stage may be confronted with the behavioral pattern 
known as Implicit Favorite Model (Soelberg 1967). It is illustrated by Figure 2. 

 
Figure 2. Implicit Favorite Model 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Selection of Implicitly Preferred Option A

Identification of Options B,C,D…

Identification of option B, which confirms the 
superiority of implicitly preferred option A

Confirmation of implicitly preferred option A

Adopting criteria set in a way making 
implicitly preferred option A formally the best

Selection of implicitly preferred option A
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In order to confront this development, appropriate measures should be undertaken on the early steps of 
preparation in order to extend the set of values and align it with that of the principal (that is to ascribe values).  

Finally, we consider the Doing First variety of Mintzberg and Westley model. This scheme also has 
specific kinds of ethical risk. The major source of it is the fact that DM first undertakes certain actions and then 
analyses their results and finalizes the decision. It means that certain actions undertaken by DM may prove to be 
wrong. Proscribing certain actions and choices may be a very natural way to regulate this kind of activity. Another 
way to cope with this problem is to limit the scope of action (option) in order to limit the scale of risk incurred. This 
approach however creates a difficulty: it compels us to the incremental changes while a more revolutionary 
treatment of the situation could have been more beneficial.   

All three types of DM processes, respective ethical risks, countermeasures ant their implications are 
summarized in Table 1. 

 
Table 1. Summary of the Analysis 

Type of DM Process Specific Kinds of 
Ethical Risks 

Appropriate Counter-
Measures 

Secondary Risk Incurred 
by Counter-Measures 

Thinking First Set of DM’s criteria 
differs from that of 
principal  
Set of DM’s criteria is 
incomplete  
Wrong selection 
procedure, not all the 
options are analyzed 

Imposing of criteria and 
selection rules 
 
Enhancement of criteria 
set 
Additional information 
and option assessment 
and comparison tools 
are provided 

Extreme formalization 
of the process and 
illusion of total 
accountability 
DM process becomes 
unnecessarily lengthy 
and costly 

Seeing First 
 

Absence of formal rules 
At the moment of 
illumination we usually 
get only one solution, in 
relation to which DM 
plays the role of its 
author, “parent”, or 
owner thus making its 
objective assessment 
and subsequent rejection 
highly improbable  

Enhancing the set of 
values  
 
 
Involving more people 
in solving the problem 

Additional values make 
the problem-solving 
situation even more 
ambiguous 
Groupthink effect 

Doing First Enactment precedes 
analysis. Wrong actions 
may be undertaken  

Proscribing certain 
actions and choices. 
Limiting the scope of 
actions in order to limit 
the scale of risk incurred 

Switching to 
incremental approach to 
problem solving which 
may block or delay the 
large-scale changes 

 

WHAT ARE THE PRACTICAL IMPLICATIONS? 
 

In 2003 Joe Murphy and Win Swenson published a paper entitled “20 Questions to Ask about Your Code 
of Conduct” (Joe Murphy and Win Swenson, 2003) in which they attempted to come up with questions faced by 
ethics professionals when updating and reviewing codes of ethics. The list includes 20 questions. We have taken 
these questions and considered them in the framework of the approach suggested herein. It seems interesting and 
useful to figure out those questions, which has to be answered differently for employees, involved predominantly in 
resolving problem situations by Thinking First, Seeing First, and Doing First.  Results are presented in Table 2. In 
our understanding half of these aspects are influenced by the leading model of resolving problems. 
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Table 2. Influence of Three Models on 20 Practical Aspects of Reviewing Codes of Ethics 
Question Answer in the framework of considered 

approach, where applicable 
1. Should there be one code, two, or even 

more? Should you have a separate code for 
the top people, and a different one for 
everyone else? 

In line with the suggested approach type of 
codes for different large categories of 
employees should differ. 

2. Does the code cover newly developing 
risks? 

Applies to all three models. 

3. For what you already cover, have you kept 
up with developments in the law? 

Is of special importance for Thinking First 
category because changes in law affect 
primarily rules and procedures, and for Doing 
First because of proscribing certain actions. 

4. What do you tell employees about raising 
questions? 

Applies to all three models. 

5. Do employees certify to the code? Is of special importance for Thinking First 
category because in this case the code should 
specify rules to be followed and for Doing First 
because of ascribing certain actions. Less 
significant in case of ascribing values.  

6. Does the code include examples? Examples may be an easy and useful way to 
proscribe certain actions and thus especially 
effective for Doing First category. 

7. Is the format inviting and effective? Applies to all three models. 
8. What does the code say about values? Ascribing values is important for employees 

involved substantially in Seeing First category.  
9. Is the code’s organization useful? Is of special importance for Thinking First 

category because code serves as a handbook. 
10. Are there ‘finding’ aides in the code? Is of special importance for Thinking First 

category because code serves as a handbook. 
11. Does the code lead to other information 

sources? 
Is of special importance for Thinking First 
category because code serves as a handbook. 

12. Did the code get the benefit of input from 
key constituencies? 

Applies to all three models. 

13. Is there a communications plan for use 
after the code is issued? 

Applies to all three models. 

14. Has the code entered the electronic age? Applies to all three models. 
15. Does the code’s message reach third 

parties? 
Applies to all three models. 

16. Is the code global? Applies to all three models. 
17. Is the code translated? Applies to all three models. 
18. Does your code include things that no 

longer make sense? 
Applies to all three models. 

19. Does the code go to all employees? In line with the suggested approach type of 
codes for different categories of employees 
should differ. 

20. Is your code ethical and legal? Applies to all three models. 
Thus we see that there is a need for a variety of ethics enforcing mechanisms as diversified as are kinds of 

activities performed by different categories of employees. 

Let’s see what does it mean for one of the examples mentioned above – Latvian company Latvijas 
Balzams.  Context analysis of the code shows that it ascribes about 9 values (1.Ancient and contemporary traditions 
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of alcohol consumption; 2.Balanced lifestyle; 3.Prevention of excessive alcohol consumption; 4.Fair competition; 
5.Social responsibility; 6.Adherence to law; 7.Adherence to justice and integrity; 8.Adherence to humanism; 9.High 
morale).   

At the same time it proscribes as much as 26  specific options (1.Addressing commercials primarily to 
youngsters under 18; 2.Use of “Latvijas balzams” logo and trademarks on garments, toys and other goods intended 
for youngsters under 18; 3.Use of objects, images and comic characters attracting attention of youngsters under 18; 
4.Publication of “Latvijas balzams” advertisements in media publicizing comics; 5.Use of materials stimulating 
alcohol consumption in the process or related to driving a car; 6.Showing images of people drinking alcohol; 7.Use 
of state symbols of Latvia; 8.Disseminating view of alcohol as a medicine; 9.Disseminating view of alcohol as a 
way to resolve personal problems; 10.Disseminating view of alcohol as a way to increase sexuality; 
11.Disseminating view of alcohol as an indispensable way to gain popularity; 12.Representing situations of 
irresponsible and excessive alcohol consumption; 13.Representing people prone to alcohol intoxication; 
14.Indicating that state of alcohol intoxication is socially acceptable; and so on). (Source: Translated from 
http://www.lb.lv/html/rus  March 30, 2007). As mentioned above the code in question also includes three instances 
of directing choice and one instance of prescribing it. 

If we consider the ethical code of the marketing communications developed by the company as a tool for an 
employee of the marketing department then our evaluation of the document depends on the leading type of the 
process he/she is involved in. It appears that marketing and advertisement activity is less prone to algorithmic 
approach. It is much more creative especially for a developing market in Eastern Europe. That is way one should not 
expect it to comply with Thinking First model. It is rather unrealistic to speculate about weights for different risk 
factors involved with particular decision option. If it happens to be a trial and error process of finding the 
appropriate tool among already well-known tools, then it is Doing First model, and according to our logic emphasis 
on proscribing certain courses of action is justified. 

If it happens to be a highly creative kind of activity and what it is all about is not selecting among few well 
known options but all the way around – creating at least one completely new, then it is Seeing First variety. (This 
may be the case for a copywriter). For this situation the logic of the analysis discussed in this paper leads us to the 
conclusion that appropriate measures include enhancing set of values. The published code has a different orientation 
and although this may be the right message to the outside world (showing how serious is the company about ethics) 
being regarded as a tool for internal use it may be done more effective through restructuring with more 
sophistication in the values section added at the expense of proscribing less options. 
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ABSTRACT 
 
South Africa embarked on major transformation after 1994 democratic elections. Different legislative reforms 
aimed at eliminating discrimination and the promotion of equal opportunities in the workplace featured 
prominently. With the demise of apartheid, number of initiatives based on corrective measures was undertaken with 
the view of correcting the imbalances experienced by previously disadvantaged people. This paper aims to explore 
on the challenges faced by affirmative action appointees to execute their duties successfully. The research attempted 
to identify those factors that assist the appointees to succeed or fail. Data was collected using semi-structured 
interviews with mentors and a survey questionnaire. This particular study found that the majority of the participants 
believed that training interventions are essential in assisting the appointees to succeed in their respective duties. The 
results further indicated that there is lack of policies in the surveyed hospitals guiding the implementation of 
affirmative action as well as training interventions. The other findings that stood up high are; mentors should be 
held responsible for the failure of persons mentored by them; the african participants hold a strong view that 
educational disadvantages resulted in blacks being less capable than their white counterparts. 

 

 INTRODUCTION 
 
Prior to 27 April 1994, South Africa was characterised by racial discrimination, inequalities in employment, unfair 
labour practises and discrimination in employment practices (Thomas and Robertshaw, 1999, P.1). In an attempt to 
redress the imbalances, the South African government passed the Employment Equity Act, 1998 (Act 55 of 1998). 
In terms of section 2 of Employment Equity Act, 1998 (Act 55 of 1998) the purpose of the Act is to achieve equity 
in the workplace by promoting equal opportunities and fair treatment in employment, through the elimination of 
unfair discrimination, and by implementing affirmative action measures to redress the disadvantages in employment 
experienced by designated groups, to ensure their equitable representation in all occupational categories. 
 
Munetsi (1999, p.36) states that the introduction of discriminatory legislation, such as the Industrial Conciliation 
Act, 1924 (Act 11 of 1924), through apartheid meant racial privileges were afforded to whites, providing the 
foundation for the policy of job reservation on the basis of skin colour, and this resulted in racial discrimination. 
According to Kahlenberg (1996, p.6); Du Plessis (1995, p.85), the legacy of discrimination has caused a 
concentration of blacks in lower-level positions in the workplace for the following reason: “Black people were 
regarded as servants and considered lacking direction for life or as people to whom orders should be given, not 
from whom orders should be taken.” In terms of section 10 of the Constitution of the Republic of South Africa, 1996 
(Act 108 of 1996) the South African government, with its role of representing all people in South Africa, is 
mandated to review all legislation that discriminates against people and to ensure compliance to the law. The 
government had to abolish discrimination, which is the treatment of designated groups unfairly by not giving them 
equal opportunities as stated in  the Employment Equity Act, 1998 (Act 55 of 1998).  In terms of the Act designated 
or disadvantaged groups in the South African context refer to black people, women and people with disabilities. 
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Since the introduction of Employment Equity Act of 1998 and Skills Development Act of 1998 respectively, 
pressure has been put on all government departments to ensure that their staff complements reflect the South African 
demographics. It was therefore eminent for government departments to implement affirmative action (AA) in order 
to achieve the equity profiles required. In order for AA to be implemented successfully, it is imperative to have 
training interventions in place. Affirmative action training is about mentorship, on-the-job training and routine work 
schedule clarification (Herholdt and Marx, 1999, p.6). Affirmative action training interventions either succeed or fail 
and this also contributes to the success or failure of the implementation of affirmative action (Human, 1993, p.13).  
Authors like Greeff and Nel (2003, p.24) and Wingrove (1993, p.153) views the lack of success of affirmative action 
as the result of limited time and attention given to accelerate on-the-job training and the development of designated 
groups.  
 
There is resistance by black people of accepting the norms of Western business culture and in this regard black 
people do not want to be assimilated into a white culture and thus lose their own sense of identity and culture 
(Booysen, 2001, p.37). Lack of assertiveness or passiveness creates frustration among employees, who view this 
attitude as laziness, or a lack of ambition or sense of responsibility. Mathur-Helm, (2006, p.61) and Human (1993, 
p.28) argues that the development of black people is conceptualised in terms of putting knowledge and skills to 
black people and then expecting black people to function in an environment dominated by white people which 
remains fundamentally unchanged, causing black people to fail in the execution of their duties. The assumption in 
this regard is that black advancement has not succeeded and as such it imminent that they should be trained. 
 
The mentorship process could fail when mentors are not chosen by the person being mentored. A lack of genuine 
commitment to the mentorship process from top management, as well as a lack of understanding of the process and 
its impact on the organisation contributes to the failure of affirmative action (Wingrove, 1993, p.156). It could be 
argued that all these pitfalls have to be addressed to ensure that the implementation of affirmative action and training 
interventions is more effective. 
 
The Department of Health has provided hospitals with internal policy regarding the implementation of affirmative 
action and the Employment Equity Act, 1998 (Act 55 of 1998). However, the implementation of training 
interventions in the Mpumalanga Department of Health could have negative effects if not implemented according to 
the objectives of the Act. Mentoring relationships could be affected by perceived threats that the persons being 
mentored could in future take the mentors’ positions. This could mean that mentors are no longer willing to mentor 
affirmative action appointees (Wingrove, 1993, p.163). The increasing skills development of people from designated 
groups could have a resulting effect of white people being retrenched or perceived reversed discrimination. 
Reversed discrimination or the perception thereof, could hamper the development of black employees and could 
impact on the success of cross-cultural integration and implementation of training interventions.  The rationale for 
this could be that certain cultural groups may not be willing to accept the blacks when they are appointed in the 
higher positions and they would not assist them in terms of training interventions. 
 
In terms of section 2 of the Skills Development Act, 1998 (Act 97 of 1998) government departments should ensure 
that affirmative action is reinforced by training intervention measures to provide affirmative action candidates with 
the opportunity to acquire new skills. Any barriers to training interventions have to be addressed in accordance with 
the internal policy of the organisation concerned, such as a policy that addresses resistance to change, employment 
equity and skills development plans (Esterhuyse, 2003, p.5; Wingrove, 1993, p.65).The success of the AA 
programme depends among others on on-the-job training and the participative willingness of the trainers and 
trainees. It is therefore essential that the rationale and purpose of AA training interventions be communicated to all 
employees (South Africa, 1998a).  
 
According to Human (1993, p.17), affirmative action candidates are not successful in their respective positions, 
because they are not afforded the relevant training to fulfil their duties.  Another reason given for the lack of success 
of affirmative action candidates is the lack of ability of mentors to mentor these candidates. In addition, there is no 
support for black people in the organisations and, as such, they feel like strangers within a white’s environment 
unless they are initiated into the organisation culture and there is a sign of acceptance by the workforce (Wingrove, 
1993, p.156). Lastly, white male managers expect less effort from affirmative action candidates and doubt their 
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ability, even when they hold higher positions and where their appointments were based on their capabilities. This 
matter has been pointed out by the following authors Innes et al (1993, p.37); Rankhumise et al (2001, p.43); 
Mathur-Helm (2006, p.64) and Martins and Von der Ohe”(2003, p.42)  that organisations appoint black people to 
higher positions, but their positions are devalued to avoid damage that could be caused by the perceived 
incompetence of the appointees. They may also expect the candidates to function effectively without assistance 
forgetting that they were not entitled to same educational and career development opportunities as their white 
counterparts (Naidoo and Kongolo, 2004, p.1).  This affects both the self-confidence and performance of the 
candidates. It could be argued that if affirmative action candidates were offered training in their respective positions, 
they would perform well in their duties. Similarly, culturally competent employees would increase ability to 
motivate each person according to their needs and cultural values. Cultural diversity training would ensure that 
employees work together, understand and respect individual differences and lastly learn how others want to be 
treated. Furthermore, cultural diversity training would allow individuals to be tolerable that is understanding of 
different cultures and ensures diverse thinking. To achieve the concept of working together, employees should be 
introduced to change management training. 
 
As preparatory to implementing the AA training, identification and analysis of training needs would have to be 
made in order to provide a desired training intervention. Ideally, the development of the programmes associated with 
AA should be done in consultation with the employees and all relevant stakeholders. Mpumalanga Department of 
Health has provided guidelines from Department of Public Service and Administration regarding the implementation 
of affirmative action. These broad guidelines, needed to be aligned to the individual institutions by way of internal 
policies. The guidelines address the Employment Equity Act, Skills Development Act and AA programme. The 
implementation process should be handled by a knowledgeable person and management should attend to support the 
implementation of AA and to learn about group dynamics as well as how to handles issues such as racism. It is 
preferable that such a person who conduct training interventions be impartial and in position of authority to serve as 
a role model to both white and black employees. 
 

 OBJECTIVES OF THE PAPER 
 
Against the above background, this specific paper intended to identify factors that have influence on the 
performance of the affirmative action appointees. Secondly, to ascertain whether affirmative action appointees are 
given support to perform in their respective duties. 
 

RESEARCH PROCEDURE 
 
A two-phase design by Denzin and Lincoln, (2000) was used for this study, which is a combination of qualitative 
and quantitative methods. According to Creswell (1994, p.177), the use of the two methods is advantageous because 
it enables a researcher to present thoroughly the paradigm assumptions for method or phase. Strauss and Corbin 
(1990, p.19) state that qualitative data might be used to illustrate or clarify quantitatively derived findings or vice 
versa. The two methods are complementary to each other and are used concurrently to allow the converging of the 
results. With qualitative, 10 mentors were interviewed and the data was analysed through Tesch’s data reduction 
method as outlined by Creswell (1994, p.155). 
 
 A structured questionnaire was used to collect data from the 205 participants from Mpumalanga public hospitals. A 
concern form was attached on each questionnaire to get a concern from the participants and ensuring fill in 
anonymity (Polit and Beck, 2004, p.291; Bless and Higson-Smith, 1995, p. 121). From the 205 questionnaires issued 
to affirmative action appointees in these hospitals, 108 were returned (53%). The completed questionnaires were 
returned to the matrons and administrators respectively. Only those who were present on the day of data collection 
were considered for the study and all those were on leave were excluded. Of the 108 questionnaires returned, the 
sampled population consisted of the following categories of staff, admin 61 (56.5%), nursing 34 (31.5%), medical 
officers 3 (2.8%) and allied health 10 (9.3%). The sample was drawn from 15 hospitals of the 27 in the province.  
 

SAMPLE REALISATION 
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The Department of Health has only three districts. The researcher visited the three districts, namely Ehlanzeni, 

Table 1: Language 
 
Gert Sibande and Nkangala. Prior to the visits, hospital administrators were contacted in order to inform the 
employees about the intended research and encourage them to participate. On the day of the visits, the researcher 
was available on-site to explain any possible queries and to outline the purpose of the research. Sectional heads were 
used to distribute the questionnaires to the respondents. 
 
A sample of 205 respondents from 15 Mpumalanga public hospitals was selected to participate in the research. The 
focus was on the former Transvaal Provincial Administration (TPA) hospitals which were predominantly white. A 
total of 205 questionnaires were administered in 15 hospitals which were randomly selected among the TPA 
hospitals and 108 questionnaires were returned, which constituted a 53% response rate. No questionnaires were 
returned from Witbank hospitals. The respondents were 26.9% males and 73.1% females. With regard to racial 
composition, 72.2% were blacks, 24.1% whites and 3.8% coloureds. 

 

EMPIRICAL FINDINGS 
 
Following the research procedure and the sample realisation, the empirical findings are presented in the next section. 
The collected data was captured and analysed through inferential (Pearson chi-square) levels using SPSS. In the five 
likert scale statements, strongly agree was combined with agree, strongly disagree was merged with disagree and 
uncertain responses were removed from the analysis. 
 
Respondents’ home language 
Individual questionnaire statements that yielded significant differences among respondents of varying demographics 
are presented below. 
Pearson chi-square test results yielded 0.004, which is significant and suggests that respondents from various 
language groups have different perceptions on whether those holding higher positions are resisting training 
affirmative action appointees or not. The Swati- and Zulu-speaking respondents felt there is resistance by those 
occupying higher positions to train affirmative action appointees. The white respondents (English- and Afrikaans-
speaking) were of the opinion that there is no resistance by those holding higher positions to train affirmative action 
appointees. In considering the differences in views, it is a potential fact that resistance prevails with a yielded 
significant difference. The management of the hospitals should ensure that such resistance is addressed cautiously. It 
can be deduced that people who are holding higher positions have resistance to train affirmative action appointees, 
as they fear that the trainees will ultimately take their positions after they have trained them. These people should be 
sensitised about the objectives of building capacity within institutions. It is essential that people not bring attitudes 
and negative behaviour into training. 
 

Table 2: Managerial level 
Statement  Top man Middle man First level Operational Chi 

squar
e 

 Agree Disagree Agree Disagree Agree Disagree Agree Disagree  
If a person mentored appoints  
his or her own mentor, 
mentoring is likely  
to succeed. 

 
4.9% 

 
- 

 
5.9% 

 
15.8% 

 
12.9% 

 
5.9% 

 
25% 

 
9.9% 

 
0.004 

Statement: There is resistance by those holding higher positions to train affirmative action appointees 

Afrikaa
ns 

English 
 

Ndebele  Sepedi  Sotho  Swati  Tsonga  Tswana Zulu  Other  Chi square 

A
  

D  A
  

D  A   D A D A D A D A D A D A D A D   

- 7.5 - 1.8 3.7 2.8 7.5 1.8 1.8 - 11.
3 

3.7 0.9 - 3.7 - 11.
3 

1.8 - - 0.004 
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There is a policy available to 
monitor and evaluate the 
success of training 
interventions. 

 
0.9% 

 
3.9% 

 
8.7% 

 
13.6% 

 
2.9% 

 
5.8% 

 
12.6% 

 
7.8% 

 
0.003 

 
With regard to the above two statements, the analysis yielded significant differences with Pearson chi-square 
findings of 0.004 and 0.003, respectively. These findings suggest significant differences in perceptions between 
respondents of different organisational levels. The results suggest that respondents from first and top management 
levels feel that if trainees appoint their own mentor, mentoring will succeed. Middle management, however, 
disagrees. The assumption is that choosing one’s own mentor would enhance the working relationship. If a good 
working relationship is established, mentoring could run smoothly due to the fact that the success of mentoring 
depends on the relationship between the two parties involved in the process. The findings confirm literature by 
Thomas and Robertshaw (1999) that the parties involved in mentoring are committed to the process of ensuring its 
success. It can therefore be deduced that the management of the hospitals must ensure that there is a positive 
relationship between the mentor and the mentees being mentored and this could be done through visible criteria of 
selecting mentors without compromising organisational objectives. Careful consideration should be given to, for 
instance, avoiding subjectivity when mentees to choose their own mentors. 
 
The majority of the respondents, top management (3.9%) and operational staff (12.6%), believed that there are 
policies available in the hospitals to monitor and evaluate the success of training interventions, but middle 
management thought differently. They felt that there is no such policy. The findings contradict section 20(2) of the 
Employment Equity Act of 1998, which states that a designated employer must prepare an equity plan indicating 
numeral targets and strategies to be used to achieve such targets. This procedure document should guide the 
implementation and monitoring of the strategies pertaining to employment equity. Due to differences in perceptions 
about the availability of a policy, it could be deduced that the introduction of the policy was not communicated to all 
levels of management.  It is imperative that any policy which affects the entire workforce be communicated and top 
management should preferably ensure that all staff members are sensitised about the policy. Once all staff members 
are made aware of the existence of a policy, they will support it and its implementation will not be met by resistance 
from the employees. It could be deduced that the management of the hospitals should ensure that the plans are 
communicated to all sections of the hospitals so that they become acquainted with their provisions. 
 

Table 3: Organisational section 
Admin  Nursing  Medical  Allied health  Chi square Statement  
Agree 
 

Disagree Agree Disagree Agree Disagree Agree Disagree  

Developmental 
programmes are 
available in the 
hospital. 

 
30.8% 

 
17.7% 

 
20.5% 

 
5.6% 

 
0.9% 

 
1.8% 

 
2.8% 

 
- 

0.001 

 
Pearson chi-square tests yielded a 0.001 result, which is highly significant and suggests that administrative, nursing 
and medical staff believed that there are developmental programmes available in the hospitals to develop the 
employees. Medical and allied health respondents thought differently about the availability of development 
programmes. The findings confirm the reference in the Employment Equity Act (1998) and the White Paper on 
Affirmative Action (1998) that employers (hospitals) must prepare employment equity plans which will achieve 
reasonable progress towards employment equity in the workforce. This process must include the analysis of the 
numerical goals to achieve the equitable representation of suitably qualified people from designated groups; the 
timetable within which this is to be accomplished and the strategies to be used. In terms of section 20(3) of the 
Employment Equity Act (1998) a person may be suitably qualified as a result of different criteria, namely formal 
qualifications, prior learning, relevant experience and capacity to acquire, within a reasonable time, the ability to do 
the job. The management of the hospitals, when analysing numerical goals, must consider either one or a 
combination of these variables. It could be deduced that both administrative and nursing respondents are the 
custodians of the policies on various interventions and they work with and receive enquiries about such matters on a 
daily basis; hence they are aware of the availability of such policies. It is believed that medical and allied health staff 
concentrates more on their practical work rather than administration matters. It can be deduced that both medical 
and allied health personnel should be sensitised about the importance of having developmental programmes in their 
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sections. This would assist them when they intend to develop some of their employees and also for budgetary 
purposes. It can be argued that if there are developmental programmes in place, the management of the hospitals 
should assign one or more senior staff members to take responsibility for monitoring and implementing such 
programmes. 
 

Table 4: Educational level 
Grade 12 or < 
 

Post-matric 
cert. 

Diploma Degree  Postgraduate 
degree  

Chi 
square  

Statement  

A D A D A  D  A D A D  
Mentors should be 
held responsible for 
the failure of the 
persons mentored by 
them. 

20% 11.3% 6.7% 5.7% 8.6% 6.7% 3.7% 10.3% 5.7% 0.9% 0.004 

Affirmative action 
will fail it is not 
supported by training 
interventions. 

31.4% - 12.9% - 14.8% 2.7% 18.5% - 6.4% - 0.003 

Affirmative action 
training 
interventions will fail 
if they are not 
funded. 

30.5% 0.9% 9.2% 1.8% 13.9% 1.8% 12.9% 2.7% 3.7% 2.7% 0.005 

 
The chi-square results of 0.004, 0.003 and 0.005 were obtained for the three statements above, respectively, and 
reflect a significant difference in terms of respondents’ perceptions. Respondents with a Grade 12 or less felt that 
mentors should be held responsible for the failure of the persons being mentored by them. The other respondents 
with higher qualifications had different perceptions. This could be as a result of the fact that they are trained for the 
job they are employed for. The assumption in this case is that they know that they will succeed in carrying out their 
duties. The respondents with Grade 12 or less require mentoring because they do not have formal qualifications 
required to do the work they are employed for. This makes the mentoring process an imperative and mentors must 
be held responsible for their trainees’ failures. It could be deduced that respondents with Grade 12 or less require 
more support from the mentors to guide them in the execution of their duties, as they do not have formal 
qualifications in their respective specialties. It can be deduced that the majority of the respondents felt that mentors 
should remain responsible for the failure of the persons being mentored by them. This will ensure that mentors 
develop a work plan for the mentoring programme, which will serve as a guide when implementing the programme. 
 
The results further indicate that respondents with Grade 12 or less rated high in terms of their perception that 
affirmative action will fail if it is not supported by training interventions. It is evident from the results that training 
interventions are imperative for employees with Grade 12 or less to succeed in their duties. In general the findings 
yielded a highly significant difference in all qualifications. The respondents believed that affirmative action is likely 
to fail if it is not supported by training interventions. The management of the hospitals should focus their training 
programmes mostly on employees with Grade 12 or less to empower them so that they can be successful in their 
positions.  It could be deduced that in view of the significant difference, the implementation of affirmative action 
should be followed by effective training interventions to ensure that the efforts of affirmative action do not fail. It 
could be argued that when affirmative action appointees are employed, they should be provided with intensive 
training intervention programmes irrespective of their qualifications. This would ensure that they become acquainted 
with the skills and knowledge required to perform the job effectively. 
 
The majority of the respondents, Grade 12 or less (30.5%) believed that if affirmative action is not funded it will fail 
and other respondents had similar perceptions. It could therefore be deduced that training interventions without 
funding will not succeed and this will affect those who are supposed to be trained. Funding should be made 
available to assist in the execution of interventions. In conclusion, the management of the hospitals should ensure 
that affirmative action is supported by training interventions and where funds are required; they should make sure 
that funds are available to take the initiatives forward. Lastly, in ensuring that the mentoring process succeeds, the 
management of the hospitals should make mentors responsible for the failure of the persons they mentor. The 
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majority of the respondents in all qualification ranges believed that if affirmative action is not funded it is likely to 
fail. This is highly significant, which means that affirmative action efforts need to be funded to ensure success. 
 

Table 5: Race groups of respondents 
African  
 

Coloured  Whites Chi 
square  

Statement  

Agree  Disagree  Agree  Disagree  Agree  Disagree   
Mentors should be held responsible for the 
failure of the persons mentored by them. 

41.5% 18.8% - 2.8% 2.8% 13.2% .000 

The hospital has an internal policy on how to 
implement affirmative action. 

25.% 30.5% 0.9% 1.8% 0.9% 3.7% 0.004 

There is resistance by those holding higher 
positions to train affirmative action 
appointees. 

39.% 10.1% - 0.9% - 8.3% 0.000 

Historical educational disadvantages have 
resulted in black employees being less 
capable than the white employees in the work 
situation. 

47.6% 13% - 2.8% 1.8% 8.4% 0.000 

 
For the first statement, a chi-square result of 0.000 was obtained, which is highly significant. In accordance with the 
results, african respondents (41.5%) believed that mentors should be held accountable for the failure of the persons 
being mentored by them. Coloured and white respondents felt differently. The reason that these respondents have a 
different view could be the fact that they had a better education compared to the Africans and their performance 
does not require intensive mentoring. It could be deduced that African respondents feel the way they do because 
they were previously not afforded training opportunities due to historical injustices. They should be provided with 
special training opportunities so that they can acquire the necessary skills and knowledge needed to work efficiently 
and effectively. It could be argued that when mentors are held responsible for the failure of the persons being 
mentored by them, this will result in mentors being committed to the mentoring process. It could further be deduced 
that African respondents believed that they require some training interventions to enable them to succeed in their 
respective duties due to educational disparities of the past. The management of the hospitals should ensure that 
mentoring programmes are in place and they should support mentors with all the resources that they may require, so 
that they can be held responsible for the failure of the persons being mentored by them. 
 
Pearson chi-square results yielded 0.004 for the second statement, which reflects a significant difference in terms of 
the respondents’ opinions regarding the availability of internal policy on affirmative action. The majority (30.5% of 
africans) felt that internal policies are not available in the hospitals to guide the management on the implementation 
of affirmative action. Coloured and white respondents had a different opinion on the matter. The findings contradict 
section 20(2) of the Employment Equity Act (1998) that employers must prepare policy and equity plans indicating 
the numerical targets and the strategies to be used to accomplish the set targets. Once this procedural document is 
developed, it should be communicated to all employees within the hospitals. It could be deduced that consultation 
and communication of policies are not done properly. Policies could be available but if they are not communicated 
to the personnel in the hospitals, this leads to a situation where personnel are not aware of their existence. It is 
therefore imperative for the management of the hospitals to ensure that personnel are sensitised about any policy 
available in the hospitals. 
 
The chi-square results for the third statement yielded 0.000, which is highly significant. African (39%) respondents 
believed that there is resistance by those holding higher positions to train affirmative action appointees, whilst no 
coloured and white respondents agreed with the statement. This confirms the reference by Levy (1999) that there are 
negative reactions from white males who feel threatened by legislation and perceive their roles as being that of 
training those who will soon replace them. It could be deduced that africans are more concerned about their training 
with a view to attempting to become empowered so that they can execute their duties well. Mentors should be 
informed about the aim of empowering and capacitating people who were previously denied opportunities to be 
trained. The training ensures that the affirmative action appointees contribute positively in their positions and 
improve productivity. 
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Pearson chi-square results yielded 0.000 for the fourth statement, which is highly significant. It is evident that 
educational disadvantages have contributed to some blacks being less capable than their white counterparts in the 
work situation. Coloured and white respondents felt differently about the fact that educational disadvantages 
contribute to blacks being less capable. Whites are performing better than blacks because blacks were not afforded 
education and training opportunities during the apartheid era. This appears to be the reason for the inexperience of 
blacks in the work situation and for their appointment in less influential positions. The findings correlate positively 
with the reference in the Industrial Conciliation Act (1924), which states that through apartheid racial privileges 
were afforded to whites, providing the foundation for the policy of job reservation on the basis of colour and this 
resulted in racial discrimination (supra,  1.1). Furthermore, the findings concur with references in the Black Building 
Workers Act (1951) and by Finnemore (1999) and Bendix (2001) that blacks were prohibited from performing 
skilled jobs and the skilled jobs were reserved for whites. This situation ensured that blacks were channelled into the 
unskilled and semi-skilled labour force and whites occupied the elite positions. All these imbalances were as a result 
of the Industrial Conciliation Act (1924), which was passed as affirmative action that guaranteed positions for 
whites only. These historical imbalances resulted in some blacks being less capable than their white colleagues. It 
can be concluded that historical disadvantages have contributed to the situation where Africans are less capable than 
whites in the work situation. Africans should therefore be afforded training opportunities to acquire skills and 
knowledge required to perform their duties efficiently and effectively. This would result in africans occupying 
higher positions and succeeding in those positions. 
 

CONCLUSIONS 
 
From this research, the authors provide the following conclusions and recommendations. The results revealed that 
mentorship and training are important variables in the implementation of training interventions. In terms of language 
comparisons, it was found that Afrikaans-speaking respondents were happy with the training conducted in the 
hospitals. Regarding organisational level, it was revealed that operational and middle managers they are not happy 
about the training conducted in their hospitals. 
 
In the second part of this paper, the focus was on biographical data, namely language, managerial level, section, 
education and race of respondents, with a view to assessing whether there were differences in perceptions about the 
statements. It is evident from the results that there are some differences in the respondents’ views on the certain 
statements. The survey findings reveal that the Swati- and Zulu-speaking respondents felt that those occupying 
higher positions are not willing to train people appointed on the basis of affirmative action. In terms of managerial 
levels, it was found that operational respondents believed that if a person being mentored appoints his or her own 
mentor, the mentoring process will succeed. 
 
It was further revealed that respondents from administration and nursing argued that developmental programmes are 
available in the hospitals to develop the employees. The race variable indicates that African respondents argued that 
mentors should be held accountable for the failure of the persons they mentor and they also felt that educational 
disadvantages have contributed to black employees being less capable than white employees in the hospitals. 
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ABSTRACT 
 
The customer satisfaction has been seen as a priority of investigation to academics and marketing professionals in 
the last decades. The reason of this, is the diffusion of the concept of marketing and consequently increase of 
consumer behavior interest. This work has the objective of measuring and analyzing the customer satisfaction with 
the management of complaints, focalizing one of their antecedents the perception of justice. The work examines the 
existents relations among three constructs: satisfaction, justice (composed of three dimensions: distributive, 
procedural and interactive justice) and the attitude of the consumers towards the management of complaints by the 
companies (consumers’ beliefs about the companies behavior at the management of complaints). 
It is based on a field research which was realized with a structured questionnaire applied with consumers that had 
had non satisfaction experiences. The results are analyzed using the structural equations modeling. The study 
showed that the attitude of the consumers towards the companies does not have an impact on the perception of 
distributive justice but influences the perception of procedural and interactive justice. The research also revealed 
that the perceptions of the three forms of justice affect the satisfaction with the management of complaints.   
           
Key words: Management complaints - Justice Theory - Structural Equations Modeling. 

 

INTRODUCTION 

The notion that justice is a relevant factor for customer’s satisfaction has driven many researchers to investigate it 
(Goodwin & Ross, 1990; Blodgett et al., 1997; Tax et al., 1998; Sparks & Kennedy; 1998; Au, Hui e Leung, 2001; 
Santos, 2001). This paper is intended to analyze the impact of the perception of justice on the satisfaction of 
customers regarding the administration of complaints. Moreover, starting from the research of Chauvel (2000b), 
which observed the existence among Brazilian consumers of a negative attitude towards the companies, the 
relationship between this perception and the perception of justice was investigated. 
Based upon the assumption that constructs, as defined by Hair et al. (1995), are concepts that can be defined but 
cannot be observed directly, a model was prepared that was made up of the following constructs: attitude towards 
the companies, perception of the three dimensions of justice, and satisfaction with the administration of complaint, 
the theoretical basis of which is introduced in items 2 and 3. 
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Starting from the proposed model, a quantitative field survey was carried out, which was based upon the application 
of a structured questionnaire, with people who, having once been satisfied with some product, had gone back to the 
company to file a complaint. For the questions concerning the constructs studied the indirect scale was used, since 
according to Mattar (1999) when the object under analysis addresses questions involving attitudes or values in 
relation to some matters, better results are achieved when a set of answers concerning the object matter is combined. 
Thus, there was a set of questions related to each construct. 
In order to address the data, multivariate analysis techniques were employed: factorial analysis, “in order to identify 
constructs or basic dimensions in the data and reduce the number of variables by eliminating redundancy” (Aaker et 
al, 2001, p. 584), and Structural Equation Modeling (SEM) in order to investigate the relationship existing among 
the variables studied, the parameters of which were estimated through the maximum verisimilitude method (Hair et 
al, 1995). 
According to Farias & Santos (2000), the SEM can be seen as an extension of multiple regression. The major 
differential feature of this technique, and then the reason to use it, is that in regression X influences Y, whereas in 
SEM X influences Y, which influences Z. 

 

THEORY OF JUSTICE 
 
According to Blodgett et al. (1997), social psychology makes use of the theory of justice to explain human behavior 
in face of conflict. Goodwin & Ross (1990) explain that the theory of justice is made up of three dimensions: the 
Distributive Justice, which addresses how the results were distributed among the parts in an exchange-type 
relationship; the Procedural Justice, which addresses the processes by which decisions and made, and the 
International Justice, concerned with the social interactions along the process. 
Distributive Justice: it refers to how the earnings have been distributed among the parties in an exchange-type 
relationship. One should earn in proportion to what he/she has invested. The items are not always tangible, as is 
shown in the example of the plane passenger who believes he deserves preference in an overbooking situation, since 
he has already traveled long distances (Goodwin & Ross, 1990). Tax & Brown (1998) conducted research in which 
320 consumers were interviewed. They asked the interviewees to report what they found was fair or unfair at some 
instance when they had gone to the company to file a complaint. According to the majority of the interviewed 
consumers, the results they received were unfair and the main reasons were: non-acknowledgement on the part of 
the company of the costs sustained by the customer in order to get his/her complaint to be resolved and the 
disproportionate compensation for the loss sustained. 
Procedural Justice: this type of justice addresses the decision-making processes. Pinder (1998, p.318) states that one 
of the first definitions for procedural justice was provided by Leventhal, who listed six dimensions for such 
construct: “processes are fair as long as they are made (1) with consistent procedures, (2) with no self-interests, (3) 
on the basis of accurate information, (4) with opportunities for corrections to be made, (5) with the interests of both 
parts being taken into account, and (6) by observing the ethical and moral standards”. Goodwin & Ross (1990) 
revealed that are so concerned both with the process through which a decision was made and the decision itself. For 
instance, they mention a student upon receiving a test grade who tends to evaluate the criteria that had been used to 
achieve such result, as well as the result itself. In the case of consumers, the evaluation of the process has an even 
greater weight, since these evaluate a trademark or a company that brings about future contacts and not only one 
isolated transaction. 
Interactional Justice: it refers to the social interactions taking place along the process. According to Prim & Pras 
(1998), this justice component takes into considerations the human aspect of the consumer-company relationship 
and the quality of the communication between both. Pinder (1998) asserts that over the past decade many studious 
incorporated this dimension to their research, treating it as a distinct element of the Procedural Justice. Santos e 
Singh (2003) stressed the importance of this distinction for a better understanding of the processes and the 
perception of justice. While the Procedural Justice refers to procedures and bureaucratic systems, the Interactional 
Justice regards the interpersonal relationship throughout these processes. According to Pinder (1998), the main 
indication that there has been a violation of the Interactional Justice is the fact that interpersonal confidence has been 
lost. Clemmer (apud Blodgett et al., 1997) shows as relevant elements: sensitiveness, politeness, demonstration of 
interest, honesty and congeniality. Tax et al., (1998) add that intention and effort of the worker into solving the 
dispute are equally important. 
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Several studies investigated the relationships existing among these three dimensions of justice and the satisfaction, 
or dissatisfaction, with the administration of complaints. 
Tax & Brown (1998) observed through an empirical research that the three aspects of justice (distributive, 
procedural and interactional) strongly affect consumer’s evaluation on the recovery service. Together they would 
explain the 85% of satisfaction with the administration of complaints. According to Goodwin & Ross (apud Oliver, 
1996), 79% of variations are explained by the three forms of justice, the distribute justice having obtained the 
highest grade, whereas the interactional justice obtained the lowest one. Now, Blodgett et al. (1997) obtained as 
result for their studies that the procedural justice demonstrates an inexpressive influence in regaining customers. In 
rebuttal, the interactional justice would be the one that causes the greatest impact in regaining customers and their 
willingness to talk about their experiences to others. 
Sparks & Kennedy (1998), upon researching on the procedural justice, verified that customers become more 
satisfied with the company when, in addition to the results achieved, there is a clear demonstration of concern with 
the complaint. Hoffman & Kelley (2000), in their turn, verified that once the level of the procedural justice is 
maintained the perceptions of distributive and interactional justice are stressed according to the occurrence of such 
aspects as: intensity of the relationship between the customer and the company, the closeness of the relationship 
between the company and the client, the duration of the meeting and the cost for the client to change supplier. 
In Brazil, Farias & Santos (2000) investigated among the theories of performance, disconfirmation, justice and 
emotions which factor contributed in a more emphatic manner to the satisfaction of the senior consumer of hotel 
services. They concluded that justice was the variable with the most direct effect on the satisfaction response. In the 
research of Santos (2001), the effects of the perceptions of both interactional and distributive justice on the 
satisfaction with the administration of complaints were corroborated. However, the results pointed to a limited 
impact of the procedural justice. The most likely explanation, according to the author, may be related with the 
Brazilian cultural values, for which “deadlines and agendas are considered secondary and readiness and dispatch are 
based on relationships” (p.179). 
In sum, if there is not yet a clear consensus as to the relative weight for each of the dimensions of justice, the 
relationship that exists between both constructs, justice and satisfaction, appears to be largely confirmed. Studies 
such as that of Hoffman & Kelley (2000) point out to the importance of other factors such as the company-client 
relationship (intensity, proximity). Others such as that of Santos (2001) suggest that one of these factors could be 
culture. However, this is yet an issue lacking deeper investigation. Santos and Singh (2003), upon revising the 
existing literature on the relationship between culture and the perception of justice, identified one single study (of 
Hui and Au, 2001) on the concept of justice applied to the administration of complaint in different cultures (Canada 
and China). These authors noticed that, despite the shortage of research, it seems evident that cultural factors such as 
the individualist or collectivist orientation of a society must play a major role in the formation of the perceptions of 
justice (Santos and Singh, 2003). Au, Hui and Leung (2001) observe in their study that such orientations are 
associated with differences in attributing responsibilities; such differences, according to the authors, would perform 
a mediating effect on the perceptions of justice and the post-complaint behavior. 

 

ATTITUDES IN FACE OF COMPLAINT ADMINISTRATION: 
THE SPECIFICITIES OF THE BRAZILIAN CONTEXT 

 
According to Rocha (2000), “the way that company and customer interact in the market is shaped by the culture and 
secular, and sometimes millennial, historical developments” (p.155). Taschner (2000) highlights the quite peculiar 
character of the context in which the idea of consumer protection came to Brazil by stressing such characteristics as: 
the distance of power, the aversion to uncertainty, the late industrialization of the country, restricted access to 
consumption by a great part of the population, the historical authoritarianism, and the lack of a traditional 
participation of the civil society in the political life. 
According to DaMatta (2001), the Brazilians in general do not respect the laws because they do not see in them 
cohesion between the social practice and the constitutional and legal world. The same author (2000) states that it is 
difficult to criticize the institutions in Brazil because they suffer, on one hand, the pressure of legal and bureaucratic 
rules, and, on the other hand, the pressure determined by the personal relations networks. Hence, it is necessary to 
find a fairer and more satisfactory solution through the “Brazilian way” or “cunning” (DaMatta, 2000; Motta and 
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Alcadipani, 1999). These favor social navigation “between the law and plain dishonesty but also and above all [they] 
are a possibility to proceed socially in a typically Brazilian way to comply with absurd laws...” (DaMatta, 2001, p. 
103). Zülzke (1997) also stresses that in an environment where the relations are more valued than the individuals, 
the institutions miss a little of the capacity to develop, since they are committed to the pressures arising from 
personal relations: “When the relations networks determine the dynamics of the institutions, it becomes very 
difficult to exercise citizenship and act like critical consumers” (p.168). The one Brazilian deprived of personal 
relations that favor him/her would be at the mercy of institutions furnished with laws which are not equal to 
everyone. 
Chauvel (2000a) highlights that: “In a society of strong hierarchy, taking the initiative of conflict in face of an 
opponent which is generally seen as being stronger scares you” (p. 6). And [Chauvel] identifies the hierarchic 
character of the Brazilian society as an influential element of consumers’ reactions: 
“Whatever proof and arguments the customer can gather in order to defend his/her cause, he/she fears that his/her 
request be evaluated through another logic. This logic is that of hierarchy, inequality of rights and duties, and the 
preponderance of personal relations over the universality of law. The case is not the lawfulness of the request itself 
but the person making it.” (p. 7) 
In this context, with such an unfavorable perspective of justice, one asks whether the Brazilian consumer would be 
more perceptive to any unfair attitude on the part of the company or whether, on the contrary, [the consumer] would 
be less susceptible to the perception of injustice as suggested by Assmar (1996, p.8): 
“In the specific case of the Brazilian culture, it seems reasonable to suppose that the conception of justice based 
strictly on the violation of proportionality, the change of rules, the subjectivity and arbitrariness of unfair decision 
and on the non-specificity of the observation criteria of the unfair experimenter [...] have not been strong and 
capable enough to produce in the individuals the experience of injustice.” 
The author also questions: “Would this relative ‘dissensitiveness’ not be associated in part with the ethical crisis 
initiated by recent events in the country’s recent socio-economic-political history?” (p. 8) and adds that the Brazilian 
appears to be more discredited of every type of values that pay off the efforts and competence in their  activities. 
The qualitative research carried out by Chauvel (2000b) made clear, among Brazilian consumers, the existence of 
preconceived and negative evaluations of the companies in general and, particularly, of their attitude in face of 
customer’s complaints. This paper is intended to investigate the relationships existing between these evaluations 
(attitudes), the perception of justice on attending to complaints and the satisfaction at administrating the complaint.  

MODEL AND HYPOTHESES 
 
This model proposes that the consumer’s attitude towards the companies affects his/her perceptions on the three 
forms of justice and also that the perception of each of the three forms of justice affects his/her satisfaction 
concerning the administration of the complaint. The hypotheses tested by model of this research are as follows: 
H1- Consumer’s attitude towards the companies influences the perception of distributive justice. 
      (Y = a1 + b1x1) (1) 
H2- Consumer’s attitude towards the companies influences the perception of the procedural justice. 
     (Y = a2 + b2x2) (2) 
H3- Consumer’s attitude towards the companies influences the perception of interactional justice. 
     (Y = a3 + b3x3) (3) 
H4- The perception of distributive justice influences satisfaction positively through the administration of the 
complaint. 
     (X1 = c1 + d1z1) (4) 
H5- The perception of procedural justice influences satisfaction positively through the administration of the 
complaint. 
     (X2 = c2 + d2z2) (5) 
H6- The perception of interactional justice influences satisfaction positively through the administration of the 
complaint. 
     (X3 = c3 + d3z3) (6) 
Altogether, 12 parameters. 
Below is the model proposed hereby to analyze the relationship between the studied constructs as well as the 
hypotheses related to it. 
 



 ©Copyright 2007 by the Global Business and Technology Association   263 
 

 
Figure 1: Proposed Model Representation 
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METHOD 
 
Data were collected through a structured and self-applied questionnaire containing both open and closed questions. 
The constructs analyzed were: consumer’s attitude towards the companies, distributive justice, procedural justice, 
interactional justice and satisfaction with the administration of the complaint. For each construct there was a set of 
questions or “indicators” according to the nomenclature of Hair et al. (1995). 
The scales used are Likert’s five-point. According to Mattar (1999), the respondents are not required only to agree 
with or disagree from the statements, but to inform the level of agreement or disagreement so that for each degree a 
number (from 1 to 5) is attributed, an ordinal scale. The overall score for each attitude of the respondent is given by 
the addition of the scores for each statement. In order to validate the reliability of the scale the Cronbach’s Alpha 
was used, as described further below in this section. Below, as an example, one can verify the statements used to 
measure the distributive justice construct. 
 

Figure 2: Constructs and Indicators 
Construct Indicators Scale 

1 – The outcome of the complaint was not as expected. 
2 – The company gave me what I needed. 
3 – I did not get what I asked for. 
4 – My outcome probably was not as good as that of others who 
complained to the same company.  

Xi 
Distributive 
justice 

5 – The outcome from the complaint was fair. 

1 to 5  

1 - 
... 

Xn 
 

n 

1 to 5  

  
Where Xi = construct i    e   ni = question regarding construct i 
 The statements that make up the evaluations of the constructs stem from two sources: 
1 – The ones related to the variable that measures the attitudes of consumers towards the companies were worded as 
based upon Chauvel’s Doctor’s degree thesis (2000b) on Representações e Lógicas de Ação do Consumidor 
Insatisfeito no Brasil (Representations and Action Logics by the Dissatisfied Consumer in Brazil) in which the 
author carried out a qualitative analysis from interviews with dissatisfied Brazilian Consumers. 
2 – Those related to the following variables: distributive justice, procedural justice, interactional justice and 
satisfaction with the administration of complaints were taken from the doctor’s degree thesis of Santos (2001), who 
was based upon the researches of various authors (Goodwin & Ross, 1990; Blodgett et al., 1997; Tax et al., 1998 
and others). One of the objectives of such thesis was to “investigate the perceptions of distributive, procedural and 
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interactional justice as precedent to the evaluations on global justice and satisfaction with complaint administration” 
(p.26). 
The sample, which was of the non-probabilistic type, was made up of consumers, residents of the metropolitan area 
of Rio de Janeiro city, who had gone to the company accountable to file some sort of complaint resulting from their 
dissatisfaction with some product or service. This event should have taken place up to 24 months prior to the date of 
the interview. Due to feasibility reasons (self-applied questionnaire), the research was restricted to Brazilian 
consumers older than 25 with a university degree. 
The questionnaires were distributed and applied in several locations (companies, schools, associations etc.); 177 
questionnaire filled-out forms were returned, out of which 168 were valid. This figure lies within the recommended 
range for the correct use of the Structural Equations Modeling. According to Hair et al. (1995), 5 to 10 respondents 
per model parameter should be obtained, with a minimum number of elements making up the sample ranging 
between 100 and 150, when the maximum verisimilitude is used for the calculation of parameters. In the proposed 
model, as demonstrated previously, there are 12 parameters that when multiplied by 5 add up to 120 respondents as 
a minimum limit. 
All questionnaires were typed in an EXCEL electronic spreadsheet and then a SPHINX statistical software was used 
to perform the following: 
a) Descriptive Analysis: both the absolute and relative frequencies were used for the description of the sample and 
the mean frequency for verification of users regarding the services provided such as: marital status and occupation 
of the respondent. 
Also to be noted is that the reliability of the scale ranging from 1 (totally disagree) to 5 (totally agree) was assessed. 
According to Hair et al. (1995), reliability is a measurement aiming at the consistency of indicators; that is, to what 
extent they reflect the latent construct. One such meter that is largely used to measure reliability of indicators is the 
Cronbach’s Alpha. According to the same authors, an index that can be considered as acceptable is above 0,70. 
b) Principal Component Analysis: this analysis is a method having the basic objective to reduce data from the linear 
combinations of the original variables. It consists of breaking down a data matrix X of rank r, like adding up 
matrixes of rank equals to 1, where a rank is a figure that expresses the dimension of a matrix. 
These new rank 1 matrixes are a product of vectors called “scores” th and “loadings” ph. These “scores” and 
“loadings” can be calculated at the pair through an interactive process like in the equation below: 
X = t1 p’1 + t2 p’2 + .....+ th p’h:  
Figure 3 shows the representation of the data matrix broken down in “scores” and “loadings” matrixes. 
 
 

Figure 3: Data matrix broken down in matrixes 
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As an example of th and p’h, we have Figure 4 illustrating in the two-dimensional plan two variables x1 and x2. 
Figure 4A shows one principal component that is the straight line pointing towards the greatest variability of the 
samples of Figure 4B. The “scores” th are the projections of the samples towards the principal component and the 
p’h “loadings” are the cosines of the angles between the principal component and each variable. 
 

Figure 4. One principal component in the case of two variables: (A) loadings are the angles of the direction 
vector; (B) scores are the projections of samples (1 -6) towards the principal component. Notice that the data 

are centered on the average. 
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In sum, by this technique those indicators that contribute with the majority of information are defined amongst all 
indicators; that is, they explain the most of variance with the purpose of reducing the number of parameters to be 
estimated. By using the Sphinx software, the analysis of the principal components amongst all of the indicators 
measuring each construct was carried out. 
Reference: http://laqqa.iqm.unicamp.br/PCA2.htm (laboratory of analytical chemistry chemometry) 
c) Analysis of the matrix of correlation between the indicators that remained in the analysis: according to Aaker et 
al. (2001), the correlation coefficient provides the measure of the strength of the relation between two variables. 
According to the author, the factorial analysis is normally used to determine which indicators can be grouped in 
order to measure the same construct. Hair et al. (1995) suggest the minimum value of 0.30 to consider the 
appropriate analysis. Santos (2001) also stresses that this would be a moderate correlation that would indicate 
converging validity of the indicators; but the Santos stresses that those indicators that measure the same construct 
normally present higher correlations, which oscillate between 0.50 and 0.70. 
d) Structural Equations Modeling: an overview of it is presented in the following section. 

 

STRUCTURAL EQUATIONS MODELING (SEM) 
 
According to Hair et al.(1995), SAM results from an evolution of the modeling of multi-equations developed 
basically in econometrics and especially used in research in the fields of psychology and sociology. This technique 
is capable of estimating series of equations of multiple interdependent regressions simultaneously, and it is 
particularly employed when a dependent variable becomes independent in an ensuing relationship. The authors also 
stress that the SAM also provides the advantage of including non-observable variables in the analysis (latent 
variables or constructs), which are measured through observable variables (indicators). 
One model of simultaneous equations can be described as follows: 
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 (7) 

 
where: 
  GYY ,...,1  : G endogenous variates 
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 kXX ,...,1  : K pre-determined variates (exogenous / displaced endogenous) 

 Guu ,...,1  : G stochastic disturbances 

Tt ,...,1=  : number of observations 
and 
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are estimated parameters. Consequently, such model is nothing other than the general representation of a linear 
equations system. 
In the proposed model, the exogenous variate in the attitude of consumers in face of the companies, and the 
endogenous ones are variables: distributive justice, procedural justice, interactional justice and satisfaction with the 
administration of the complaints. As stated by Farias & Santos (2000), there are two types of variates in a SAM 
model: endogenous and exogenous variates. The values of the exogenous variates are assumed as data; that is, the 
model does not attempt to explain them. This distinction is similar to that made between dependent and independent 
variates of the regression analysis. 
In Ed Rigdon’s (2001) it is explained that SAM is a confirmatory research technique and consists of a covariance 
measures matrix structure. Once the parameters, which are based on the theory studied, have been estimated, the 
resulting model from the covariance matrix is compared to the covariance matrix based on the data collected. Should 
both matrixes be consistent, then the structural equations model is considered a plausible explanation for the 
relationships between the measures. 
The SAM is a relatively new research technique that has occurred as a tool of scientific works since 1960. Some 
recent studies in the field of the social sciences have used this technique: Urdan & Zuñiga (2001); Myers et al., 
(2000); Santos (2001); Chathoth (2001) and Colquitt (2001). 
In this paper, for the development of the SAM, the Lisrel software was employed, in its version for students, in 
which for each hypothesis formulated a structural coefficient was estimated. But, prior to the analysis of such 
coefficients, it was necessary to verify the level of model adjustment to the data collected by performing analysis of 
the following indexes: Chi-Square, Degrees of Freedom, Goodness of Fit Index, Root Mean Square Residual, Root 
Mean Square Error of Approximation, Comparative Fit Index and Normed Fit Index. The adjustment indexes 
measure the extent to which the suggested model actually reflects the relationship standards observed in the sample. 
Having the adjustment indexes provided an acceptable compatibility of the model to the sample data, the analysis of 
the parameters that reflect the relationships among the constructs studied was conducted. 

 

DESCRIPTION AND ANALYSIS OF RESULTS 
 
The sample presented a reasonable homogeneity: 96% of respondents belong to classes A and B, according to the 
classification of the National Association of Research Companies (Criterion Brazil); 73% come from Rio de Janeiro 
State; 75% are employed to a company, either private or public; 64% are men; 67% are aged between 30 and 49; 
and 67% are married. As for the distribution of products or services, the object of the complaints, these were quite 
diversified, the values involved ranging from R$ 2,00 to R$ 400.000,00. 
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ABSTRACT 
 
 

The global pharmaceutical industry is a multi-billion dollar industry. While the United States, Japan, Korea, 
France, Canada, and the United Kingdom incorporate some form of pharmaceutical price controls and regulations, 
the approaches taken are different. Japan provides a heavy government regulated pharmaceutical industry whereas 
the United States exerts very little government control supplanting it with a more economic based regulation system. 
This paper discusses the similarities and differences, advantages and disadvantages, based on a model, and the 
impact on the populations for each country in terms of pharmaceutical access through affordability within the 
perspective of managing global resources.  
 

INTRODUCTION 
 

Across the globe, governments are debating how to control increasing pharmaceutical cost. From Canada, the 
system that many countries have attempted to emulate in some form, to the United States, which has taken the 
fewest steps to curb pharmaceutical spending, the direction is clear. Action must be taken to control the escalating 
costs of pharmaceutical expenditures. While scarcely any two countries have the exact same methods of achieving 
such cost containment measures, the United States, Japan, Korea, France, Canada, and the United Kingdom have, in 
their own way, attempted to make inroads into controlling pharmaceutical spending. The paper will discuss various 
aspects of cost containment measures employed by each of the six countries in terms of similarities and 
dissimilarities, advantages and disadvantages, and the impact on the populations in terms of access through 
affordability. 

 
The regulation of prescription drugs by most Organisation for Economic Cooperation and Development (OECD) 
governments is a controversial issue. A big question is whether there are more disadvantages than advantages to 
regulating drug prices from the perspectives of pharmaceutical companies, patients, and national health care 
systems. While there are conflicting ideas concerning this question, there are four relevant strategies employed by 
OECD countries. These are: (1) protection of property rights (2) price controls, (3) volume controls, and (4) 
spending controls. 
 
A primary example of emphasis on property rights is the United States. The U.S. is an OECD country that does not 
regulate pharmaceutical pricing.  Critics such as Gannon and his associates (2006) argue that this lack of regulation 
has given pharmaceutical companies a legal monopoly on patented drugs and subsequently, too much power. 
However, Outteson (2005) maintains that market-based economies rely on property rights to combat the problem of 
rivalry.  According to his explanation, rivalry applies to any item which can suffer exhaustion or congestion.  
Congestion can happen when too many people attempt simultaneous use.  As a result, patents allow pharmaceutical 
companies to establish monopoly protection against competitors for a certain period of time.  This is a big advantage 
for those companies that are protected. The lack of regulation can also be viewed as an advantage because 
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companies can set drug prices high for the purpose of maximizing return on their investments. This profit may then 
be reinvested and serve as a driving force for new medical innovations. 
  
An intellectual property right is a legal protection that enables innovators to exercise exclusive power and control 
over their innovation. For pharmaceutical companies this primarily involves patents. Hubbard and Love (2004) point 
out that the World Trade Organization (WTO) agreement on Trade-Related Aspects of Intellectual Property (TRIPS) 
requires member countries to issue 20-year patents in all fields of technology.  It is stipulated that in this period 
pharmaceutical companies should have sufficient time to recover the expenses they accrued for research and 
development (RD).   
  
With respect to the second strategy, price control, researcher Kevin Hassett (2004) reports that price control 
countries regulate the supply-side of the pharmaceutical industry.  One of the crucial forms of supply-side price 
control is the price cap. A price cap has the indirect effect of reducing the volume of drugs sold.  However, to 
compensate, there can be price negotiation contracts between governments and pharmaceutical suppliers. Ideally, 
these contracts provide an acceptable volume of drugs to be sold on the market based upon the estimation of future 
trends by the manufacturers. This is a more open approach regulation as compared to strategy three, volume control.  
If suppliers violate the contract by exceeding the prescribed volumes, the governments reduce prices to compensate 
for the volume overage.  France is an example of an OECD government that employs this approach of regulation.  
This practice has the advantage of controlling costs by reducing overuse of health care services. As a result patients 
pay less for the pharmaceutical drugs. 

 
High market prices also reduce volume. When a country reduces the volume of needed medicines, patients suffer 
disproportionately.  As a result of high prices, researchers have found an under use of prescription medications for 
treating as many as nine conditions in the United States, including asthma, cerebrovascular disease, congestive heart 
failure, diabetes, and hypertension.  A disturbing concern is that these are the very diseases that are known to 
increase the overall costs of health care if they are not properly treated. (Hassett 2004) 
 
An advantage of price regulation is that consumers can get access to generic drugs at reasonable prices than they 
would not get in the absence of drug price control.  The U.S. Department of Commerce (2004) reported that higher 
utilization of generic drugs at lower prices were likely to save people considerable money in OECD member 
nations.  However, Japan is different from the other OECD countries in relation to the utilization of generics.  
Simply, the Japanese society tends to reject the use of generics.  There are three factors that contribute to this current 
situation in Japan:   1) doctors are brand conscious and are uncertain about the quality of generic drugs; 2) 
pharmacists are not allowed to substitute generic drugs; and 3) patients are not as sensitive to the cost of the drugs 
because they have National Health Insurance services that partially blind the consumer from true costs.   
 
Although there are some benefits of controlling drug prices and property protection in the OECD countries, there are 
some drawbacks.  For example, most researchers complain that the strengthening of intellectual property rights is 
not fair because it does not facilitate a competitive market.  The main complaint is that it encourages monopoly 
activity.  Hubbard and his associate (2004) argue that monopoly-based business models have unpleasant side-effects 
due profit maximization tendencies.   
 
Governments which regulate pharmaceutical prices also enforce the fourth strategy, spending restrictions. In the 
United Kingdom these restrictions are either on total health care spending or are tailored to prescription budgets. For 
example, if physicians exceed their respective budgets they may continue to fill prescriptions, but they will be faced 
with penalties. However, if they underutilize their budget they may be rewarded. (Hassett, 2004). 
 
The U.S., Japan, Korea, France, Canada, and the U.K., on average, spent more than ten percent of total healthcare 
expenditures on pharmaceuticals (OECD Health Expenditure Data, 2006).   Each of these countries employs some 
form of regulatory mechanisms in order to manage their total pharmaceutical expenditures.  The U.S., for instance, 
exerts less government control, supplanting it with a more market-based regulatory system.  On the other end of the 
continuum, Japan provides a heavy government regulated pharmaceutical industry.  In 2004, the U.S. Department of 
Commerce through the International Trade Association released a study on pharmaceutical price controls in selected 
OECD countries.  The study has three broad categories for price controls: (1) government price controls, 
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procurement, and reimbursement; (2) approval delays and procedural barriers; and (3) barriers to dispensing and 
prescribing (U.S. Department of Commerce, 2004).  

 
In comparison to the other six OECD countries examined in this paper, only the U.S. is unique due to its unregulated 
pharmaceutical pricing.  There is no single public or private entity directly controlling pharmaceutical pricing, which 
reflects the historical and cultural distrust of big government and the power of central agency.   The American 
rational for a market-based approach is to promote an environment for competition in the pharmaceutical industry.  
Competition, thereby, provides wider latitude for innovation of new drugs with breakthrough efficacies.  However, 
American pharmaceutical companies, through patents, have a virtually legal monopoly on new pharmaceuticals for 
extended periods of time. 
 
The similarities and differences (or variations) among countries concerning regulations in other OECD countries are 
summarized and outlined and are obtained from the International Trade Administration Report on Pharmaceutical 
Price controls in OECD Countries: Implications for U.S. Consumers, Pricing, Research and Development, and 
Innovation.  
 
OECD Select Country Summary. 

Regulations Similar 
Countries 

Differences/ Variation among Countries 

International 
Referencing 

 

Japan 
 
 
 

Canada 

• Considers a “comparator” product, which is already in the 
market; overseas prices in the U.S., U.K. and Germany  

 
• New patented drugs should not exceed average price in 

France, Germany, Italy, Sweden, Switzerland, the U.K. and 
the U.S.  

• Price increases in step according to the Consumer Price Index 
 

Profit Limitation Korea 
 

U.K. 

In the U.K., the government has no control initial price launch of 
pharmaceuticals.   However, manufacturers have to obtain official 
permission once the initial prices are set. 
 

Procurement and 
Reimbursement 

Restrictions 
  

Japan 
 
 
 

France 

Reviews procurement and purchase prices every oter year; revises 
reimbursement prices to minimize price gaps (NHI Drug Price 
System, 2004) 
 
Pricing decisions are jointly agreed by the Ministries of Social 
Affairs and Economy (WPM Epsicom Business Intelligence) 
 

Drug Approval 
Process 

All Countries • In France, at least five ministries are directly involved for all 
pharmaceutical products (Eyckmans, 2001). 

• In the U.K., authorities are prevented from disclosing 
information on approval process. 

• Canada and Japan have mutual agreements with other 
countries to accept some degree of test results for clinical 
trials. 

 
Prescribing Budgets U.K. 

 
 

Korea 

The National Health Service encourages doctors to use generics 
since it pays for most drugs. 
  
Doctors are given extra income for under-spending on prescribing 
expensive drugs. 

   
The bottom line is that there is no one perfect system of pharmaceutical price control and regulation that each 
country will adopt.  The biggest single similarity among all these countries is the role of government as a regulatory 
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agency.  The governments regulate differently.  There is no one major difference; they are all different when it 
comes to issues like profit-setting, drug approval process, international referencing, and so on. Pharmaceutical price 
regulations in each of the six countries are evolving for the short term and the long term as society changes.  Each 
country will always strive to tailor regulations according to their needs.   The advantages and disadvantages of 
different price regulations will be discussed in the subsequent section.           

 
Pharmaceutical price controls and regulations affect nearly everyone across the globe.  Pharmaceutical expenditures, 
globally, are increasing at an accelerated rate, leaving governments in a panic over how to contain such exorbitant 
costs.  As discussed earlier, governments have everything from ceiling and reference prices to profit limits on 
companies and national formularies. As is the case with the United States, little to no federal regulation exists 
outside of federal health programs such as Medicare and Medicaid (Dicken 2007). The question still arises, 
however, as to whether the cost containment strategies are working in terms of the population’s accessibility to 
medications. While such pricing controls and regulations may indeed reduce the rate of total pharmaceutical 
expenditures within a given country, this is due to a reduction in price or simply a reduction in the number of people 
having access to purchase medications.  
 
In 2005 the United States spent 200.7 billion dollars on prescription medications (Family Practice Management 
2007). The decrease in overall healthcare expenditures has been attributed to an increase in usage of generic 
medications as opposed to brand medications (Zuvekas 2007).   The majority of private-payers are contracted with 
pharmacy benefit managers (PBM) which “negotiate rebates or payments with manufacturers and prices with retail 
pharmacies, and they provide other related administrative and clinical services” (Dicken 2007). PBMs have the 
ability to negotiate with manufacturers through constructing a formulary that will be used with numerous health 
plans. Most formularies promote generic medications as the “preferred” drug. For those with insurance, the lack of 
federal cost controls and regulations has little impact. However, those without insurance, which totaled over 44.8 
people in 2005 (Lemmon 2007), are subject to paying exorbitant retail costs for medications. Since the government 
only controls drug pricing of its own programs such as Medicaid and Medicare, pharmaceutical companies and 
pharmacies in turn are able to charge highly inflated costs with no repercussions to ‘private payers’. With no federal 
guidelines, those with insurance are least affected in their accessibility to medications in contrast to those with that 
are uninsured.  
  
After passing new legislation and budgets just last year to curb healthcare spending, Japan’s Prime Minister, 
Junichiro Koizumi, is battling the Japan Medical Association along with pharmaceutical manufacturing companies 
that claim the quality of patient care and prescribing will decline as a result of budget cuts of 6.7% (McCurry 2006). 
Japan uses profit controls to limit pharmaceutical spending (Vernon 2006). In 2006 generic medications consumed 
16% of the Japanese market compared to Great Britain’s 52%. Masayasu Murakami, who works for the insurance 
bureau associated with the health and welfare ministry office, contends that more emphasis will be placed on generic 
medications as well as on those over age 70 who are deemed “well-off” (to pay higher premiums for health 
services).  
 
Similar to Japan, Korea has undergone significant policy changes in the way of cost containment strategies. Once a 
multi-payer system, President Kim Dae-jung issued a massive change by consolidating all insurance bureaus into a 
single-payer system. Previously, both physicians and pharmacists could prescribe and dispense medications to 
patients. New legislation changed such practices by limiting the roles of physicians to prescribing and pharmacists to 
dispensing. Through the old system, those located in poor and rural areas paid higher rates relative to their income 
than other groups (Kwon and Reich 2005). As a result of physicians going on strike, the pharmaceutical reform 
package was changed to include the following.  
 

Physicians blocked the use of generic prescriptions, protected their right to prescribe brand-name drugs, 
increased the proportion of prescription drugs relative to nonprescription drugs, and overturned the 
government plan of including injection drugs in the reform package (which the government hoped to 
include in order to reduce the chronic problem of overuse). Most notably, physician strikes drove the 
government to raise the reimbursement fees for physician services by 44 percent, as compensation for 
income loss caused by the pharmaceutical reform. (Kwon and Reich 2005) 
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Due to the traditional cultural assumptions of physicians and pharmacists prescribing and dispensing medications, 
many citizens did not agree with the reforms simply because it strayed from the normal. “The reform introduced a 
sudden and nontrivial inconvenience in the way that consumers obtain their medication” (Kwon and Reich 2005). 
Overall, the population of Korea in terms of accessibility has showed little change which is mostly attributed to the 
lack of change in the quantity of prescriptions written by both physicians and pharmacists. 
 
France utilizes a pricing cap system in which pharmaceutical companies have to negotiate a price below a fixed 
amount in order to be reimbursed through the national health care system. On average, “the French pricing system 
results in brand name drug prices that are … 38% lower than prices in the United States” (Minority Staff, 2001). In 
terms of access, patients are able to get generic or brand medications at a relatively low rate.  
 
“In 1988, some 60% of Canadians thought their health system worked well, but by 2002 only 20% did, and a large 
majority thought that a fundamental shake-up was needed” (Wallace, 2004). While many countries look to Canada 
as an example of how health care should be, Canadians are demanding changes be made to the existing national 
health care system. Access is most directly affected through which drugs are made available and are paid for through 
national health care coverage. In light of new legislation which will decrease the price the government will pay 
pharmacies for generic medications as well as limiting the rebated pharmaceutical firms can offer pharmacies, 
customers attempting to purchase medications may have a harder time and be required to pay more out of pocket 
than before (Strauss, 2007). 

 
The UK is currently looking at more extensive pricing controls that would result in a medication being priced based 
on its therapeutic efficacy (OFT, 2007). If such legislation were to be instituted within the United Kingdom, patients 
would see quite a difference in access in terms of price. The current price controls set in place have affected the 
British pharmaceutical industry very little in terms of actual pricing changes. If medications were to be priced based 
on the best therapeutic outcome, not only would patients benefit from cost decreases, but also from a decrease in 
over-prescribing from physicians. 
 

CONCLUSION 
  
While no two countries have the exact same price control mechanisms, the problem of exponential increases in 
pharmaceutical spending have many countries worried. Each of the nations discussed in this paper have made some 
sort of effort to curb spending in terms of prescription medications. The most recurring price control mechanisms 
chosen are pricing caps in terms of negotiated pricing structures and a move to saturate the market with generic 
equivalent options. While we have yet to see any example of a country that has been whole heartedly successful in 
the application and maintenance of specific price control mechanisms, the idea is the same across the globe; some 
cost containment effort must be made to decrease overall pharmaceutical spending in future years.  
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ABSTRACT 
 

There is a significant tendency in Turkish women today to become their own boss parallel to the general 
trends observed in almost every part of the globe. Such drive is originated by certain pull and push factors like 
independence, making money, higher status, running family business, and undertaking the family’s economic 
burden, where independence shows to be the leading pull motivator among all. Research in many countries 
similarly indicates that this happens to be the prime motivator in female-entrepreneurship. Results of a survey 
conducted in a university campus in Karaman, Turkey on a group of students verify the idea that the younger 
generation has a similar tendency.      

 

INTRODUCTION 
 
Many women business owners are part of “a new breed of entrepreneur whose goal is to identify a social 

cause, cultivate an opportunity, and turn it into a profit.” This “social entrepreneurship” is leading women to form 
businesses for asbestos removal and other environmental construction projects, environmentally based drug 
companies, and banks for low-income people. Today female-entrepreneurship ranging from full corporations to 
microenterprises can be tied to certain globally similar characteristics such as desire for independence and control, 
risk-taking personality, exposure to entrepreneurial role models, discrimination in age, and glass ceiling limits on 
earnings and advancement. [In the final case] as women of all colors and at all economic levels find it difficult to 
have their needs met in the workplace, they are turning to entrepreneurship to create their own opportunities. As 
women form microenterprises and bring their values and concerns to the marketplace, they are changing the face of 
the nation’s businesses (Kerka, 1993).  

 
In general drives for entrepreneurial activity can be reduced to two categories where one is attached to a 

provoking, attractive and desirable mode, attracting individuals for being a favourable involvement leading both to 
intangible (self-achievement, self-confidence, etc.) and tangible (money, profits, etc.) satisfaction. Other is actually 
one urging individuals to have an engagement with some type of activity for self and/or family survival. Such 
particular drives are developed in “two composite motivational orientations (push and pull)…[that] accorded 
paradigmatic acceptance” (Solymossy, 1996). Both in men and women entrepreneurship (whereas such distinction is 
necessary for research purposes) “independence” seems to be the leading pull motivator in many cases. In regard to 
the results of their survey on the subject Hisrich and Brush (1989) classified these factors in their sequence of 
greater importance as; i) Independence; ii) Job satisfaction; iii) Self-Actualization; iv) Opportunities; v) Money; vi) 
Status/Prestige; vii) Power; viii) Economic difficulties; and ix) Carrier security (p. 30). Deakins (1999) referring to a 
survey of Curran and Blackburn conducted on 76 ethnic minority entrepreneurs (African-Caribbeans, Bangladeshis 
and Greek-Cypriots) depending their motivations in creating own work similarly concludes that “positive factors 
associated with the desire to be independent were higher than expected” (pp. 84, 85). Some research conducted on 
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female-entrepreneurship in Turkey also proves that such factor is the heading one amongst all others in the women 
population of the country. In order to see whether such preference also counts for the young female generation a 
survey is conducted in a state university in Turkey on a group of students.  

 

ROLE OF PULL AND PUSH MOTIVATIONAL   
INFLUENCES IN ENTREPRENEURSHIP 

 
“Many forces have combined to bring about the international groundswell for entrepreneurship.” In United 

States case “the explosion of new technologies, deregulation, demographic shifts, an increase in masculine values 
such as materialism and independence and, especially in the 90s, the emergence of "lean and mean" management as 
the strategy of choice…In the United States a growing number of entrepreneurs are lured into entrepreneurship out 
of their desire to be independent…where as supported by experience “independence is the primary, driving 
motivation of the entrepreneur”….However, it appears to be very doubtful to tell the same in the case of the African 
entrepreneurs where instead there are “more basic motivations (a la Maslow’s hierarchy of needs) that lead those 
people to create their own ventures (Bewayo, 1999). Whereas the “shrinking public sector” resulting to push 
[entrepreneurial minded] unemployed individuals to create their own work, factors like being “bottlenecked at 
midlevel administrative and management positions in white-owned companies” for black and [women] professionals 
pulled many others to entrepreneurial activiry (İsimbabi, 1999). The idea is supported by Bewayo (1999) 
commenting that the mere motivations of  African entrepreneurs is the push factors as economic survival aiming 
simply to make a living and providing for family, never having a chance to concern in “maximizing profits.” 
Whereas this is an indication of pull factors (pull entrepreneurs) performing better than the push factors (push 
entrepreneurs), Amit & Muller (1994) distincting between entrepreneurs performing well and not that well based in 
relation their motivations in involving with entrepreneurial activity “on the basis of their personal attributes and risk 
attitudes” claim that while those dissatisfied “with their current position for reasons unrelated to their entrepreneurial 
characteristics” are pushed to start their ventures, others dissatisfied with their present work and affected by the 
attractiveness of their new “venture idea and its personal implications” are pulled into the business. This might lead 
to the idea that best performers are anticipated to be the ones ‘most’ motivated both by pull and push factors.  

 
Deakins (1999) also notes that “analysis on motivation factors with African-Caribbean entrepreneurs 

showed that a mix of positive and negative factors were important in start-up and motivation.” In minority groups 
“discrimination and the lack of opportunities in the labor market [are] significant ‘push’ factors” (p. 85).  

 
Similarly, in most countries the working conditions and standards of women go hand-in-hand with those of 

other discriminated groups. In Tunusia case most of the estimated 5,000 women business owners joining the 
National Chamber of Women Heads of Enterprises “head very small businesses and have little time for anything but 
their work and families” (Curtiss, 1996, p. 78). Under poverty and extremely hopeless conditions survival for 
women has many faces. It could show up to be an unpleasant and unproductive type of quasi-business activity, as 
well as disagreable others like “selling assets such as gold and land which jeopardized their long-term financial 
security, transforming their domestic skills into marketable ones, and in the worst cases, resorting to socially 
unacceptable jobs such as prostitution [some experience women had in war-time Lebanon]” (Nauphal, 1997, p. 29). 
“In many cases the established job market cannot offer the flexibility and the challenges desired by the women. 
More often than the men they are therefore “pushed out” into a life as business owners, either because they fear 
unemployment or because they hit a male dominated promotion ceiling” (The Danish Agency for Trade and 
Industry, 2000).  

 

MOTIVATORS DRIVING TURKISH FEMALE 
WORKFORCE TO SELF-EMPLOYMENT 

 
In Turkey, mechanization of agriculture starting from 1950s initiate high rates of immigration from rural 

regions to cities. However this caused no problem as industrial growth in 1960s and 1970s “was able to 
absorb…growing urban labor force and provide employment for an increasing number of urban women” upsurging 
female labor to 12,8 % of nonagricultural labor force by 1980…Wave of migration to cities “has brought with it 
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women who are unprepared for the formal labor market in terms of language, formal education and skills training.” 
Incapability of  economy to offer jobs especially for unskilled women ended with their employment in 
“microenterprises [urban informal sector businesses] as a possible means to earn a living.” However, in cities there 
are other reasons for the growing involvement in informal sector for women. One is the reducing employment 
opportunities in the formal sector as a result of the slowing and contraction of the economy mak[ing] it necessary for 
[them] to enter the labor force to support the family”, and the other is the “traditional social responsibilities for 
housework and childcare restrict[ing] women’s ability to meet the time requirements of formal sector employment.” 
Few businesses in the informal sector operating at the margin of the legal system are formally registered and have 
formal places of business, usually not paying business income or social security taxes, avoiding the stifling impact 
of wage and labor laws (The Strategic Research Foundation, 1995).  

 
Turkey is a country in transition from a mixed to a market economy. This process that began in the early 

eighties of the last century has had significant affects on the accumulation, structure and composition of domestic 
employment. Today, lower rates of unionization, relative ease in hiring and firing, minimum protection under 
mandatory health insurance schemes that thus enable employers to hire women employees in order to bring down 
labor costs, and increasing involvement in home-based businesses are some significant factors that keep up the blue-
collar female employment levels (Gurol, 200).  

 
Despite all odds mentioned above, figures for the last quarter century (1990-2000) exhibit a considerable 

fall in the rates of unpaid female labor in Turkey, demonstrating a steady increase in the number of women 
involving in creating and running their own businesses (beyond others in paid-labor) as given in the table below:     

 
Table 1. Employed Women by Status in Employment in Turkey (1990-2000) (%) 
______________________________1990    2000__________ 
Paid-workforce        21.6     38.7 
Employer/Self-employed       10.6     11.5 
Unpaid family worker       67.8     49.8 
__________________________________________________________ 
Source: General Directorate for the Status and Problems of Women. Women in Turkey, 2001. Ankara: Can 

Advertising & Printing House. P. 84. 
 
There are no reliable figures indicating the development of  female-entrepreneurship for no extensive 

survey has been conducted in this field earlier than 1992 (Tütek, 1998, p. 255). For such reason it is hard to make 
comparisons of tables including figures from past and present that will help to conclude the progress in such area of 
concern. While there seems to be no reliable historical data on the matter, Table 2 gives a breakdown of activities of 
women before deciding to create their own ventures.  

 
Table 2. Activities of Women Prior to Starting Their Businesses. 

_____________________________________________________________________ 
Activity    Female  Male   
Did not work      9.5  20.7   
Family business      7.2    6.8 
Housewife/Housework   31.3    0.4 
Own business      9.7  25.3 
Private company employee  20.3  37.6 
Public sector employee   11.4    8.4 
Other       0.6    0.8 
________________________________________________________________________ 
Source: Development Alternatives Inc. and the Strategic Research Foundation (1995). Supporting Women-

Owned Businesses in Turkey: A Discussion of Needs, Problems, Opportunities, and Strategies. Maryland. p. 24. 
 
The table tells that while merely around 20% of the women has no work experience prior to starting their 

businesses, remaining 80% had some kind of involvement with work life.  
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There is a slow but steady increase in Turkish women self-employment supported by statistical data. The 
examination of the relationship between the level of income, education, professionalism, social and cultural 
attachments (and alike) of individuals and types of motivational influences gives a positive correlation between pull 
factors and group of people with higher status and standards, while same counts for the push factors not having such 
potential. Between such factors education is a significant issue in the making of an entrepreneur. Its importance is 
reflected not only in the level of education obtained but in the fact that it continues to play a major role in helping to 
cope with problems entrepreneurs confront (Hisrich and Peters, 1998, p. 71). Statistical data similarly verifies the 
significance of the education level as an important factor in helping the participation of women to the workforce 
where in cities chances of having a job for female university graduates could be as high as 87.1%. A study 
conducted by Neft and Levine (1997) indicates that in Turkey the average for women in professional and technical 
positions (including teachers, medical and dental technicians, nurses, scientists, laboratory workers, artists, writers, 
and others) is around 47%, extending the global mean 42% (pp. 66, 67).   

 
Similar to education previous working experience, knowledge and skills is an important factor leading 

women to create their own ventures. Relating to the importance of previous work experience in the creation of new 
ventures Hisrich and Peters (1998) note that 

 
"Work history can not only be a negative displacement in the decision to launch a new entrepreneurial 

venture; it also plays a role in the growth and eventual success of the new venture. While dissatisfaction with 
various aspects of one’s job-lack of challenge, promotional opportunities, frustration and boredom-often motivates 
the launching of a new venture, previous technical and industry experience is important once the decision to launch 
has been made. Experience in the following areas is particularly important: financing; product or service 
development; manufacturing; development of distribution channels; and preparation of a marketing plan” (pp. 73, 
74). 

 
Table 3 below indicates the results of a considerable research relating to motivators driving Turkish female-

entreprenerus depending to their relative importance:   
 
Table 3.Reasons for Starting Business for Turkish Female-Entrepreneurs (%) 
_____________________________________________________________ 
Independence      24.3 
Better income potential     18.1 
Personal interest/skills     15.5 
Continue family business     10.6 
Unemployment        8.9 
Idleness         7.2 
Working conditions/hours       5.9 
Other         9.5 
________________________________________________________________  
Source: Development Alternatives Inc. and the Strategic Research Foundation (1995). Supporting Women-

Owned Businesses in Turkey: A Discussion of Needs, Problems, Opportunities, and Strategies. Maryland. p. 25. 
 
Independence here shows to be the dominant issue in driving Turkish female-entrepreneurs to build their 

own working places. A research has been conducted on a young male and female student population in order to 
vindicate/verify the discussed matter.  

 

PURPOSE AND THE METHOD OF THE RESEARCH 
 
The sample for the research consisted of 510 male and female students who responded to a survey in 

Karaman Economic and Administrative Sciences Faculty of the Selcuk University, Konya, Turkey, where all 
questionnaires are filled and returned back in full. Results are evaluated with the SPSS 13.0 Statistical Data Analysis 
Program. The findings are given and interpreted in the tables/paragraphs below. 
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In parallel with the standpoints/views of the students answering the questionnaire, the purpose of the survey 
is to discover their preferences/intentions/ideas on,   

• Business and professional life after graduation,  
• Creating their own jobs as entrepreneurs,  
• The reasons driving and relative emphasis given to domestic female-entrepreneurship,  
• Measures to highlight the importance and to increase the number of entrepreneurship and female-

entrepreneurs in Turkey.  
 
 
Findings of The Research 
 
In total 510 persons, 263 female (51,6 %) and 247 male (48,4 %) respondents joined the survey. 
 

Table 4. Distribution in Age Groups 
Age Frequency Percentage (%) 

16-19 2 0,4 
20-23 390 76,5 
24-27 111 21,8 
27+ 7 1,4 

Total 510 100,0 
 
In accordance with the age distribution in the survey, 20-23 age group happens to be the dominant one with 

390 people (76,5%). This is followed by the 24-27 age group with 111 people (21,8%), and seven people over 27 
years of age. 16-19 group are the least with two persons (0,4%).  

 
Table 5. Desires in Business and Profession Following Graduation 

 Frequency Percentage (%) 
Create own business 84 16,5 

Work in private sector 199 39,0 
Work in public sector 202 39,6 

Work abroad 22 4,3 
Not to work at all 3 0,6 

Total 510 100,0 
 

Attendees are asked what to do in business and professional life following graduation. The mode is on 
“working in the public sector”, followed by “working in the private sector”, where preference in creating one’s own 
business holds only 16, 5% share. There is logic in “Working in the public sector”, for having the highest job 
security despite low income.   

 
Table 6. Desires in Business and Profession Following Graduation  

(Comparison between Sexes) 

 
Create own 

business 
Work in private 

sector 
Work in public 

sector 
Work 
abroad 

Not to work at 
all Total 

Female 18 115 120 8 2 263 
Male 66 84 82 14 1 247 
Total 84 199 202 22 3 510 

 
Table indicates that the number of persons in the female group hoping to work in the public sector and the 

private sector are almost equal, such numbers being greater than that of the male group. Results also show that 
merely 18 persons in the female group (6, 8%) plan to create their own businesses in future. This rate is far higher in 
the male group (26, 7%).  
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Table 7. Significance of Women in Worklife 
 Frequency Percentage 

(%) 
Very Important 274 53,7 

Important 133 26,1 
No Idea 31 6,1 

Less Important 44 8,6 
Not Important 28 5,5 

Total 510 100,0 
 
Respondents when asked the importance of women in business life mostly feel that this is either very 

important (53, 7%) or important (26, 1%). While 6, 1% of the group indicated that they have no idea on the subject, 
14, 1% of the respondents responded in a contrary way, stating that this is either less or not important at all.  

Table 8. Significance of Women in Worklife 
 (Comparison between Sexes) 

  
Very 

Important Important No Idea 
Less 

Important
Not 

Important Total 
Female 213 42 2 5 1 263 
Male 61 91 29 39 27 247 
Total 274 133 31 44 28 510 

 
In reply to the significance of women in worklife, when compared between sexes, almost all of the female 

population (with few exceptions) expressed their feelings as very important and important. Despite that only 61, 5% 
of the male population feel that women involvement in business life is very important and important.  

 
 Table 9. Perceived Importance of Female Entrepreneurship in Turkey 

 Frequency Percentage 
(%) 

Perceived to be Very Important 18 3,5 
Perceived to be Important 178 34,9 

No Idea 29 5,7 
Perceived to be Less Important 243 47,6 
Perceived to be Not Important 42 8,2 

Total 510 100,0 
 
While very few of the respondents (3,5%) feel that female entrepreneurship is perceived to be very 

important, and 34,9% trust that it is perceived to be important in Turkey, highest number (47,6%) in the group state 
the opposite idea (Female entrepreneurship perceived to be less important in the country). Persons indicating that 
this is perceived to be of no importance in Turkey only count for 8, 2% of the total population.  

 
Table 10. Perceived Importance of Female Entrepreneurship in Turkey  

(Comparison between Sexes) 

 

Perceived to 
be Very 

Important 
Perceived to 
be Important No Idea 

Perceived to 
be Less 

Important 

Perceived to 
be Not 

Important Total 
Female 5 106 7 122 23 263 
Male 13 72 22 121 19 247 
Total 18 178 29 243 42 510 

 
When compared between sexes, depending on the perceived importance of female entrepreneurship in 

Turkey, more than half of the female population (55%) responded that this is perceived to be less or not important. 
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An almost similar percentage (56, 7%) of the male population responded in the same way, expressing a parallel 
discouraging view on the subject.    

 
Table 11. Reasons Women Starting Their Own Businesses in Turkey 
 N Mean Standard Deviation 

Independency 510 1,4686 ,73235 
Better Income 510 1,7451 ,76882 
Personal concern and abilities 510 1,8980 ,86483 
Not to stay idle 510 2,0529 ,94190 
Running family business 510 2,1294 ,96852 
Working conditions/hours 510 2,1765 1,09842 
Unemployment 510 2,2725 1,06849 

 Scale: 1= Very important, 5= Extremely unimportant 
 
Results supplied from the table indicate that the most important reason women wishing to create their own 

businesses are the desire for independency. This is followed by the desire to have a better income, and the use of 
their personal concern and abilities.  

While “Not to stay idle” and “running family business” alternatives seem to be less attractive than the 
former two, “Working conditions and working hours” (mismatching that of to be spared for home and children) and 
“Unemployment” factors show as the least significant among all.  

 
Other responses not included in the table are the intention to get additional income for the family, 

evaluating spare time, to socialize, making career, having a social status, and self-realization.   
 
Table 12. Things Needed to be Done in Order to Increase Focusing on Female Entrepreneurship and 

Maximizing the Number of Female Entrepreneurs 

 N Mean 
Standard 
Deviation 

Focusing on the importance and longer education of women 510 1,2255 0,53017 
Attractive procedures for female entrepreneurship with the 
elimination of obstacles 510 1,6353 0,85048 

Increasing number of NGOs involving in women rights 510 1,9373 0,89310 
Increasing number of activities such as female entrepreneur 
support programs 510 1,6529 0,85210 

Eliminating discrimination between men and women 510 1,7353 1,07230 
Funds support for female entrepreneurship from EU 
Commission 510 2,1902 1,18151 

Scale: 1= Fully Agree, 5= Fully Disagree 
 
Table tells that “concentration on education” is the first significant issue concerning with the female 

entrepreneurship and in maximizing the number of women entrepreneurs.  Additionally, women need to have a 
longer period and higher level of education, procedures to be made easy, there should be more programs to support 
female entrepreneurship, and the women should not subjected to discrimination.   

 
However, respondents feel that “increasing number of NGOs involving in women rights” and “funds 

support for female entrepreneurship from EU Commission” are not highly significant measures/issues in female 
entrepreneurship.  The group also to be of the opinion that progress in female entrepreneurship and the 
maximization of female entrepreneurs can be achieved through a vast discussion of the matter with a better 
environment/media that help women to be more efficient.  

 

CONCLUSION AND RECOMMENDATIONS 
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Study verifies the fact that the independency factor is the one with the highest priority among all others in 

women’s desire to create her own business. In Turkey the number of women in higher education and business is 
steadily increasing (despite fall in marriage and fertility rates) for the last two decades. In parallel starting from 
1980s while the number of female managers both in the public and private sector are rising more and more women 
are attempting to create their own jobs to be their own bosses. Today TUSIAD (Turkish Industrialists’ and 
Businessmen’s Association) being headed by a lady is a good example in this case. Desire to have a better income 
beyond activating personal concern and abilities both do have a significant effect in driving female entrepreneurship 
in this country.  

 
While pinpointing the importance of independency as the major factor in driving women to start their own 

work, the study also highlights the significance of support needed to be given to the female entrepreneurs in order to 
permit higher achievement. However, this requires a vast concern and a wide contribution of the public opinion to 
the idea in order to reach effective solutions and thus desired ends.  

 
Findings of the survey denote that female group is more hesitant and reserved in creating their own 

businesses. This is consistent with the results pointing out that approximately one of every two respondents (56%) 
feels that women entrepreneurship is perceived to of minimal or no importance in Turkey (while not consistent with 
the responds of 97% of the female group indicating that women should have a significant role in business life). Such 
perception need to be changed through an immense campaign primarily to be backed by the government authorities 
and NGOs where the latter could have a hefty contribution in creating consciousness and morality beyond 
information about domestic/abroad chances and opportunities awaiting. Higher female rates in university education 
are to be a vital issue in promoting female entrepreneurship.       
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ABSTRACT 
 

Construction projects are critical toward better infrastructure in every modern society. As an emerging 
economy, Vietnam faces the challenge of improving the quality instead of the quantity of construction projects. One 
of the major contribution factors toward quality construction project is effective supply chain management (SCM). 
Supplier relationship management is in a critical key position of achieving successful SCM in construction industry. 
In this paper, a set of supplier selection and assessment criteria was adapted from Kannan and Tan to design the 
questionnaire for practical survey in Taiwan and Vietnam to find out how companies in construction industry of 
Taiwan and Vietnam manage their relationships with suppliers. Four hundred questionnaires were mailed to 
Taiwan and Vietnam construction companies, 200 in each area. Descriptive data analysis was conducted to 
investigate the actual rank of supplier selection criteria. The results also confirm that non-quantifiable criteria play 
a very important role in the selection process and construction companies of Taiwan and Vietnam come to an 
agreement in most of the criteria. It is implied that Vietnam construction companies can gain knowledge from 
Taiwan counterparts particularly in management field in the coming future. 
  

INTRODUCTION 
 

Construction projects are critical toward better infrastructure in every modern society. Although the 
construction industry of Vietnam has been developed for quite long time, it is still weaker than neighboring 
countries’ counterparts. As an emerging economy, Vietnam faces the challenge of improving the quality instead of 
the quantity of construction projects. On the other hand, Taiwan is striving to meet its aims of providing its citizens 
with a better living environment and becoming a commercial and financial hub in the Asia Pacific. To attain these 
objectives, infrastructure projects in Taiwan need to be completed in high quality standard, on schedule, and within 
budget. Some importance projects, such as metro transit system and high speed railway, still need the assistance of 
external expertise. However, most of the construction projects are done by local companies. How Vietnamese 
construction companies can learn from their counterparts in Taiwan is the motivation of this paper. 
 

One of the basic requirement factors toward winning the construction contract is quality. Quality of 
supplied material is crucial toward quality construction project. Therefore, effective supply chain management 
(SCM) is one of the major contribution factors toward quality construction project. Managing of suppliers has 
always been an integral part of a company’s management policy. The importance of supplier management is 
escalating as more and more firms are allocating more resources to their core competencies and encouraging the 
outsourcing of non-core activities. The establishment, development and maintenance of the relationship between 
exchange partners are crucial to achieving success (Morgan and Hunt, 1994). 
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Supplier management is defined as “organizing the optimal flow of high-quality, value-for-money materials 
or components to manufacturing companies from a suitable set of innovative suppliers” (Goffin, Szwejczewski and 
New, 1997) Suppliers can have significant influence on a manufacturer’s performance through their contribution to 
cost reduction, new product design and enabling the constant improvement of quality (Monczka, Kenneth, Robert 
and Gary, 1998). Consequently, studies of supply chain management (SCM) are now increasingly concentrating on 
the relationships between organizations involved rather than the traditional physical flow of materials and products. 
Therefore, the supplier selection and evaluation processes draw even more attention from scholars and practitioners. 
Monzka et al. (1998) suggested eleven categories that should be used in initial supplier evaluation process: supplier 
management capability; overall personnel capabilities; cost structure; total quality performance systems and 
philosophy; process and technological capability, including the supplier’s design capability; environmental 
regulation compliance; financial capability and stability; production scheduling and control systems, including 
supplier delivery performance; information systems capability (e.g., EDI, bar coding, ERP, CAD/CAM); supplier 
purchasing strategies, policies, and techniques; and longer-term relationship potential. Tracey and Vodermebse 
(2000) studied supplier selection criteria and supplier involvement impact performance by using survey method. 
They focused on three primary relationships: supplier criteria and supplier performance, supplier involvement and 
supplier performance, supplier performance and manufacturing performance. The importance of supplier selection 
criteria was tested through six items: product quality, product availability, delivery reliability, product performance, 
product cost and service after sale. Besides, Juhantila and Virolainen (2003) recognized that the process of 
managing business relationships during all respective stages is a critical success factor. From this study, good 
supplier attributes which clearly stand out are: high quality, delivery accuracy, responsiveness and service, low 
competitive cost and competitive price. In addition, Kannan and Tan (2002) used a survey (total of 4,500 surveys 
were mailed) to examine relationships between the perceived importance of supplier selection and assessment 
criteria for items being used in production and business performance. Based on literature sources, thirty criteria used 
in supplier selection were identified. These items reflect a variety of supplier attributes including costs, quality, 
delivery performance, capability and culture. However there has not been any general set of standards for supplier 
selection and evaluation. Purchasing firms use several of criteria which do not seem to be identical even these firms 
are in the same industry. It is due to the characteristics of the firms, the goals of their production and many other 
reasons. More effort therefore should be put to study the application of supplier assessment and selection criteria in a 
real context. The success of supply chain management in manufacturing sector has saved them billions of dollars. 
The cooperation between main contractors (assembler), subcontractors and suppliers would bring the success to the 
construction industry (Dainty et al. 2001). The construction industry of Taiwan and Vietnam then is chosen for 
empirical study in this research work. The main purpose of this study is to identify what criteria that construction 
firms in Taiwan and Vietnam are deploying to evaluate and select suppliers. Moreover, comparison will be done to 
see whether there are any geographical similarities and dissimilarities. 
 

This research attempts to discover how supplier selection criteria are used in the construction industry of 
Taiwan and Vietnam. It adapts a list of criteria found from browsing previous studies and checks the importance of 
each item in the list through an empirical study in Taiwan’s and Vietnam’s construction industry.  
 

RESEARCH DESIGN AND METHODOLOGY 
 

Based on the research of Kannan and Tan (2002), 6 groups characteristics are used in this study, there are: 
(1) Capability, (2) Ability to meet buyers’ needs, (3) Honesty and Integrity, (4) Price, (5) Buyer- Supplier Fit, (6) 
Strategic Commitment of Supplier to Buyer. Some variables are used to identify the importance of these criteria 
from purchasing firm’s viewpoint. A list of 29 criteria, as shown in Table 1, is proposed to select the best supplier. 

 
A survey instrument using a self-administered approach is developed to collect data for this study. The 

questionnaire to conduct the survey is consisted of two parts. The first part includes 8 questions to gather general 
data from the surveyed companies. The second main part is designed to get information about the range and 
importance of criteria used in supplier selection in surveyed firms.  The Likert five-point scale is used to assess the 
importance of each variable identified for each dimension. The questionnaire is translated to Chinese and 
Vietnamese to match questioning with nationality of respondents.  The target respondents are managers and 
executives who have high responsibilities for manufacturing, and core activities in the company. A list of 
construction companies was randomly picked up from the industry indexes in Taiwan and Vietnam. 400 
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construction companies in Taiwan and Vietnam are selected to be the sample of this study – 200 in Taiwan and 200 
in Vietnam. 

 
Table 1. List of supplier selection criteria 

Category Criterion 
Company size 
Industry knowledge 
Supplier's process capability 
Scope of resources 
Technical expertise 

Capability 

Testing capability 
Ability to meet delivery due dates 
Commitment to continuous improvement in 
product and process 
Commitment to quality 
Financial stability and staying power 
Flexible contracts terms and conditions 
Honest and frequent communications 

Ability to 
meet buyer 

needs 

Reverse capacity or the ability to respond to 
unexpected demand 
Ethical standards 
Insurance and litigation history 
Openness to site evaluation 
Reputation of supplier 

Honesty and 
integrity 

Supplier's effort in eliminating waste 
Price Price of materials, parts and services 

Cultural match between the companies and 
suppliers 
Geographical compatibility 

Buyer – 
supplier fit 

Past and present relationship with suppliers 
Percentages of supplier's work commonly 
subcontracted 
Supplier's effort in promoting JIT principles 
Supplier's strategic importance to 
purchasing firms 
Supplier's willingness to share confidential 
information 
Supplier's ability tri make decent profit for 
the company 
Supplier's order entry and invoicing system 

Strategic 
commitment 
of supplier 
to buyer 

Suppliers' annual orders as percentage of 
their overall business 

 
The first step of the survey was to pre-test the questionnaire for content validity and clarity with the 

participation of 4 academic members (2 professors in Taiwan for English and Chinese version and 2 professors in 
Vietnam for Vietnamese version) and 4 construction companies. Pretest questionnaires will not be used in 
subsequent analysis. The responses from the pre-test divulged that some minor items in the questionnaire should be 
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revised. The second step is to deliver revised survey questionnaire to selected construction companies in Taiwan and 
Vietnam. A total of 400 questionnaires were mailed, 200 in Vietnam, and 200 in Taiwan. The survey started in 
September 2004 and ended in November 2004 including the pilot test and the final survey. It took almost two 
months to gather all data in need. For the final survey, 400 questionnaires were mailed to construction companies in 
Taiwan and Vietnam – 200 in each location. In Taiwan, 35 out of 200 questionnaires were completed and returned. 
In Vietnam, 37 out of 200 questionnaires were sent back. Therefore, the total response rate was 18%. 

 

ANALYSIS OF SURVEY RESULTS 

Business Situation of Sampled Companies 
 

From the collected questionnaires, 37.1% of the surveyed companies Taiwan were established before 1986 
while only 16.2% of them in Vietnam. Most of the responding companies in Vietnam were established from 1986 
and 1995, accounting for 40.5% of the total number of companies. This booming phenomenon of construction 
industry syncs with the pace of economic reform in Vietnam. As for the size of the companies, the type of enterprise 
is defined by either of two standards: number of employees and paid-in capital or both of them. For Taiwanese 
companies, 54.3% of responding companies are very small companies with less than 100 employees while 22.9% 
are large companies as they have more than 200 employees. If basing on paid-in capital criterion, 42.9% are large 
companies as they have more than NT $ 80 million paid-in capital, 37.1% very small and the rest are small and 
medium size enterprises.  For Vietnam construction companies, the two standards are a slightly different. Most 
companies are of large size with more than 300 employees (accounting for 35.1% of the total number of 
respondents), 5.4% has less than 100 employees (very small companies) and others are SMEs. On the base of paid-
in capital, 56.8% of the responding companies are large (more than VND 10 billion) and only 2.7% very small 
companies.  

 
Regarding the company revenue size, most Taiwan and Vietnam construction companies have high annual 

total revenue. For the companies in Taiwan, 34.3% of them have more than NT$ 50 million per year, and 34.3% of 
them have more than NT$ 80 million. For Vietnam construction companies, 78.2% of them earn more than VND 1 
billion and 16.2% from VND 800 million to VND 1 billion. This is explainable as construction companies have 
large amount of paid-in capital so that they must earn a lot to compensate for the huge initial expense. 
From the available data, it is clear that most of the companies (65.7 % for Taiwan and 37.8% for Vietnam) have 
more than 20 suppliers. The high number of suppliers in one way indicates that the companies’ businesses are doing 
well with suppliers. In addition to the number of suppliers, it is essential to know the change in the number of 
suppliers in the recent years. 60% of the Taiwanese companies report an expansion in outsourcing activities and an 
increase in their number of suppliers in the last 5 years while 97.3% of the Vietnamese companies expanded. These 
could be explained by the relative young age of the Vietnamese companies compared with Taiwanese counterparts. 
 
Rank of Supplier Selection Criteria 
 

The major objective of the paper is to study the differences and similarities of characteristics of supplier 
selection criteria in Taiwan and Vietnam. The survey results of Taiwan and Vietnam after the analysis are shown in 
Tables 2 and 3 respectively. Only fifteen of the most important criteria in each country are shown for clarity. The 
most importance criterion of supplier selection for both countries is “commitment to quality.” This similarity can be 
explained by the importance of infrastructure quality regardless of economic development stage. The next two 
criteria are the same for Taiwanese and Vietnamese companies. However, “prices of materials, parts and services” is 
the second most important criterion for Vietnamese companies but the third place for Taiwanese companies. These 
can be explained by the changed biding system in Taiwan in recent year. In an effort to improve the quality of public 
infrastructure project, the biding system had changed from most favorite price to most favorite overall performance, 
which price only play one of the several factors in selecting the winner of the project. The penalty due to delay often 
cause the profit loss of the project. Therefore, “the ability to meet delivery due dates” is the second most important 
criterion for Taiwanese companies. This factor is also applied to Vietnamese companies, but not as important as 
price because price may be the most important factor to win the project bid. 
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Table 2. Importance of supplier selection criteria in Taiwan construction industry. 
Supplier Selection Criteria Mean  

Commitment to quality 4.5429 
Ability to meet delivery due dates 4.4286 
Prices of materials, parts and services 4.2571 
Reputation of supplier 4.2286 
Supplier's process capability 4.1143 
Honest and frequent communications 4.0857 
Ethical standards 4.0000 
Commitment to continuous improvement in 
product and process 3.9143 

Supplier's effort in promoting JIT principles 3.8857 
Technical expertise 3.8571 
Testing capability 3.8571 
Reverse capacity or the ability to respond to 
unexpected demand 3.6857 

Flexible contracts terms and conditions 3.6571 
Past and present relationship with suppliers 3.6571 
Supplier's ability to make decent profit for the company 3.6286 

 
Table 3. Importance of supplier selection criteria in Vietnam construction industry. 

Supplier Selection Criteria Mean 
Commitment to quality 4.8378
Prices of materials, parts and services 4.7027
Ability to meet delivery due dates 4.6486
Technical expertise 4.4324
Industry knowledge 4.3243
Supplier's process capability 4.3243
Scope of resources 4.2973
Supplier's effort in promoting JIT principles 4.2973
Supplier's effort in eliminating waste 4.2432
Financial stability and staying power 4.2162
Supplier's ability to make decent profit for the 
company 4.2162

Testing capability 4.1622
Reputation of supplier 4.1351
Reverse capacity or the ability to respond to 
unexpected demand 4.0811

 
DISCUSSION AND CONCLUDING REMARKS 

 
This research tries to have some contributions to Taiwan and Vietnam construction industry and academic 

studies. Despite the differences in economic development, there are some similarities in the top 5 priorities of 
supplier selection criteria. The common knowledge about the situation in Vietnam from Taiwanese counterpart is 
“Price would be the first priority”. However, the result from the survey is not. The quality is the first priority not 
only in Taiwan but also in Vietnam. The study serves the purpose of Taiwanese business community who try to 
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establish business in Vietnam. The result shows that the differences between two communities are not as great as 
they would imagine. But, due to the limitation of time and budget, the regional differences of Vietnam which happen 
in all aspects could not be studied. Further study will have more academic and practice value if it can expand the 
sample size.   
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ABSTRACT 
 
 

The employment of students from universities for part-time jobs is widespread in the hospitality sector in 
many countries.  Students are considered to be more flexible than other sectors of the part-time and casual labour 
market.  This study aims to explore flexible options as a response to labour shortages in the Taiwan Hotel Industry 
and, specifically to explore the potential of employing full time college/university students as part time workers in 
the hotel industry and to provide insights into student workers’ perceptions regarding working in hotels on a part-
time basis.  The findings from this study provide useful information for managers from the hotel industry for 
utilising these flexible labour—college/university students. 

 
 
 

INTRODUCTION 
 

The number of students in higher education has risen recent years (Broadbridge and Swanson, 2005), and 
the proportion of students working part-time has also increased in industries such as retailing and hospitality over 
recent years (Lucas and Ralston, 1996; Curtis and Lucas, 2001; Curtis and Shani, 2002).  In the UK, the U.S., 
Canada, Australia, and the Netherlands, the numbers of students working in part-time jobs are increasing 
enormously, especially in the service sector in retailing, catering, hotel and other consumer service industries 
(Robinson, 1993; Allan 2000; Curtis and Lucas, 2001; Van der Meer and Wielers, 2001; Canny, 2002).    

 
Long trading hours is one of key characteristics of industries such as retailing, hotels and catering.  These 

industries are also involved in intensive competitive markets, and they are labour-intensive and highly variable 
(Curtis and Lucas, 2001; Johnson and Lucas, 2002).  The labour shortage problem has been a major concern in these 
industries in recent years.  In the past two decades, the hospitality and tourism industries in Taiwan have grown 
dramatically.  Due to the rapid growth of the hospitality industry in Taiwan, the demand for human resources has 
been increasing.  Ways of easing the labour shortage have become a vital issue.  As a strategic response to labour 
shortages in the hospitality industry, some organisations are taking a fresh look at the potential of older workers 
(Magd, 2003).  Lucas and Ralston (1996) conclude that “employers' employment of student labour could be a 
combination of strategic choice and pragmatic response“(Lucas and Ralston, 1996: 21).  Baum (2006) points to that 
“the nature of demand in the tourism industry is such that part-time options have long been recognized as an 
important strategy to meet labour requirement at peak times” (Baum, 2006: 47).  “In developed western economics 
student labour has become the bedrock of many such services, most notably in the fast food, hospitality/tourism and 
retail industries“(Johnson and Lucas, 2002: 53).   

 
Research shows that retailing, hotels and catering industries prefer a young workforce.   Hotels and 

restaurants often employ the highest proportion of a young workforce among the age group between 16 and 25 
(Curtis and Lucas, 2001).  “Nearly half of all teenagers in employment are also full-time students, a ratio that is 
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disproportionate in hotels and restaurants (71 per cent)...“ (Curtis and Lucas, 2001: 41).  Each year over 100,000 
university students work part-time in the hospitality industry in the UK (HAVE, 2000).  Using student workers 
appears to match these age-conscious industries' demands (Lucas and Lammont, 1998). 

      
Students are considered to be more flexible than other sectors of the part-time and casual labour market 

(Lucas, R. and Ralston, 1996).  Employers' demands for part-time labour corresponds with students' needs to seek 
part-time employment (Taylor et al, 1999).  Combining work and study seems a part of routine and a habitual fact of 
life for most full-time students who taking part-time work during term-time (Lucas and Lammont, 1998; Curtis and 
Williams, 2002; Orszag et al, 2001; Carney et al, 2005), and the university life for full-time students now is 
becoming more complex compared to the past (Lucas and Lammont, 1998; Curtis and Lucas, 2001).  Curtis and 
Lucas (2001) argue that student workers who supply the provision of high quality services are largely neglected in 
the UK.  Lucas and Ralston (1996; 1997) point out that previous studies focus only partial on teenage employment 
and overlook the employment of young adults and therefore the student profile is not completed.  “Little has been 
researched on the topic of term-time working among undergraduates in East Asia, and most of the studies are based 
on western universities” (Oi and Morrison, 2005: 169).  Hence, this study aims to explore flexible options as a 
response to labour shortages in the Taiwan Hotel Industry and, specifically to explore the potential of employing full 
time college/university students as part time workers in the hotel industry and to provide insights into student 
workers’ perceptions regarding working in hotels on a part-time basis, with respect to their benefits, drawbacks and 
preferences.  Two research questions are proposed, as follows: 

1. How do full time college/university students who work as part-timers in the hotel industry 
perceive working in the Taiwan’s hotel industry? 

2. What are the preferences of full time college/university students who work in the hotel industry 
on a part-time basis? 

 

LITERATURE REVIEW 
 
The growth in student part-time employment 
 

Student employment has recently increased among many OECD-countries, and even in countries that have 
no tradition of student employment, such as France and Spain (Hofman and Steijn, 2003).  In the UK, the U.S., 
Australia, Canada and the Netherlands, the numbers of students working in part-time jobs are increasing 
enormously, especially in the service sector in retailing, catering, hotel and other consumer service industries 
(Robinson, 1993; Allan 2000; Curtis and Lucas, 2001; Van der Meer and Wielers, 2001; Canny, 2002).   

 
Numerous researches show that the increased growth of full-time students taking part-time jobs.  Over 60% 

of full-time students employed some time during the academic year and 46% worked during term time (Callender 
and Kemp, 2000) and the hours worked ranges between 12.5 and 40 per week for more than 40 per cent of students 
(CRAC, 2002).  In Scotland the number of full-time students participating in the labour market has also soared.   
Fifty-two per cent of students work part time during term time (Taylor et al, 1999).  Similarly, a cross-sectional 
randomised survey at an ancient Scottish university conducted by Carney and et. al. (2005) reveals that 50 per cent 
of the undergraduate full time students in their research had part-time jobs and 37 per cent of students without a job 
were trying to find a job.   A TUC's (2000) survey found that 72 per cent of students are working.  A national survey 
(a total of 2334 full-time Further Education students and Higher Education students from 19 colleges in England, 
Scotland and Wales completed questionnaires in this survey) found that around two-thirds of them had part-time 
work at the time of the survey or had worked part-time previously during a prior phase of their course (Byram et al, 
2001).   

 
In the U.S. students at college and universities taking term-time employment has increased also.  Hughes 

and Mallette (2003) define term-time employment as students working off campus while enrolled on campus full 
time.  King and Bannon (2002) reported that the percentage of all full-time students who worked increased from 
71% in 1995-96 to 74% in 1999-2000 and approximately half of full-time working student work 25 or more hours 
per week.  There are more than half of college students have a job (Orszag et al., 2001).  In Australia, over the past 
decade the number of university students has increased rapidly.  Numerous students are working either full-time or 
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part-time while studying at the universities.   McInnes and Hartley (2002) found that the percentage of full-time 
students in paid employment had increased from 42 per cent in 1994 to 51 per cent in 1999 and 78 per cent of 
students on their survey (a survey of 1563 working students who were enrolled full-time in nine Australian 
universities in 2001) had worked in the past year and 73 per cent during semester time.  The average hours students 
worked is 15 hours per week and over 40 per cent of them working more than 16 hours per week (McInnes and 
Hartley, 2002). 

 
The reasons for the growth in student part-time employment 
 

The expansion of the further and higher education system, and the growth of the flexible labour market are 
two main structural reasons lead to this dramatic growth in student part-time work over the last two decades (Taylor 
et al, 1999).  Moreover, some factors have driven student employment from its traditional vacations work into 
regular term-time working.  The increased demand for numerical flexibility has supported the rising student labour 
market participation.   However, the rising student employment is also supply driven because many young people 
perceive part-time jobs as a source of independence and a social status (Hakim, 1998; Hofman and Steijn, 2003).   

 
The major reasons for the increase in students taking part-time work are financial need and gaining work 

experience to enhance career prospects (Harvey et al., 1998; Lucas and Lammont, 1998; Taylor et al, 1999; Curtis 
and Shani, 2002; Curtis and Williams 2002; Metcalf, 2003; 2005; Carney et al, 2005).  Peer influence and lifestyle 
choice may also be factors of increasing numbers of working students in the labour market.  Students note the 
benefits of their peers who work earning extra cash and working students might provide information to their non-
working colleagues about vacancies, rate of pay and their experience of various type of work (Curtis and Lucas, 
2001; Broadbridge and Swanson, 2005).    
 
Benefits and drawbacks of using student workers 
 

Many employers value students as ‘flexibility’, which helps them to deal with demand variations, and the 
availability of students provides cover for regular full-time staff during weekends or on holiday leave (Lucas and 
Ralston, 1997; Barke et al, 2000).  Lucas and Ralston (1997) state that employers’ demand for students is associated 
with their desire to control labour and maximise flexibility (see also Curtis and Lucas, 2001).  Reduction in labour 
costs is a major advantage of using students (Walsh, 1990).  Employers perceive student workers to be more 
productive and motivated than older workers.  Most employers also prefer employing full-time students, especially 
those who major in hospitality.  Student workers bring some positive attributes to the jobs.  Employers perceive 
students as an intelligent and articulate young workforce and they are numerically and functionally flexible, and 
easy to recruit.  Students are also willing to follow instructions and are willing to take on responsibility, and are easy 
to recruit and control (Lucas and Ralston, 1996; Lucas and Ralston, 1997; Curtis and Lucas, 2001).    

 
Employers view students as high quality workers that can learn things quickly (Ford et al, 1995).  Hofman 

and Steijn (2003) examine the effects of full-time undergraduate participation in the labour market.  They conclude 
that students who work for between 12 and 35 hours per week in part-time jobs might displace lower-skilled 
workers because a large proportion of less educated persons also seek part-time jobs, especially in the retail 
trade/shops, and the hotel and catering and industry.  “The motives employers give for recruiting students instead of 
lower skilled persons are mostly related to the students’ perceived communication skills and flexibility as well as 
their ability to learn the job more quickly” (Hofman and Steijn, 2003:127).  However, the disadvantage of using 
part-time workers is that it is hard for employers to control service quality because many hotels do not provide 
training programmes for part-time workers.  In addition, working hours are often not suited to most students (Curtis 
and Williams, 2002).  Employers have found that it is hard to ask students come to work around, for example, final 
examinations.  Employers have to be flexible to work with college students. 
 
The reasons for and benefits to students to seek part-time jobs 
 

Work has become common for college/university students and part-time work has played a central role in 
their life.   Students seek for part-time jobs for many reasons.  Previous studies found that the major reason for full-
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time college students taking paid employment during term-time is financial need (Ford et al, 1995; Leonard, 1995; 
Taylor, 1998; Taylor, et al, 1999; Lucas and Ralston, 1997, Curtis and Lucas, 2001; Hodgson and Spours, 2001; 
Curtis and Williams, 2002; Curtis, 2003; Metcalf, 2003; 2005; Broadbridge and Swanson, 2005; Carney et al., 
2005).  “Students’ motivation to seek work whilst at university (both during term-time and during vacation periods) 
is driven by their need for money and keep down their level of debt...“ (Little, 2002: 353).    In addition, working for 
paying for their social life/recreation also is indicated by working students (Byram, et al, 2001).   As the cost of 
higher education in the UK has shifted increasingly from the state to the students and their families, more university 
students take term-time jobs (Metcalf, 2003; 2005).  Curtis and Williams' (2002) survey indicates that almost quarter 
of students employed need their part-time work to remain in full-time study.  Students may wish to use their leisure 
time to work to support their financial needs such as personal or educational expenses (Feldman, 1990; Robinson, 
1993).   
 
The drawbacks of students doing part-time jobs 
 

The western studies have found that students taking part-time, term-time employment whilst studying have 
a detrimental effect on their academic performance and there is a conflict between work and academic studies.  It is 
hard for students to balance their work and studies (Curtis and Lucas, 2001; Curtis and Shani, 2002; Curtis and 
Williams, 2002).  Curtis and Shani (2002) provide evidence that there are some negative effects on academic studies 
of students taking paid employment during term-time and a quarter of the employed students in their study response 
that they could not afford for university without taking term-time jobs (see also Curtis and Williams, 2002).  Many 
studies show that the majority of students feel that working has a negative effect on their academic work and quality 
of life because of the reduction in time available to do coursework and the tiredness induced by combining academic 
work with paid work (Winn and Stevenson, 1997; Taylor et al, 1999; TUC, 2000).  Neill and et al. (2004) note that 
if students work more than 15 hours per week then there may be a detrimental effect on academic performance.  
 
Taiwan’s experience 
 

The hospitality and tourism industries in Taiwan have grown dramatically in the past two decade.  In recent 
years, many major hotels has been established, the labour demand is consequently rapidly increasing in the Taiwan 
hospitality industry.  In February, 2007, there were 60 international tourist hotels with 17,827 rooms and 18,788 
employees; 30 domestic tourist hotels with 3,447 rooms and 2,239 employees; and 2,615 independent hotels with 
100,390 rooms and 32,840 employees (Taiwan Tourism Bureau, 2007).  Due to the rapid growth of the hospitality 
industry in Taiwan, the demand for human resources has been increasing as well.  Ways of easing the labour 
shortage have become a vital issue.  
  

It is also a widespread phenomenon that college/university students work on a part-time basis while 
studying in Taiwan.  The policy of high tuition has forced students take paid employment during term-time.  Over 
the past decade, a higher proportion of young people with high school level have been worked.  However, the 
percentage of young people with college/university or above level has been increasing from 16.60% to 36.05%.  
This indicates that a higher proportion of young people have work experience and they have been working while 
studying (Directorate-General of Budget, Accounting, and Statistics, 2001). 
 

RESEARCH METHODS 
 

Both quantitative and qualitative approaches were adopted to achieve the objective of this study.   Two 
survey questionnaires were carried out and follow-up four focus groups to collect college/university students’ 
perceptions towards part-time job.  Two surveys were analysed by using SPSS (Statistical Package for the Social 
Sciences) 13.0.  A pilot testing was conducted before the fieldwork to make sure to get a reliable and a valid answer 
from respondents.  The period of the fieldwork was from May to September 2006.  One survey, a total of 1,200 
questionnaires were distributed to full-time college students in class and 886 returned responses.  Eight hundred and 
fifty valid responses and 36 invalid responses.  The response rate was 70.83%.  Among 850 respondents, a sample of 
two hundred and eight responses was identified who have/had worked in a hotel on a part-time basis.  Another 
survey was conducted in international tourist hotels in Taipei Area.  Ten hotel human resources managers were 
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contacted by mails and follow-up by phone calls.  Nine agreed to assist to distribute survey questionnaires to their 
part-time employees who are full-time college/university students, but one declined because they employed few 
part-timers.  Two hundred and fifty questionnaires were distributed.  A total of 144 responses were returned, and 
128 were valid responses and 16 were invalid responses.  The response rate was 51.20%.  What these two groups 
have in common is their hotel work and they are college/university students working in hotels on a part-time basis.  
These two survey questionnaires all consisted of four sections as follows: (a) questions about part-time jobs, (b) 
impact of part-time jobs, (c) study and work, and (d) personal details.   

 
Focus groups focused on exploring full-time students’ experiences and perceptions towards working in a 

hotel on a part-time base, with respect to their advantages, disadvantages and preferences.  Four focus groups were 
conducted at four different hotels with small groups of part-timers who were full time college students and work in 
the hotel industry on a part-time basis.  The findings arise from these four group discussions were used to verify 
findings from the questionnaire surveys and brought deeper insight to student workers’ perceptions regarding 
working in hotels on a part-time basis.   
 

FINDINGS AND DISCUSSIONS 
 

The result from the survey shows that a high proportion of full-time students taking part-time jobs while 
studying in college/university in Taiwan.  Around 81% of full-time students have had or currently have a paid part-
time job during their studies at college/university and 24.5% (208) of students have worked in a hotel on a part-time 
basis.   Around forty-one percent of full-time students have a part-time job during their studies at a 
college/university and 39.5% have had part-time job in the past.  Only 7.6% do not have part-time jobs but are 
looking for one now and 11.4% do not have any part-time job.  The result is similar to surveys from western 
countries.  Combining work and study seems a part of routine and a habitual fact of life for most full-time students 
who taking part-time work during term-time.   

 
Advantages and disadvantages of undergraduates' taking term-time employment in terms of the nature, 

amount and effects of part-time employment are revealed in the literature from western countries.  The results of this 
study conducted in Taiwan partly confirm the western literature, but also diverge from it in part.  The findings in this 
study indicate that most students view part-time employment positively and they agree that they benefit from part-
time employment such as gaining useful experiences, skills and self-confidence, helping them better understand of 
relevance of what they learn at school and preparation for adult life.  Also, they agreed that the part-time jobs help 
them to get a good job in the future.  Taking part-time jobs while studying does not influence their school work very 
much as well.  The major reason explored from focus groups is because hotel shifts are flexible, students can 
schedule their shifts according to their own requirements.  “I feel that the benefit of working in a hotel as a part-
timer is the working time is very free.  When examinations are coming, you still have time for studying“(H Hotel, 
Male, Age 22).    

 
However, some students agree that they do experience some stress and feel tired from working and 

studying and their schools and employers should help them to combine work and study.  The western researches 
found that there are some significant negative impacts on students’ academic studies such as missing class sessions 
and lack of concentration in class.  However, these negative impacts did not show in this study.  As to the degree of 
negative effects and positive effects on term-time working, they found that negative effects on term-time working 
outweigh the positive effects.  In contrast, Oi and Morrison’s (2005) findings in China do not support this point.  
The finding from this study also shows opposite.  It is evident that the perceptions that undergraduates have of part-
time employment are different between the Western people and Chinese.  

 
Table 1 below summarises the findings from focus groups relating to the reasons why students take a part-

time job in a hotel while attending college/university.  The reasons are categorised as the follows: personal reasons; 
economical reasons; and other reasons. 

 
Table 1: Reasons for taking a part-time job in a hotel while attending college/university 
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Personal reasons: 
  Social (make friends) 
  Kill time 
  Gain internship credits 
  Learn experience  
  Learn something and see different things besides school 
  Want to take part-time work 
  Personal Interesting  
  After finishing school internship and 
  continue working 
  Curious 
 
Economical reasons:  
  Earn money and pocket money 
  Meet living expenses 
  High hourly pay in hotels 

Other reasons: 
   Easy working 
   Flexible scheduling 
   Flexible time for working 
   Location 
     School in Taipei  
     School near hotel  
     Hotels near home 
     Continue part-time work after 
     higher school and because of 
     university in Taipei 
   Better working environment  
   Good benefits (hotels provide 
   free uniforms and meals-- a good way 
   to save money)  
   Different life experience 

 
Comparing the results of this study with western experiences and a recent study in China, the reasons for 

students not working in part-time jobs are similar.  In the Western studies, the major reasons for students not 
working are that working would affect their studies and it would lower their grades, and in China working would 
damage their academic life (Oi and Morrison, 2005).  Similarly, the results of this study indicate that no time and 
heavy homework.  Surprisingly, no need to work was found one of the major reasons for not taking part-time jobs 
during their studies at college/university in Taiwan.   

 
The findings from focus groups indicate that higher hourly pay attract them come to work in hotels on a 

part-time basis.  The started hourly pay is NT$100 and the hourly pay arranged from NT$100 to NT$150.  “The 
reason is very simple—much money compared to the previous part-time job in Steakhouse, which only NT$70 
hourly pay“(H Hotel, Male, Age 22).  Students agree that part-timers are very important to hotels, and they also 
think hotels really need part-timers.  “Using part-timers can save costs, and save functions“(S Hotel, Male, Age 21).  
As to the recruitment channels most respondents used are informal methods such as word of mouth, through friends, 
schools and classmates and low percentage of students gets their jobs by using direct approach to their employers.    

 
  The participants in the focus groups also indicate their willingness to continue working in a hotel after 

graduating from colleges/universities.  Most students said they would not continue to work in hotels after 
graduating, but they would like to work only when they are still students and use off class time or holidays.  “I feel 
students should put the school as first priority.  Taking part-time job is using the off classes time to earn money.  
Then, you plan how to allocate this earning money“(R Hotel, Female, Age 21).   Because the hotel jobs are hard, 
some of them will not continue to work in hotels.  “I don’t want to.  I always want to look for jobs that are similar to 
what I am studying at school.  I don’t want to continue staying here because sometimes I have unhappy experience 
when I am working.  I really don’t want to do this job anymore“(R Hotel, Male, Age 22). 

 
 However, because of flexible working times in hotels, some respondents think that they might have a full-

time job and then use holidays to do part-time hotel jobs.  They view part-time hotel jobs as a way to earn additional 
income or to a transfer to a job when unemployed.  After graduating, males in Taiwan must go to Army service.  
There is a short time period before and after the Army service.  Some will stay in hotels as part-timers.  However, 
after that they will choose a career that is related to what they learned in college.  Students in focus groups perceive 
that work experience is considered more important than a degree from a university if the people want to choose a 
career in the restaurant business.  The incentives such as giving responsibilities and training are also important 
factors to keep people to work in a hotel on a part-time basis continually.  A few participants plan to stay in hotels 
and work in related service industries after graduating.  Some of them think if there is an opportunity, they might try 
and go to see other places. 
 

CONCLUSIONS 
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Working part-time seems an inevitable part of student life.  The increasing number of students working as 

part-timers indicates that the trend of full-time students working during term-time will continue.   Students studying 
full time and working part-time experience a number of advantages, especially full-time college/university students, 
to work in the hospitality industry.   Working in the hotel industry on a part-time basis not only benefits employers, 
but also students.  Employers benefit from cost savings by employing students, while students gain experience and 
money from work.  In the further research, researchers might be interested in exploring how organisations in the 
hospitality industry utilise these flexible labour— college/university students.  The contribution and implications of 
this study for researchers, practitioners, and policy makers are as follows:   

  
1. this research bridges a research gap on the role of student labours in the hotel industry, which 

has been neglected in labour market research; 
2. this study explores the utilising of full time college/university students as a solution to the 

labour shortage problem; 
3. this research leads to a deeper understanding of the student role in the hotel industry; and 
4. the results of this research provide useful information for human resource managers from the 

hotel industry for developing effective recruitment strategies. 
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ABSTRACT 
 
The motivation of this study is to find out if there are any oversights made by issuing banks in their loan 

application evaluation of cash card holders in Taiwan. Before issuing cash card, the issuing banks evaluate the 
possible default risk according some selected factors. The factors are sex, family status, age, sources of application, 
income type, occupation, ownership of residence, job seniority and education. By means of logistic regression and 
grey models, we find out that the influence of income type, family status, age, occupation, job seniority and source of 
application are all inconsistent with the issuing banks’ expectation. This means that employing these factors to 
evaluate applicant’s default risk can be misleading. 

 
 

INTRODUCTION 
 

The cash card is one instrument of consumer loans. Basically it is a fiduciary loan in a small amount. (cf. 
Chen, 2003; Wang, 2003; Chung, 2004). For bankers, the interest rate they charge for the cash borrowed from the 
cash card is as high as 18.25% while their cost is merely less than 2%. Such a huge favorable profit in the cash card 
business can contribute a stellar figure to their profits. Moreover, without a variety of added services as provided by 
general credit cards, there is an additional service fee charged for the cash drawn through cash cards. Cash card 
business in Taiwan began in 1999, and in 2005, almost reached its end. The intense competition of this business led 
to reckless expansion policy and finally to the increasing default rate. While the pressure of the huge card debts 
suffered by cash card holders, the issuing banks also inflicted serious losses. The motivation of this study is to find 
out if there are any oversights made by issuing banks in their loan application evaluation of cash card holders. 

Comparing with applicants for other loans, the applicants for cash cards are more likely to default in loans. 
But competition in the cash card market is very intensive in Taiwan. A success of cash card business relies on a 
success of the loan application evaluation, which is a classification problem. (Thomas, 2000) In practice, the issuing 
bank’s analysts have to complete a series of forms to evaluate applicants. From these forms, we select nine 
variables, namely the cash card applicants’ “sex”, “family status”, “age”, “sources of application”, “income type”, 
“occupation”, “ownership of residence”, “education”, and “job seniority”. The reason to choose these variables is 
primarily because they were frequently used in prior literature, and showed significance in their influence.(e.g. 
Zhang, 1982; Kuan ,1998; Shi, 1999; Lin,2001; Fan, 2003) 

The literature on consumer loans is sparse. The main reason comes from the confidentiality and competitive 
advantage in the industry. (cf. Velllido, Lisboa, & Vaughan, 1999; Hand & Henley, 1997; Li, Shiue & Huang, 2003) 
The literature on cash card business is therefore even fewer. All literature cited here deals with credit card rather 
than cash card. 

In the following, we will firstly establish the most appropriate logistic regression model to verify the relations 
between the occurrence of default and the nine evaluation factors, so as to identify evaluation factors having 
significant impact on the occurrence of default. And then based on the results of logistic regression analysis, we 
could find out the way for applying grey models in binary data and test the applicability of grey models. At the same 
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time we will try to find out whether the influences of explanatory variables are inconsistent with expectations of 
issuing banks and leads to a detrimental defect in the control over default risk of cash cards. 

 
DEFINITIONS OF VARIABLES 

 
The following is the operational definition of explanatory variables and response variable and the influence of 

the explanatory variables on the response variable expected by banks’ analysts and previous literature: 

(1)Occurrence of default is measured with nominal scale: 0 means no default; 1 means default. It is the response 
variable. 

(2)Sex is measured with nominal scale: 0 means female; 1 means male. Sex should have no significant impact on the 
response variable. 

(3)Family status is measured with nominal scale: 1 represents to live with spouse and child(ren); 2 means having a 
spouse; 3 means spouseless and to live with family member(s); 4 means spouseless and to live alone; 5 means to be 
divorced and live with child(ren); 6 means spouseless and to live with child(ren); 7 is in separation, 8 means to 
leave home for job; 9 means that the spouse is deceased. The smaller the number a card holder falls in, the more he 
is burden with family and he would be less likely to default. 

(4)Age is measured with ordinal scale: 1 is between ages 20-25; 2 means age between 26-30; 3 means age between 
31-35; 4 means age between 36-40; 5 means age between 41-45; 6 means age between 46-50; 7 means age between 
51-55; 8 means age over age 55. Age should not have significant impact on occurrence of default. 

(5)Source of application is measured with nominal scale: 1 means applications from cash card holders themselves; 2 
means applications from loan agents. Loan agents are more likely to fabricate documents in order to apply for the 
cash card successfully and it may lead to bank’s errors in evaluating applications. 

(6)Income type is measured with nominal scale: 1 represents steady income; 2 means base pay plus bonuses; 3 
means only bonus pay; 4 means no income; 5 means pay on an annual income system; 6 means pay on a 
daily/hourly wage; 7 means income from operating machines; 8 means income from self-run business; 9 means 
others. The smaller the number a card holder falls in, the more steady an income they have and they will be less 
likely to default. 

(7)Occupation is measured with nominal scale; 1 means an administration job; 2 means a technical job; 3 means an 
office job/office clerical work; 4 means field assignment/marketing personnel; 5 means trading/self- operation 
dealers; 6 means for receptionists/ service personnel; 7 means blue-collar workers/drivers; 8 means homemakers; 9 
means students. The smaller the number a card holder falls into, the closer to an administrative job is this card 
holder, and he will be less likely to default. 

(8)Ownership of residence is measured with nominal scale; 1 means living in self-owned residence; 2 means living 
in spouse’s residence; 3 means living in the residence owned by parents or children; 4 means living in the residence 
owned by relatives; 5 means living in rented residence; 6 means living in a dormitory; 7 means others. The smaller 
the number a card holder falls into, the more power this card holder has to dispose of the real estate, so he will be 
less likely to default. 

(9)Job seniority is measured with ordinal scale, where 1 represents less than 1 year, 2 is 1 to 2 years, 3 is 3 to 5 
years, 4 is 5 to 8 years, 5 is over 8 years. The higher the job seniority cardholders have, the less likely they will 
default. 

(10)Education is measured with ordinal scale; 1 means below junior high school; 2 means high school/vocational 
high school; 3 means college; 4 means university; 5 means graduate school (and above). The higher the number 
card holder falls into, the higher an education background he has and he is more likely to be more conscious about 
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maintaining their credit record. In other words, the higher an education background a card holder has, he will be 
less likely to default. 

The influences expected by banks analysts are in principle confidential to outsiders. Therefore we figure out 
the above mentioned influences by interviewing with banks’ analysts. 

The data set in this study is a set of 300 applications provide by a local bank in Taiwan, covering the time 
period from 2004 and 2005, because the studied bank started its cash card business from March 1, 2004,. The 
application data set is grouped into 150 applicants who were accepted but defaulted on their loan obligation and 150 
applicants who were accepted and fulfilled their obligation. The data set does not include the cases which were not 
approved, because these cases were already eliminated by the issuing bank. Clearly, the sample is not randomly 
selected. It is but the limit we must accept. Because the data analyzed in this paper is highly confidential, random 
selection was confronted by several difficulties.  
 

METHODOLOGY 
 

The response variable in this study, i.e. occurrence of default is a binary variable. In other words, cash card 
holders default or fulfill their obligation. Traditionally, logistic regression has been one of the most preferred 
methods applied to binary dependent variables. Because of its popularity, the introduction of logistic regression 
model and its analysis results will be optimally simplified. 

The occurrence of default of cash card holders and their evaluation factors can be counted as a system. If we 
could build a model for this system, it will be much easier to understand and control the system behavior. 
Nevertheless, traditional model building theory lies in the input of a massive amount of data and completing 
complicated calculations before constructing a model similar to the system. Given the fact that many systems 
commonly have incomplete data, the grey system theory is used to identify the system’s regularity from the chaos 
where the system model is not clear and data is incomplete. The grey system model is used to unveil the process of a 
system’s internal development. As to grey model building, it refers to the system’s dynamic similar model 
established by inputting a small amount of data and using the grey generating to reduce the data’s randomness. 

In the grey system theory, the general form of Grey models is GM(n,N), which is a dynamic model. It includes 
a group of differential equations, in which n  represents the order of differential equations and N  means the number 
of variables (Wong, Chen & Lai, 2001). The whitening equation or the shadow equation of the GM(n,N) model is 
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We can also transform equation (1) into the following equation. 
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The GM(1,N) model and the GM(0,N) model are the special cases of GM(n,N). 
 

GM(1,N) Model 
 
GM(1,N) model is a dynamic model and could be employed to analyze the development of a grey system, if it 

is involved in time. Besides it could illustrate the impacts of influence factors on the main factor (Wong, Chen & 
Lai, 2001). 
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(3) According the form of GM(1,N), rewritten into 
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and transfer into matrix form 
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by using least square method, N
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The values of ib  denote how far the explaining sequences influence the major sequence 1x . (Wen, 2004) 
 

GM(0,N) Model 
 
The GM(0,N) model is the special cases of GM(1,N), and is a static system, and is applicable to analyze the 

static relationship between n variables (Wu, 2001). 
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The steps to get solutions of coefficients in equation (7) are same as those of the GM(1,N) model. For the 
investigated issue in this study involves concerns only the quantitative relationship and involves no dynamic 
process, the GM(0,N) model might be more applicable than the GM(1,N) model. Since the GM(0,N) model is the 
special case of the GM(1,N) model, we will test these two models’ application at the same time. 
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The original data in the real word is always random. The original data must therefore often be pretreated, 
before we analyze it by mathematical models. Through such pretreatments, that are named “grey generating” in the 
grey system theory, we could find out the rules uncovered by the randomness of the original data. “Grey generating” 
means to add new information for the system’s needs (Deng, 1999). The traditional generating in grey relational 
analysis can be divided into three parts. We set the original function as 

α
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)()(
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* kxkx i
i                                                                   (10) 

(1) Initial method: when )1()1(
ix=α  

(2) Maximum method: when )1(.max )0(

 
i

iall
x=α  

(3) Minimum method: when )1(.min )0(

 iiall
x=α  (Wen, Zhang-Jean,Yah, WAng & Lin, 2006) 

 

RESULTS 
Results of Logistic Regression 

 
In the following logistic regression analysis we reach the most appropriate model through forward stepwise 

procedure. (Chen, 2006). The most appropriate logistic regression model is shown as Table 1, where, for education, 
the β value is -4.242 and the Wald value reaches 26.738, for ownership of residence, the Wald value comes to 
33.941, while it is 22.968 for income type. The p-value of the three variables all shows a significant level smaller 
than 5%. The chi-square value for Hosmer and Lemeshow test of the most appropriate model is 0.418，it’s P-Value 
is 0.999, and indicates a good model fit(cf. Hair, Anderson, Tatham & Black, 1998). If predicting it by applying the 
optimal model to the observation value of the samples, the total accuracy rate is 79%. It indicates also a good model 
fit.  

 
Table 1: The most appropriate model of logistic regression 

Explanatory variable βi Wald P-value Exp(B) 
Income type  22.968 0.003  

Income type(1) 26.640 0.230 0.632 371227897413.245 
Income type(2) 24.292 0.191 0.662 35464297046.650 
Income type(3) 17.647 0.130 0.718 46114175.754 
Income type(4) 10.382 0.064 0.800 32287.080 
Income type(5) -.514 0.000 0.998 0.598 
Income type(6) 9.219 0.051 0.822 10089.634 
Income type(7) 2.851 0.009 0.923 17.301 
Income type(8) -3.047 2.933 0.087 0.048 

Ownership of residence  33.941 0.000  
Ownership of residence (1) -29.055 0.028 0.867 0.000 
Ownership of residence (2) -25.740 0.022 0.882 0.000 
Ownership of residence (3) -23.886 0.019 0.890 0.000 
Ownership of residence(4) -7.971 0.002 0.962 0.000 
Ownership of residence(5) 6.379 0.002 0.969 589.607 
Ownership of residence(6) 10.230 0.004 0.950 27734.201 

Education -4.242 26.738 0.000 0.014 
Constant  6.766 0.002 0.967 867.812 

 
Results of GM(1,N) Model 
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The original sequences of occurrence of default, sex, and sources of application are sequences of binary data, 
so if we analyze the original sequences directly, the correlation between the two influence factors, which are sex and 
sources of application, and the main factor, which is occurrence of default, will be magnified, and it will misguide 
the analysis. Therefore, before applying GM(1,N) to these sequences, we group the samples with education 
background, ownership of residence, income type, family status, age, occupation, and job seniority. In other words, 
the samples in each group have similar education background, ownership of residence, income type, family status, 
age, occupation, and job seniority. The data set were divided into 58 groups, followed by calculating the ratio of the 
cases from loan agents in a group, the ratio of males in a group, and default ratio. With the procedure, each group 
contains factors of education, ownership of residence, income type, family status, age, occupation, job seniority, the 
ratio of the cases coming from loan agents, the ratio of males in a group, and default ratio. Then, based on the 
default ratio as the main factor and other sequences as the influence factors, GM(1,N) is used to measure the b (1) 
values. 

The ranking of b (1) values are listed in Table 2. The results are not satisfactory because according to the 
results of logistic regression model, sources of application and sex should not have such high b values. At least, they 
should not be higher than ownership of residence and income type. 

 
Table 2: b Values and their ranking in GM(1,N) model 

Explanatory variable Ranking of b(1) b(1) Ranking of b(2) b(2)  
Education 1 -0.5941 2 -2.8488 

Ownership of residence 2 0.4896 1 3.9393 
Income type 5 -0.0554 3 -0.7839 
Family status 6 0.0492 9 -0.0311 

Age 9 -0.0068 4 0.6800 
Occupation 8 -0.0091 7 -0.3205 

Job seniority 7 0.0146 8 0.3102 
Ratio of cases from loan agents 4 -0.4372 5 -0.5569 

Ratio of males in a group 3 0.4731 6 0.5124 
 
Therefore, we may have to transform the data further, so as to avoid magnification of the correlation between 

the influence factors, sex and sources of application, and the main factor, whose original data are all binary. In grey 
relation analysis ix  has to satisfy comparability which means ix  has to satisfy the following conditions [15]. 

(1)Non-dimension: No matter what kind of measuring units ix  sequence has, it has to be disposed and the units 
have to be eliminated. 

(2)Scaling: the values of )(kxi  in each ix  sequences shall all belong to a same number to the power of 10 which is 
in the same grade or the grade difference cannot be further than 2. 

(3)Polarization: the factor in the sequences has to have the same objective, e.g. using the maximum value or 
minimum value as the objective simultaneously. 

Given the fact that the default ratio, the ratio of the cases from loan agents, ratio of males in a group, and other 
variables do not fall in the same grade, we apply grey relation generating in sequences of education, ownership of 
residence, income type, family status, age, occupation, and job seniority so as to meet the requirement for scaling. 
This study employ maximum method because after applying the initial method and the minimum method, the values 
in these sequences are often 1, it cannot meet the requirement for scaling. Then, based on default ratio as the main 
factor and other sequences as influence factors, this study uses GM(1,N) to measure the b (2) values of the influence 
factors. 

The ranking of b (2) values are listed in Table 2. It is more satisfactory compared with the previous result. 
However, the b value of ratio of males in a group is still higher than that of occupation, job seniority, and family 
status. 
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Results of GM (0, N) model 
 
As for GM(1,N) model, we first divide the data set according to education, ownership of residence, income 

type, family status, age, occupation, and job seniority into 58 groups, followed by calculating the ratio of the cases 
from loan agents in a group, ratio of males in a group, and default ratio. Then, based on default ratio as the main 
factor and other sequences as the influence factors, the GM(0,N) model is applied to calculate the b(3) values of the 
influence factors. Comparing the absolute values of the b(3) values listed in Table 3, we find that: the b(3) value of 
the ratio of males in a group is greater than those of income type, ownership of residence, family status, occupation, 
and job seniority. It is not a reasonable result. 

 
Table 3: b Values and their ranking in GM(0,N) model 

Explanatory variable Ranking of b(3) b(3) Ranking of b(4) b(4)  
Education 2 -0.4813 2 -2.1224 
Ownership of residence 3 0.4639 1 3.1675 
Income type 6 -0.1378 4 -1.3981 
Family status 9 -0.0409 6 -0.8310 
Age 7 0.1250 3 1.7085 
Occupation 8 -0.0699 7 -0.8281 
Job seniority 5 0.1698 5 1.0695 
Ratio of cases from loan agents 1 -0.4845 8 -0.5274 
Ratio of males in a group 4 0.2945 9 0.2798 

 
In order to meet the requirements for scaling, we apply grey relation generating with the maximum method in 

sequences of education, ownership of residence, income type, family status, age, occupation, and job seniority. 
Then, based on the default ratio as the main factor and remaining sequences as the influence factors, GM(0,N) is 
applied to calculate b values of the influence factors. The ranking of b(4) values are listed in Table 3. In this case, 
the unreasonable high b value for sex has been deleted, and the order of b values for each sequence is within the 
acceptable range. 

The results in table 3 suggest that we could get the most appropriate results by applying grey relation 
generating with the maximum method to original sequences, and then employ GM(0,N) model to calculate the b 
values of the influence factors. 

 
Explanations of Results 

 
About the impacts of the influence factors on the main factor, we reach the following results and their 

explanations: 

(1) The higher the education background, the less likely it will be for cardholders to default. This result meets the 
issuing banks’ expectation. 

(2) If cardholders, or their spouses, parents, children, or relatives own residences of cardholders, those card holders 
will be less likely to default. If cardholders rented their houses or they live in boarding houses, those cardholders 
will be more likely to default. This result meets the issuing banks’ expectation. 

(3) If the income of cardholders is from an annual salary or their own business, those cardholders will be less likely 
to default. On the other hand, those who are employed in a steady income job will be more likely to default. This 
result is inconsistent with the expectation. It can be interpreted that the cardholders whose income is steadier 
would be more likely to use cash cards for unexpected and huge sums of payments. As a result, limited by their 
steady income and inflexible solvency, they would be more likely to default in interest payment or repayment. 
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(4) The more stable the family status, the higher the default ratio. It is inconsistent with the issuing banks’ 
expectation.  This might be because there will be more family burden when the family status is more stable, so it 
is more likely to result in insolvency and a failure in repayment, when the amounts of insolvency accumulate to 
a huge sum. 

(5) The older the age is, the higher is the default ratio. It is inconsistent with the issuing banks’ expectation.  This 
might be because the family burden will get heavier as card holders get older, so it is more likely to result in 
insolvency and end up with a failure in repayment when the amounts of insolvency accumulate to a huge sum. 

(6) The higher is the occupation position (more similar to an administration post), the higher is the default ratio. It is 
inconsistent with the issuing banks’ expectation.  This might be because it is easier for borrowers in 
administration posts to be accepted as card holders and the credit line for them is also higher, so moral hazard 
are more likely to occur. 

(7) The higher the job seniority is, the higher is the default ratio. It is inconsistent with the issuing banks’ 
expectation. This might be because it is easier for borrowers with higher job seniority to be accepted as card 
holders and the credit line for them is also higher, so moral hazard are more likely to occur. 

(8) The applications from loan agents are not more likely to default than applications from other source. It is 
inconsistent with the issuing banks’ expectation. It might be attributable to depression in Taiwan, which cause 
cash card holders’ insolvency, no matter which source of their applications.  

(9) Sex indicates that sex should have no significant impact on the response variable. It is consistent with the issuing 
banks’ expectation. 

It is worthy of note that six results above mentioned are not consistent with the issuing banks’ expectation. 
This is illustrated in table 4. Nevertheless, since the b values of (4), (5), (6) and (7) are trivial, they should be 
accepted with reservations. 

 
Table 4 : The expected and actual relationships between the explanatory variables and the response 

variable 
Influence 

Factor 
Actual 

Influence 
Expected 
Influence 

Influence 
Factor 

Actual 
Influence 

Expected 
Influence 

Sex - but trivial Insignificant Income Type - + 
Family 
Status 

- but trivial + Occupation - but trivial + 

Age + but trivial Insignificant Ownership of 
Residence 

+ + 

Education - - Sources of 
Application 

- but trivial + 
Job Seniority + but trivial - 

 

CONCLUSIONS 
 
The most appropriate logistic model in this study includes education, ownership of residence, and income type 

as explanatory variables. The results show that those who with a steady income are more likely to go to default. That 
is not consistent with the issuing banks’ expectation.  

By applying the GM(0,N) model to the sequences generated from grey relation generating, we might get the 
most appropriate results of the grey models. The results show that the influences of six of nine evaluation factors 
used by bank‘s analysts are not consistent with their expectations. This means that employing these factors to 
evaluate applicant’s default risk can be misleading; and worse still it can even enhance the default risk. The reason 
why the most results in this study are inconsistent with those of previous literature is that all literature cited here 
deals with credit card rather than cash card. The cash card holder uses cash card for the urgent payments that exceed 
his current payment ability, while the credit card holder might more often use credit card for convenience of 
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payment. Therefore, there might be discrepancy between explanatory variables for the default risk of credit card 
holders and cash card holders. This topic indicates the necessity of further research.  
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ABSTRACT 
 
The present study attempts to compare the cohort group of top ten U.S. MBA programs and their lower-ranking 
counterparts (i.e., outside the list of top 10 U.S. MBA program) on the basis of their relative operating efficiency. 
Our findings indicate that an MBA program with a high competitive rating tends to correspond to a statistically 
higher TSE (i.e., the top ten U.S. MBA programs operate in a more efficient manner than the non top ten U.S. MBA 
programs in term of overall technical and scale efficiency) but do not necessarily correspond to higher PTE and SE. 

 
INTRODUCTION 

 
The average total cost of attending a MBA program in the top ten is approximately $198,000 versus their non top 10 
counterparts of $123,700 (Holtom and Inderriden, 2007). Recent findings from the Graduate Management 
Admission Council (GMAC) data show that “students who attend lower-ranking schools experience a better return 
on investment (ROI) than those who attend higher-ranking schools” and more specifically “the ten-year annualized 
average ROI for students from a top ten school is 12 percent; for those outside the top ten, it’s 18 percent” (Holtom 
and Inderriden, 2007; p. 36). To look at this rather striking finding from a different angle, the present study attempts 
to compare the cohort group of top ten U.S. MBA programs and their lower-ranking counterparts (i.e., outside the 
list of top 10 U.S. MBA program) on the basis of their relative operating efficiency.  
 
The purposes of the present paper are thus twofold. First, to fill the gap of the current literature in examining 
whether differences in efficiency exist among the often more expensive top ten MBA programs. Second, to identify 
the less efficient MBA programs and the sources of inefficiency using the Data Envelopment Analysis (DEA) 
technique. Consequently, MBA program administrators can develop effective strategies to enhance the operating 
efficiency of their MBA program and subsequently achieve market competitiveness. 
 

BRIEF LITERATURE REVIEW 
 
In the higher education literature, a number of research studies have investigated the relative efficiency of various 
decision making units (DMUs) at university administrative levels (Ahn et al., 1988; Chen, 1997; Haksever and 
Muragishi, 1998; McMillan and Datta, 1998). Focusing on MBA education, Haksever and Muragishi (1998) used 
DEA to measure value added in MBA education in the U.S., and they found that the top 20 MBA programs do not 
necessarily outperform the second 20 MBA programs in terms of their efficiency in providing value to students. 
Colbert et al. (2000) used DEA to determine the relative efficiency of 24 top ranked U.S. MBA programs, and they 
argued that the ranking of MBA programs based on DEA will “more completely and accurately represent MBA 
programs” than the publicized ranking of MBA programs by national magazines such as Business Week. Colbert et 
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al. (2000) also extended their study to include foreign MBA programs. Using seven top MBA programs in the U.S. 
and three renowned MBA programs outside the U.S., Colbert et al. (2000) found only one of the ten MBA programs 
(i.e., Columbia University) to be inefficient. Given that the recent GMAC finding draws new attention to differences 
between the top ten MBA programs and the non top ten MBA programs, we believe that it is about time to revisit 
the MBA ranking issue by comparing the relative efficiency between these two cohort groups using the DEA 
technique. 
 

METHODOLOGY 
 
DEA refers to an optimization method of linear programming to generalize the Farrell’s (1957) single-input/single-
output technical efficiency measure to a more complicated case where a single efficiency score can be calculated as 
a result of multiple inputs and multiple outputs related to the Decision Making Units (DMUs). DMUs are units of 
organizations such as banks, post offices, nursing homes, courts, and schools, which typically perform the same 
function and try to attract the same type of customers/clients. A DMU usually uses a set of inputs (e.g., labor, 
capital) to produce a set of outputs (e.g., products, profits) in order to satisfy the needs of their customers. The DEA 
method was originally developed by Charnes, Cooper, and Rhodes (1978) with constant return to scale and was later 
advanced by Banker, Charnes, and Cooper (1984) to include variable returns to scale. As a result, the two 
fundamental DEA models are known as “CCR” and “BCC”. DEA has become an increasingly more important 
managerial tool, and new applications with more variables and more complicated models are being developed. 
Nonetheless, the main advantage of DEA technique remains the same – it allows several inputs and outputs to be 
considered simultaneously in determining the relative performance of a specific DMU with its peers. 
 
In DEA estimation, any input utilization greater than the optimal amount is considered unnecessary and such DMU 
is classified as an inefficient one. For all DMUs, overall technical and scale efficiency (TSE) refers to the extent to 
which a specific unit achieve the overall productivity attainable in the most efficient manner (Banker et al., 1984) 
and it can be further decomposed into pure technical efficiency (PTE) and scale efficiency (SE). In the context of 
MBA programs, PTE refers to how efficiently MBA programs use the employed resources. SE, on the other hand, 
represents how productive the scale size is. In fact, it is the ratio of TSE from the constant-return-to-scale to PTE 
obtained from the variable-return-to-scale constraint. Notably, DEA allows researchers to identify the boundary 
constraints that limit a DMU to enhance its relative efficiency among peers. Since DEA does not have any planned 
functional form relating inputs to outputs, it is perhaps more appropriate to examine any hypotheses using 
nonparametric methods. As such, after obtaining the efficiency measurement from DEA, the efficiency scores of the 
pricy top ten MBA programs and their less expensive non top ten counterparts could be compared using not only a 
parametric test such as the T-test but also a non-parametric test like the Kolmogorov-Smirnov test. 
 

DATA 
 
The major function of MBA programs can be viewed as a learning intermediary institution that bridges/links MBA 
students to their future dream careers. Such a viewpoint can effectively reflect the relative efficiency of MBA 
program’s operations in the increasingly competitive educational environment. The inputs related to MBA 
programs’ major production sources include (1) average undergraduate GPA, (2) average GMAT score, (3) out-of-
state tuition & fees, and (4) salary before entering the MBA programs. On the other hand, outputs of MBA programs 
can be measured by (a) average starting salary & bonus, (b) employment rate 3 months after obtaining the MBA 
degree, and (c) aims achieved ratio. Data related to the inputs and outputs are available from the 2006 issues of US 
News and World Report and Financial Times. Complete data from a total of top 58 U.S. MBA programs are 
analyzed in this study. 

 

EMPIRICAL FINDINGS 
 
The analysis of MBA program efficiency includes four input variables and three output variables. One unique value 
of our DEA results lies in its ability to offer a relatively objective benchmark (i.e., efficiency indices; see Table 1) 
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that could help MBA administrators recognize the relative efficiency of their program by comparing with other 
competing MBA programs.    
 

Table 1. PTE, TSE, and SE 
Rank Name PTE TSE SE 

1 Harvard University 1.000 1.000 1.000 
2 Stanford University 1.000 1.000 1.000 
2 University of Pennsylvania (Wharton) 1.000 1.000 1.000 
4 MIT (Sloan) 1.000 1.000 1.000 
4 Northwestern University (Kellogg) 1.000 1.000 1.000 
6 Dartmouth College (Tuck) 1.000 1.000 1.000 
6 UC Berkeley 1.000 0.984 0.984 
8 University of Chicago 1.000 1.000 1.000 
9 Columbia University 1.000 1.000 1.000 

10 University of Michigan – Ann Arbor 1.000 0.999 0.999 
11 Duke University Fuqua 0.984 0.980 0.996 
11 UCLA 0.960 0.953 0.993 
13 NYU 0.999 0.994 0.994 
14 University of Virginia 1.000 1.000 1.000 
15 Cornell University 1.000 1.000 1.000 
15 Yale University 1.000 1.000 1.000 
17 Carnegie Mellon University 1.000 1.000 1.000 
18 Emory University 0.954 0.947 0.993 
18 UT Austin 0.999 0.956 0.957 
18 University of Washington 1.000 1.000 1.000 
21 Ohio State University 0.972 0.968 0.996 
21 UNC Chapel Hill 0.994 0.972 0.977 
23 Purdue University 0.979 0.960 0.981 
23 University Minnesota- Twin city 1.000 1.000 1.000 
23 University of Rochester 0.980 0.965 0.985 
26 University of Southern California 0.980 0.961 0.981 
27 Georgetown University 0.995 0.990 0.995 
27 Indiana University 1.000 0.996 0.996 
27 University of Illinois - Urbana Champaign 1.000 1.000 1.000 
27 University Maryland - College Park 0.977 0.977 1.000 
31 Arizona State University  0.979 0.970 0.991 
32 Georgia Institute of Technology 0.996 1.000 1.004 
32 Michigan State University 1.000 1.000 1.000 
32 Texas A&M University - College Station 1.000 1.000 1.000 
32 University of Notre Dame 0.978 0.975 0.997 
32 Washington University in St. Louis 1.000 0.975 0.975 
37 Pennsylvania State University –University Park 1.000 1.000 1.000 
37 University of Iowa 1.000 1.000 1.000 
37 University of Wisconsin Madison 0.952 0.907 0.953 
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40 Brigham Young University 1.000 1.000 1.000 
40 University of Arizona 1.000 1.000 1.000 
42 University of California – Davis 0.961 0.934 0.971 
42 Wake Forest University 1.000 0.993 0.993 
45 Tulane University 0.954 0.955 1.001 
45 University of Georgia 1.000 0.976 0.976 
45 Vanderbilt University 1.000 1.000 1.000 
48 Boston University 1.000 1.000 1.000 
49 Rice University 1.000 0.985 0.985 
49 UC- Irvine 0.970 0.944 0.973 
51 Babson College 1.000 0.930 0.930 
54 Boston College 0.993 0.954 0.961 
54 Southern Methodist University 0.991 0.921 0.929 
57 University of Pittsburgh 1.000 0.985 0.985 
58 Case Western Reserve University 1.000 0.965 0.965 
60 Temple University 1.000 0.945 0.945 
62 George Washington University 1.000 0.965 0.965 
68 University of South Carolina 1.000 0.975 0.975 
83 University of Arkansas – Fayetteville 1.000 1.000 1.000 

* This ranking is based on the report of 2006 US News and World Report.  

Table 2 sheds light on the main source(s) of each MBA program’s inefficiency (the MBA programs that are located 
on the efficiency frontier are not shown in this table). If the variable is an output factor, the administrator may want 
to enhance the performance of that output factor. To the contrary, if the variable is an input factor, the administrator 
may loose the required standard to a certain degree. For example, the DEA results indicate that University of 
California – Irvine could improve its efficiency rating by maintaining the level of outputs while either lowering its 
MBA students’ average undergraduate GPA or the average salary before students entering the MBA program. 
 

Table 2. Input/Output Variables for Improving MBA Program Efficiency 

Rank Name 
Input 

1 
Input 

2 
Input 

3 
Input  

4 
Output 

A 
Output 

B 
Output 

C 
6 UC Berkeley X X X   X X 

10 University of Michigan – Ann Arbor X   X X X X 
11 Duke University Fuqua X   X X X X 
11 UCLA  X X X X   
13 NYU  X X X X   
18 Emory University X X X X X  X 
18 UT Austin  X X X X   
18 University of Washington X X X X X X X 
21 Ohio State University  X X X X X  
21 UNC Chapel Hill  X X X X   
23 Purdue University X  X X X   
23 University of Rochester  X  X X X  
26 University of Southern California X   X X  X 
27 Georgetown University X   X X  X 
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27 Indiana University X X X X X  X 
27 University Maryland - College Park  X X X X X X 
31 Arizona State University  X X X X X X 
32 Georgia Institute of Technology  X X X  X  
32 University of Notre Dame X  X X X  X 
32 Washington University in St. Louis X    X  X 
37 University of Wisconsin Madison X X X  X   
42 University of California – Davis X  X X    
42 Wake Forest University X X X X  X X 
45 Tulane University X X  X X X  
45 University of Georgia X  X X  X X 
49 Rice University X X  X X X X 
49 University of California – Irvine X   X    
51 Babson College X X  X X X X 
54 Boston College X   X X  X 
54 Southern Methodist University X   X X   
57 University of Pittsburgh X X X X  X  
58 Case Western Reserve University  X  X X X X 
60 Temple University X  X X X   
62 George Washington University X X X X  X X 
68 University of South Carolina  X X X   X 

 
* Input 1: average undergraduate GPA; Input 2: average GMAT score; Input 3: out-of-state tuition & fees; Input 4: 
salary before entering the MBA programs; Output A: average starting salary & bonus; Output B: employment rate 3 
months after graduation; Output C: aims achieved ratio. 
 
The t-test comparison (see Table 3) shows that efficiency differences do exist between these two cohort groups (i.e., 
top ten MBA programs and the non top ten MBA programs) across three different efficiency measurements: (1) pure 
technical efficiency, (2) overall technical and scale efficiency, and (3) scale efficiency. However, it is worthy to note 
that the average efficiency score between these two groups is very close and what leads the significant t-statistics 
seems to be the relatively small standard deviation of the three efficiency measures, especially related to the group 
of the top ten MBA programs. Thus, the findings from the Kolmogorov-Smirnov test can shed additional light on 
this issue and this non-parametric test is believed to be a more appropriate test in this case. Notably, except for the 
TSE, the Kolmogorov-Smirnov test indicates that, at the .05 significance level, there is no statistical difference of 
the mean efficiency measure between the top ten MBA programs and the non top ten MBA programs. 

 
Table 3. Tests Results of Difference on DEA Efficiency 

T-test (1 vs. 2) K-S Test (1 vs. 2)  

Cat* N Mean SD T Sig. Z Sig. 

1 10 1 .000 4.30 .00 1.02 .25 PTE 
2 48 .990 .015     
1 10 .998 .006 5.34 .00 1.51 .02 TSE 
2 48 .976 .024     
1 10 .998 .006 3.76 .00 1.21 .11 SE 
2 48 .985 .025     

* 1 represents the top ten U.S. MBA programs while 2 represents the non top ten U.S. MBA programs. 
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CONCLUDING REMARKS 

Without information related to an objective efficiency measure, the existing ranking reports could not help MBA 
program administrators make the most appropriate strategic decisions. That is, re-allocating the limited resources 
based solely on those competitiveness ranking reports may result in a costly mistake that would take years for an 
MBA program to recover. Our findings indicate that an MBA program with a high competitive rating tends to 
correspond to a statistically higher TSE (i.e., the top ten schools operate in a more efficient manner than the non top 
ten schools in term of overall technical and scale efficiency). MBA program administrators outside the top ten may 
want to find a better way to facilitate MBA graduates to manage their careers. For example, administrators in the 
non top 10 MBA programs could spend more time in building a closer and lasting relationship with promising 
global firms that are looking for high quality MBA students and can afford to pay their MBA graduates higher 
starting salary and bonus. 
 
The finding that the difference of mean efficiency values between the top ten U.S. MBA programs and the non top 
ten U.S. MBA programs are rather small offer no strong evidence to challenge Holtom and Inderrieden’s (2007) 
statement that all of their studied top 50 MBA programs did offer “a significant return on investment for nearly all 
students at nearly all schools” (p. 36). As such, for the potential MBA students who are trying to decide which 
programs to apply for, we advise them not to make their decision solely based on the published ranking reports. 
Instead, they should conduct a cost and benefit analysis among the many MBA programs and then give more weight 
to the MBA programs that offer great opportunity for them to excel in a particular area of their interest (e.g., 
accounting). This way, future MBA students could maximize the value of their MBA education investment. 
 
For the MBA program administrators, there are many potential ways to enhance program efficiency. Based on our 
findings, the average starting salary will be one of the most important output criteria for MBA program 
administrators to improve their program’s relative efficiency. To the contrary, the “employment rate after 3 months 
after graduation” variable may not be as essential for the top MBA programs. Each school can better position itself 
after figuring out the source of its inefficiency (cf. Table 2) and the unique feature(s) of its program. 
 
One notable limitation of the present study lies in the data used for analysis. Future researchers may want to employ 
a wider range of input and output variables in their analysis. Also, it would be of value if longitudinal data related to 
a more representative panel of MBA programs could be used for analysis. We recommend further studies to find 
ways and means to help MBA administrators and future MBA students further improve this benchmark process. 
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ABSTRACT 
 
The provision of satisfactory service quality in public hospitals is a key element of any strategy aimed at improved 
patient acceptance of medical advice and compliance with the recommended treatment, decreased patient turnover 
and better health outcomes. This paper presents the results of a survey to measure service quality in a provincial 
hospital in South-Africa and compares the expectations and perceptions of 320 Black and 205 White population 
groups across two dimensions of service quality, namely, reliability and assurance. The main findings of the study 
indicated dissatisfaction in both service quality dimensions. Although no significant differences were measured in 
the expectations of Black and White respondents, the findings of this study confirms the existence of disparities in 
the treatment of Black and White population groups in the South-African public health system. Both the empirical 
and literature studies substantiate these disparities as a possible result of race based discrimination, derived from 
culture and ethnic differences and socio-economic societal factors. The availability of doctors, prescribed medicine 
and proper medical treatment are regarded as the most important variables by both Black and White respondents in 
the reliability dimension. Safety related issues are regarded as most important in the assurance dimension. Overall, 
expectations are never met, while black respondents are less dissatisfied with service rendered. 
 

INTRODUCTION 
 

The changes in the political, social and economic landscape between the pre-and post-Apartheid dispensations have 
wrought a unique set of circumstances and challenges in South-Africa. A primary objective of the post-Apartheid 
South-African government has been the reform of the public health care system to ensure expanded and equitable 
access to primary health care for all race groups (Ellison & de Wet, 1997). Legislation in South-Africa prohibits 
discrimination on the basis of race and the aim of government policy and strategy initiatives, in conjunction with 
civil society leaders, is transformation in both social and economic spheres with a strong emphasis on redressing all 
aspects of past imbalances. It is therefore important to examine the dynamics that have shaped the current public 
health care system in South-Africa as a result of the shift from the historical to the contemporary social, political and 
economic dispensation. Furthermore it is important to assess the effects of these significant changes on the 
perception of public health care delivery. 
 
Studies from as across the globe indicate disparities between the health and health care of different race groups of 
multicultural societies. Literature indicates that USA (Klassen, Hall, Saksvig, Curbow & Klassen, 2002; Nazroo, 
2003; The Henry J. Kaiser Family Foundation, 2003, 2004, 2005), Canada (Wardman, Clement & Quantz, 2005; 
Taylor Bell, 2004), Scotland (Smart, Titterton, & Clark, 2003) and Great Britain (Hearst & Hewison, 2001), 
inequalities in health care have historically been experienced by minority race groups in contrast to White majority 
populations and significantly, continues to be of concern. The South-African situation is unique in that these 
inequalities have been experienced by a majority Black population group, in turn composed of multi-ethnic and 
cultural groups, as opposed to a White minority race group (The Henry J. Kaiser Family Foundation, 1999).  
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RACIAL/ETHNIC DISPARITIES IN HEALTH CARE 
 
Several underlying and related factors acting as barriers to the ability to obtain health services are documented. 
Fiscella, Franks Marthe and Carolyn (2000: 2579) believe that disparity in health care quality is the result of socio-
economic and racial/ethnic disparities in the process and delivery of health care. Rivers and Fausto (2006: 210) 
confirm the importance of socio-cultural factors in that educational- and poverty levels are closely linked to health, 
health care access and health insurance. The above factors also influence cultural values, beliefs and attitudes 
influence help-seeking behaviours. Wardman, Clement and Quantz (2005. 27) are of the opinion that the lack of 
healthcare access can also be attributed to inadequate health insurance, service infrastructure and inadequate 
knowledge or awareness about the health care services.   
 
A wide range of factors like historical imbalances of the past, class, race and gender influence acceptable health care 
in South-Africa (Evett, 1998). Africans experience barriers similar to those indicated above in access to health care 
and the Henry J. Kaiser Family Foundation’s second national household health survey highlighted how dramatically 
worse off the majority African population in South-Africa is in almost every aspect of their lives when compared to 
other race groups. In this report the cost of health care, distance and the availability and cost of transport, low overall 
rates of medical aid coverage were indicated as major barriers to health care for Africans (The Henry J. Kaiser 
Family Foundation, 1999).  
 
Rivers and Fausto (2006: 215) report that another barrier to health care access is found in cultural and language 
differences which hinder communication and may produce confusion about diagnosis and treatment. Clearly, this is 
applicable to South-Africa, which, in addition to eleven official languages has numerous ethnic and cultural groups 
with different opinions, customs and expectations about health and health care, because these factors combined 
could significantly contribute to disparities in health care (Myburgh, Solanki, Smith & Lalloo, 2005). 
 
The potential causes of racial/ethnic disparities at the level of the patients, health care provider or health care system 
should be addressed by a comprehensive, multi-level strategy, beginning by wiping out the imbalances of the past 
(The Henry J. Kaiser Family Foundation, 2005). Eliminating disparities in health care is a fundamental component 
of the agenda to improve quality (Trivedi, Zaslavski, Schneider & Ayanian, 2006: 1998). A key aspect that should 
be considered is cultural competence in health care, in other words the ability of health systems to provide care to 
patients with diverse values, beliefs and behaviours, including adopting a service delivery culture to meet patients’ 
unique social, cultural, and linguistic needs. Cultural competency is a way to increase access to quality care for all 
patient populations (Betancourt, Green & Carrillo, 2002:3) and is widely recognized as vital to the elimination of 
ethnic disparities (Brach & Fraser, 2000). Cultural competence should be addressed at individual, organisational as 
well as governmental level in order to improve service delivery (Mir & Tovey, 2002:12).  
 
The Henry J. Kaiser Family Foundation  (2005) advocates for an increased awareness and understanding of the 
nature and extent of racial/ethnic disparities in the health care system and the continuous collecting and analyzing of 
health care data across racial/ethnic groups, health insurers, and different health settings. The South-African Health 
care sector needs to consider and respond to patients’ diverse perspectives, expectations, views and behaviours about 
health and health care. The assessment of service quality delivered to patients composed of multi-ethnic and cultural 
groups in a public hospital in South-African is therefore essential in order to appreciate and address the problems 
and implement the required interventions. 
 

SERVICE QUALITY AS TOOL TO ADDRESS HEALTH CARE 
DISPARATIES 

 
Service quality is a concept that has aroused considerable interest and debate in the research literature, because of 
the difficulties in both defining it and measuring it with no overall consensus emerging on either (Parasuraman et al., 
1985:43). In this study the most popular model of service quality SERVQUAL (structured in five dimensions, 
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namely: tangibles, reliability, responsiveness, assurance, empathy) was used to assess customers’ expectations of 
service provision and the customers’ perceptions of what was actually delivered (Parasuraman et al., 1988). 
SERVQUAL is widely used by academics and practitioners to measure service quality (Wong, 2002; Youssef, Nel 
& Bovaird, 1996:22; Sewel, 1997; Jabnoun & Chaker, 2003). Although all five SERVQUAL dimensions were 
measured for the public hospital in this study, only the reliability and assurance dimensions are analysed for the 
purposes of this paper.  
 
The reliability dimension in SERVQUAL refers to ability to perform the promised service dependably and 
accurately (Parasuraman, et al., 1988:40) and is central to services marketing excellence (Berry & Parasuraman, 
1991). Over the past decade, studies examining how customers make service quality evaluations have concluded that 
service reliability is the most critical dimension in various service settings (Berry & Parasuraman, 1991; Berry 
Zeithaml & Parasuraman; 1988) as well as the health care setting (Youssef, Jones & Hunt, 1996; Sewel, 1997; 
Jabnoun & Chaker, 2003). Consistent, reliable service quality offers an important benefit to consumers in as much it 
limits their expectations by reducing the need for and occurrence of service recovery (Berry & Parasuraman, 1991). 
The assurance dimension in SERVQUAL refers to the knowledge and courtesy of employees and their ability to 
inspire trust and confidence (Parasuraman et al., 1988:40). Health care is a high involvement service and all contact 
between health practitioners and patients is important and complex (Bansal, 2004:186). This interpersonal aspect of 
health care is also noted by several other authors (Orava & Tuominen, 2002:680). The assurance perceived by 
patients can enhance this interpersonal relationship with health practitioners. The appreciation by health 
practitioners of the socio-cultural differences between themselves and their patients will enhance communication 
and trust between them If they fail to do so it may lead to patient dissatisfaction, poor adherence to medications and 
health promotion strategies, and poorer health outcomes (Betancourt, Green & Carrillo, 2002:5). 

 

PURPOSE OF THE RESEARCH 
 
The purpose of this study is threefold namely: 
• To determine if equality exists between black and white in-patients for the service reliability provided to 

patients in a government controlled hospital in South-Africa (perceived performance). 
• To determine if equality exists between black and white in-patients in the service assurance provided to 

patients in a government controlled hospital in South-Africa (perceived performance). 
• To determine whether the expectations of black and white in-patients on how hospital staff respond to their 

needs in terms of the reliability and assurance variables are met (satisfaction). 
 

RESEARCH METHODOLOGY 
Hypothesis 
 
Three primary hypotheses are tested namely: 
 
Hypothesis 1 
Ho: Black and white in-patients have the same level of expectations with regard to hospital reliability and hospital 
assurance. 
Ha: Black and white in-patients have different levels of expectations with regard to hospital reliability and hospital 
assurance. 
 
If the Ho hypothesis is accepted then it can be assumed that equality exists amongst black and white in-patients and 
that all patients expect the same level of treatment with regards to reliability and assurance. On the other hand, if the 
Ho hypothesis is rejected then, it is assumed that inequality exist between black and white in-patients in terms of 
their expectations.  
 
Hypothesis 2 
Ho: There exist no significant differences between in- and out-patients with regard to the perceived performance of 
the hospital in terms of reliability and service assurance. 
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Ha: There exist significant differences between in-and out-patients with regard to the perceived performance of the 
hospital in terms of reliability and service assurance. 
 
Hypotheses 3 
Ho: There exist no significant differences between black and white in-patients level of satisfaction with regard to the 
hospital’s reliability and service assurance.  
Ha: There exist significant differences between black and white in-patients satisfaction with regard to the hospital’s 
reliability and service assurance. 
 
If the Ho hypothesis is accepted then it implies that the expectations of patients are met, leading to a feeling of 
satisfaction. On the other hand, if the Ho hypothesis is rejected, then it is assumed that patients expectations are not 
met which may lead to a feeling of dissatisfaction. The null hypothesis will is tested at a 0.05 significance level. 
 
The sample framework and data collection 
 
Service satisfaction surveys were conducted amongst patients treated at a provincial hospital in Gauteng, South-
Africa in 2005 and 2006. More than eight hundred personal interviews were conducted with patients of which 320 
were black in-patients and 205 were white in-patients. The attitudes of the patients were tested regarding certain pre-
identified service quality aspects related to health care. Although an attempt was made to select the patients 
randomly it was not always possible due to patients that were not able and/or willing to complete the questionnaires. 
In such cases substitutes were selected to overcome the problem of no responses. 
 
The measuring instrument 
 
The measuring instrument was designed in such a manner as to enable the researchers to test the formulated 
hypothesis based on the two formulated assumptions. Only the most important dimensions will be reported on in this 
paper namely: 
• The perceptions of patients regarding their expectations of the hospital’s reliability and assurance related 

issues and 
• The perceptions of patients regarding the hospital’s reliability and assurance related performance. 
 
The two dimensions represented a mirror-image of each other. A five -point Likert type scale was used to measure 
the levels of perceived performance of the hospitals as well as the expectation levels of the patients.  
Respondents were asked to indicate their evaluation on the scales in which: 
1 = Very important, (Excellent) - 5 = Not important at all (Not good at all.) 
A total of 15 items were used to measure the service reliability and the assurance related service related variables of 
the hospital. 
 
An item analysis was carried out to test the validity and the reliability of the questionnaire and an overall Cronbach 
coefficient Alpha of 0.9453 and 0.9122 were measured for expectations and performance respectively.  
 
Data Analysis  
Data was captured by a trained assistant and analysed using the SPSS version 12 statistical package. Data was 
analysed after grouping the list of 53 pre-identified service related variables into five service related groupings. The 
overall importance mean for reliability and assurance was significant higher than for empathy and courtesy. Only 
these two dimensions were analysed for the purpose of this paper. A non-parametric test, the Kruskal-Wallis test 
was done to test the null hypothesis and the alternative hypothesis of the three hypotheses. 
 
FINDINGS 
Patients reported fairly high expectations on the majority of the reliability variables as opposed to the relatively low 
expectations reported by the study of Sohail (2003). This suggests that all patients demand excellent reliability 
levels. The three most important issues (in terms of their expectations) for patients in general are:  
• Availability of doctors (Mean: 1.40) 
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• Availability of prescribed medicine (Mean: 1.46) 
• Proper medical treatment (Mean: 1.49) 

Table 1:  Test for significant differences with regard to perceived performance on reliability 
constructs 

  In-patients Black In-patients White  

Reliability: N Mean Std Mean Std Mean Std Sig 

Availability of prescribed medicine  490 
1.84 

3 0.83 2.42 
7 1.80 2.04 

4 1.27 0.0001 
Ho:rejected 

Availability of nurses  502 1.92 
4 0.96 2.41 

6 1.32 2.08 
7 1.11 0.0001 

Ho:rejected 

Availability of doctors  494 1.83 
2 0.96 2.00 

2 1.00 
1.88 

2 0.98 
0.038 

Ho rejected 

Proper information on condition and 
treatment to patients  497 1.95 

5 0.99 
2.02 

3 0.98 1.98 
3 0.99 0.437 

Ho:accepted

Proper medical treatment  493 1.82 
1 0.76 1.92 

1 0.74 1.85 
1 0.75 0.089 

Ho accepted
Competence of medical staff 
(General trust in medical staff) 500 2.00 

7 1.46 2.21 
5 1.09 2.07 

6 1.35 0.015 
Ho:rejected 

Dependability on medical staff  V  493 1.99 
6 0.90 2.18 

4 1.05 2.06 
5 0.96 0.084 

Ho:accepted
Proper information on condition & 
treatment to visitors  455 2.20 

8 1.08 2.45 
8 1.17 2.28 

8 1.11 0.02 
Ho:rejected 

Total Reliability  1.94 0.99 2.2 1.14 2.02 1.07  

Significant on 0.95level  Std = standard deviation 
 
Table 1 indicates that the overall best perceived variable in the reliability category is proper medical treatment. Both 
race groups rated it first and although no significant differences are measured, the black sample perceived it better 
than the white sample while the same level of consensus is measured. The second best perceived variable is the 
availability of doctors. Although both samples rated it second, significant differences are measured amongst the two 
groups with the black sample perceiving it significantly better compared to the white sample.  
 
The variable that is overall perceived worst in the reliability category is proper information on condition and 
treatment to visitors or relatives. Although this variable is rated by both samples in eight position, significant 
differences are measured amongst the two groups in terms of the means with blacks perceiving it significantly better 
compared to the white sample. A higher level on consensus is also measured amongst the black sample. 
 
Assurance 
 

Relatively high expectations amongst the sample are measured in the assurance category.  
The three most important variable sin the assurance category are: 
• Personal safety 
• Safety of personal belongings 
• Safety of facilities 

 
Table 2 indicates that the overall best perceived variable in the assurance category is communication in a language 
that can be understood. It is rated in first position by both sample groups and although no significant differences 
between the two groups are measured, it was perceived slightly better by the black sample. The overall second best 
perceived variable in this category is personal safety. Although no significant differences are measured amongst the 
two groups it is perceived slightly better by black patients (rated it second) compared to the white sample (rated  
third). Higher levels of consensus are also measured amongst the black sample. 
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The variable that was overall perceived worst by the two sample groups is the safety of the facilities. Significant 
differences are measured amongst the two groups with blacks perceiving it significantly better compared to the 
white sample 
 

Table 2:  Test for significant differences with regard to perceived performance on assurance 
constructs 

  In-patients Black In-patients White Total patients  

Assurance: N Mean Std Mean Std Mean Std Prf Kruska 

Treatment with dignity and respect by 
staff  503 1.89 

3 0.95 2.35 
8 1.92 2.04 

7 1.37 0.0067 
Ho rejected 

Friendliness and courtesy of staff  503 1.96 
7 0.88 2.11 

5 1.15 2.01 
5 0.98 0.0043 

Ho:rejected 

Confidentially of treatment  498 1.91 
6 0.91 1.95 

4 0.90 1.93 
4 0.90 0.57 

Ho:accepted 
Communication in a language that I can 
understand  505 1.82 

1 0.89 1.87 
1 1.03 1.83 

1 0.94 0.896 
Ho:accepted 

Communication at a level that I can 
understand  505 1.90 

5 0.90 1.89 
2 1.74 1.90 

3 1.25 0.087 
Ho:accepted 

Personal safety  500 1.87 
2 0.93 1.93 

3 0.96 1.89 
2 0.94 0.54 

Ho:accepted 

Safety of facilities  504 1.96 
7 0.93 2.29 

6 1.20 2.07 
8 1.04 0.008 

Ho:rejected 

Safety of personal belongings  503 1.89 
3 1.17 2.30 

7 1.33 2.03 
6 1.24 0.001 

Ho:rejected 

Total Assurance:  1.9 0.95 2.09 1.28 1.96 1.08  

*Significant on 0.95 level  Std= Standard deviation   
 
Satisfaction 
 
A non-parametric test procedure is used to compare the means of the responsiveness expectations variables with the 
actual performance responsiveness variables as experienced by the two sample groups (this was also done for the 
assurance related variables). The test computes the differences between the mean values of two variables for each 
case and tests whether the average differs significantly from 0. This test could be used as the observations for each 
variable pair was made under the same conditions. The aim is to determine whether performance on both 
responsiveness and assurance related variables matches the expectations of patients.  
 
Table 3 indicates that significant differences exist between expectations and perceived performance for both black 
and white patients on all reliability variables. This is an indication that expectations have not been met on any of the 
services.  
 
The results reveal that the overall smallest deviation between expectations and perceived performance (gap) is 
proper medical treatment where the black sample is much less dissatisfied with the particular service. This variable 
was prioritized third in term of importance. The overall second smallest deviation between expectations and 
perceived performance is measured in terms of proper information on condition and treatment to patients (prioritized 
fifth in terms of importance.) Again black respondents are less dissatisfied compared to white respondents. The 
biggest overall deviation between expectations and perceived performance is measured in terms of availability of 
prescribed medicine. This variable is rated second most important. The service that was prioritised in terms of 
importance, availability of doctors, came out sixth in terms of overall satisfaction. 
 
It is clear that the black patients are overall much less dissatisfied with the services in general compared to the white 
sample. 
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Table 3: Test for significant differences between expectations and perceived performance of reliability  

 In-patients Black In-patients White Total patients 

Reliability: Em Pm Em  
- Pm 

Paired 
sample Em Pm Em-Pm Paired 

sample Em Pm Em-Pm

Availability of prescribed medicine  1.42 1.84 -0.42 
7 0.0001 1.53 

3 2.42 -0.89 
8 0.0001 1.46 2.04 -0.58 

8 

Availability of nurses  1.58 1.92 -0.34 
5 0.0001 1.58 

6 2.41 -0.83 
7 0.0001 1.58 2.08 -0.50 

7 

Availability of doctors  1.41 1.83 -0.42 
7 0.0001 1.38 

2 2.00 -0.62 
4 0.0001 1.40 1.88 -0.48 

6 

Proper information on condition and 
treatment to patients 1.63 1.95 -0.32 

3 0.0001 1.54 
4 2.02 -0.48 

1 0.0001 1.60 1.98 -0.38 
2 

Proper medical treatment  1.55 1.82 -0.27 
2 0.0001 1.37 

1 1.92 -0.55 
2 0.0001 1.49 1.85 -0.36 

1 

Competence of medical staff (General 
trust in medical staff) 1.67 2.00 -0.33 

4 0.0001 1.57 
5 2.21 -0.64 

6 0.0001 1.64 2.07 -0.43 
4 

Dependability of medical staff  1.73 1.99 -0.26 
1 0.0001 1.59 

7 2.18 -0.59 
3 0.0001 1.68 2.06 -0.38 

2 

Proper information on condition & 
treatment to family 1.84 2.20 -0.36 

6 0.0001 1.83 
8 2.45 -0.62 

4 0.0001 1.84 2.28 -0.44 
5 

Total Reliability: 1.6 1.94 0.34- 0.0001 1.55 2.2 -0.65 0.0001 1.59 2.02 -0.43 

Em = Expectations mean   Pm = Perceived performance mean  Significant on 0.95 level 

 
 

Table 4: Test for significant differences between expectations and perceived performance of 
assurance 

 In-patients Black In-patients White Total patients 

Assurance : Exp 
Mean 

Prf 
Mean Gap Paired 

sample 
Exp 

Mean 
Prf 

Mean Gap Paired 
sample 

Exp 
Mean 

Prf 
Mean Gap 

Treatment with dignity and 
respect by staff  

1.61 1.89 -0.28 
4 0.0001 1.56 2.35 -0.79 

7 0.0001 1.59 2.04 
 

-0.45 
6 

Friendliness and courtesy of 
staff  

1.64 1.96 -0.32 
5 0.0001 1.66 2.11 -0.45 

5 0.0001 1.65 2.01 
 

-0.36 
4 

Confidentially of treatment  1.69 1.91 -0.22 
3 0.0001 1.75 1.95 -0.20 

2 0.0001 1.71 1.93 
 

-0.22 
2 

Communication in a language 
that I can understand  

1.62 1.82 -0.2 
1 0.0001 1.69 1.87 -0.18 

1 0.0001 1.64 1.83 
 

-0.19 
1 

Communication at a level that I 
can understand  

1.69 1.90 -0.21 
2 0.0001 1.55 1.89 -0.34 

3 0.0001 1.64 1.90 
 

-0.26 
3 

Personal safety  1.53 1.87 -0.34 
7 0.0001 1.52 1.93 -0.41 

4 0.0001 1.53 1.89 
 

-0.36 
4 

Safety of facilities  1.60 1.96 -0.36 
8 0.0001 1.57 2.29 -0.72 

6 0.0001 1.59 2.07 
 

-0.48 
7 

Safety of personal belongings  1.57 1.89 -0.32 
5 0.0001 1.48 2.30 -0.82 

8 0.0001 1.54 2.03 
 

-0.49 
8 

Total Assurance: 1.62 1.9 -0.28 0.0001 1.60 2-09 -0.49 0.0001 1.61 1.96 -0.35 

Em = Expectations mean  Pm = Perceived performance mean 
*Significant on 0.95 level 
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According to table 4 significant differences exist between expectations and perceived performance for both black 
and white patients on all assurance related variables. The results reveal that the overall smallest deviation between 
expectations and perceived performance (gap) is communication in a language that can be understood where the 
white sample is less dissatisfied with the particular service. This variable was prioritized fifth in term of importance. 
The overall second smallest deviation between expectations and perceived performance is measured in terms of 
confidentiality of treatment (prioritized eighth in terms of importance). Black respondents were less dissatisfied 
compared to white respondents. 
 
The variable that overall causes the highest level of dissatisfaction is safety of personal belongings. This variable is 
overall rated second in terms of importance. The variable that is overall prioritised in terms of importance is 
personal safety and resulted in fourth position in term of satisfaction. It is clear that the black patients are overall 
much less dissatisfied with the services in general compared to the whites. 
 

DISCUSSION AND CONCLUSION 
 
The study proved that the perceived performance of the hospital are not meeting or exceeding the expectations of the 
patients. Consequently, when applying the gap model, patients experience a sense of dissatisfaction with regard to 
both reliability and the assurance related services that the hospital renders. Regardless of this finding, it is important 
to take measures towards improving the health care services provided by the hospital under examination and to 
respond from a management perspective to the diversity observed between black and white respondents in the study. 
It was determined that amongst the six constructs that were measured, responsiveness and assurance constructs were 
pointed out as amongst the most important constructs - thus the inclusion in the study. 
 
It could be noticed that the patients reported fairly high expectations on the majority of the reliability variables as 
opposed to the relatively low expectations reported by the study of Sohail (2003). This suggests that all patients 
demand excellent reliable levels. In this regard the three most important issues (in terms of their expectations) for 
patients in general are: The Availability of doctors, Availability of prescribed medicine and Proper medical 
treatment. No significant differences are measured amongst the preferences of the two racial groups. Although 
proper medical treatment and the availability of doctors are perceived to be amongst the best performers, satisfaction 
is not met. Black respondents were however less dissatisfied compared to the white respondents. The fact that 
dissatisfaction was measured on all variables (both samples) it is suggested that it should be addressed first.  
 
Relatively high expectations amongst the samples are measured in the assurance category. The three most important 
variables in the assurance category are: Personal safety, Safety of personal belongings and Safety of facilities. Again 
no significant differences between the two sample’s preferred services are measured. Although personal safety is 
regarded as amongst the best three perceived variables it did not meet the expectations. Overall black respondents 
are less dissatisfied compared to the white respondents on all variables except communication in a language that can 
be understood. Although the respondents responded in a similar manner with regards to their most preferred health 
care services they differed significantly with their views of the perceived performance of the hospital. Black 
respondents are less dissatisfied compare to the white respondents. Reasons for this should be investigated as the 
literature suggests. A possible explanation could be preferential treatment by staff members from the same cultural 
background and secondly it might be because of differences in individual expectations and cultural views.  
 
Key components of cultural competence should be developed to improve the quality of health care amongst multi 
cultural groups. Several of these recommendations and interventions can be implemented in the provincial hospital 
in South-Africa. Cultural competence should not be a stand-alone process or outcome but should be integrated into 
all levels of the organization. 
• Employ and empower an ethnic diverse health care work force. 
• Liaise with representatives from the community on aspects such as health care planning and meetings to 

improve quality  
• Monitor the needs and satisfaction levels of patients from different cultural back rounds  
• Develop and implement quality measures for the different patient populations reflecting the needs of 

multicultural and minority populations 
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• Provide access to culturally appropriate health education materials and interpreters if required  
• Incorporate cultural competence training as part of the compulsory professional development of health care 

professionals 
 
Although population groups may differ regarding their perceptions of health care barriers they share similar 
perceptions of the major attributes of good quality health care. Providing care that is acceptable to all patients groups 
in this hospital and reducing barriers to access are the basis of improving the quality of health care. 
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ABSTRACT 
 
The increasing competitive and internationalised tertiary education environment has over recent years introduced a 
commercial focus to the sector.  Although this allows universities to tap into an increasingly larger and potentially 
more lucrative market, it simultaneously ups the ante in respect of course quality and addressing student 
preferences. Overall tertiary institutions do not have a clear picture of what attracts students, particularly 
international students.  Although there is consensus that ‘internationalisation’ adds to the marketability in the 
education environment more clarity is needed on the nuances of the concept and indeed the value these carry 
amongst students in terms of decision making.  This paper considers responses of students in South-Africa and 
Malaysia in relation to the importance of academic, non-academic and image aspects of internationalisation of the 
institution.  Overall, students are influenced in their choice decision by acquaintances and word of mouth while 
perceived academic standards and reasonable fees remain core factor in the decision making process.  
 

INTERNASIONALISATION OF EDUCATION 
 
International education has developed over time in a commodity that can be purchased by students as ‘consumers’ 
that subsequently demand quality standards. More often than not, students enrolling in education, and more 
particularly international education, are financially privileged which further contributes to the exclusive and 
competitive character of the industry (Stephenson, 2006).  Ongoing budget cuts in domestic markets in Australia for 
example have driven universities to consider ‘exporting’ their educational programs, primarily to secure additional 
revenue. Examples of this are the establishment of a campus by Monash university in South-Africa and Curtin 
University in Malaysia.  Meares (2003) argues that universities often consider internationalisation as a strategy that 
enables expansion and a solution for the increased financial pressures experienced due to limited government 
funding.  Apart from raising additional and often lucrative income, an international presence simultaneously 
facilitates an expanded profile. The position that ‘internationalisation’ and international students are predominantly 
seen as income generating entities by universities is enhanced by financial cutbacks to higher education and a global 
commercialisation of the education industry.  International education involvement is predominantly driven by 
commercial drivers leading to initiatives to getting larger, more lucrative and more competitive all the time 
(Stephenson, 2006).  From this perspective it is important for education providers to manage the internationalisation 
while understanding what students’ value and understand this to be. 
 
Historically the trend in international education has been a flow from developing and middle income countries to a 
small number of industrialised nations, predominantly Anglophone and in the Asian region. English-language 
countries exploit this situation the most as demand for English-based education outstrips supply on a worldwide 
scale which translates in a considerable premium to be levied. This is especially the case in cities experiencing 
significant economic growth like Singapore, Hong Kong, Kuala Lumpur and Shangai (McBurnie & Ziguras, 2007). 
The major competitors and well established tertiary education providers in the international education market are the 
United States, the United Kingdom and Australia whose competitive position is further enhanced by perceived 
quality over local degrees, attractions of society and the possibilities of migration. In Sub-Sahara Africa, South-



326 ©Copyright 2007 by the Global Business and Technology Association 
 

Africa has experienced a similar situation and there has been a natural flow of international students to South-
African education providers. Similarly, in Singapore ‘Western’ universities have established a strong presence 
through campus or partnering arrangements. Although other countries like Germany, France and Japan also pursue 
and partake in international education, it is not commercially as attractive for international students and does not 
attract the same level of fees and is often subsidised. More recently international education has involved more 
countries and in some instances countries that used to send students abroad to study now receive international 
students (Altbach, 2003).  
 
Traditionally, commercial growth in international education is facilitated by relatively liberal market conditions for 
foreign providers where governments embrace the presence of foreign providers to soothe local demand.  As 
markets develop there is a movement to focus on quality control measures through introducing more stringent 
regulations to avoid oversupply and ensure optimal use of resources (McBurnie & Ziguras, 2007).  Local institutions 
interpret the presence of an international institution as an opportunity to tap into established expertise at a minimal 
cost while creating opportunities for staff development and a source of income (Lee, 2003). Irrespective of this, it 
remains crucial for education providers to position themselves well in this expanding industry. 
 

LUCRATIVE INDUSTRY 
 
While globally more than 2.1 million tertiary students studied outside their country of origin in 2003, the number of 
students seeking an international education continues to grow.  In terms of size, the international education industry 
in the US accommodates more than 500.000 students annually, contributing about US$ 13.5 billion to the US 
economy (Bernama, 2006). Similarly, in 2005 more than 100.000 international students studied in Australia (DEST, 
2005) while total numbers of international students enrolled in Australian courses increased to more than 400.000.  
About a quarter of these are accommodated in offshore locations with high concentrations in Singapore, Malaysia, 
Hong Kong and China (McBurnie & Ziguras, 2007). The international education industry is Australia’s sixth largest 
export earner and expected to grow to the value of more than AU$ 1.5 billion in 2012 (DEST 2004).  
 
In Singapore and Hong Kong, courses from US, UK and Australian universities attract up to one third and a quarter 
of total university enrolments respectively indicating the significant role of international education providers in these 
markets (McBurnie & Ziguras, 2007). China is likely to play a significant role in future trends in international 
education as the Chinese government recognises the value of the transfer of technological and management skills 
and global mindset associated with the international exposure. As international education is often perceived to be 
better than local education the number of Chinese students studying abroad is expected to reach 300.000 by 2020 
compared to the 118.000 in 2005 (Zhe, 2006). The important notion of the seemingly insatiable market is for 
education providers to determine the decision criteria used by international students.     
 
According to Steynberg et al, (2005) the position of higher education in South Africa changed considerably after the 
democratic election in 1994. South-Africa was rapidly re-integrated into the global community by obtaining almost 
immediate membership of influential international organisations. According to Kishun, (1998), South-Africa is 
currently playing leading roles in amongst others the Southern African Developing Community (SADC) Human 
Resources Development Sector Protocol in Education and Training. This new responsibility is partly brought about 
by globalisation and influences higher education to move from a “closed” to an “open” system especially with 
regards to access to those that were excluded in the past (Kishun, 1998:61-64). This opens doors for South-Africa to 
compete in the international trade of higher education which is implied in the “globalisation” responsibility.  
 

DECISION CRITERIA 
 
Cubillo et al. (2006) establishes that the decision making process of international students is based on five factors. 
External to the institution are personal reasons, often previous experiences by acquaintances, the location of the 
program and country and city image. The other two, directly related to and managed by the institution, are the image 
of the university and the perceived quality of the program of study.  Although the relative importance of these 
factors is not ascertained it is clear that universities in the international education sphere will have to build and 
protect both institution and program images to maintain its competitive position in the industry.    
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Increasingly, quality expectations dominate as one of the prime aspects impacting student decision making for 
international education while remaining the most prominent challenge in terms of controls and regulations 
(McBurnie & Ziguras, 2007). The quality of the overall experience for the students is crucial to the success of the 
international program and presence.  A direct consequence of the international presence is that the reputation of the 
university grows.  Ensuring quality content delivery is important as the educational value in international education 
should be on par with its domestic equivalent.  In addition to this it is argued that an international exposure should 
be more than taking a class on a foreign campus and intercultural growth and development should result from the 
cultural immersion. Quality programs should be supported by and are dependent on quality students.  Overall if the 
international education exercise provides an opportunity for learning and development it is likely to attract students 
and be successful (Desoff, 2006).  The quality aspect of international education is captured in both academic and 
administrative or other non-academic aspects of perceived services and interaction. 
 
According to Pyvis and Chapman (2005) the Asian perspective of a Western education implies an international 
nature.  In addition the perceived benefit of an internationalised course includes a step towards developing an 
international identity, mobility and comfortability. Students predominantly seek more from their international 
studies than simply a career placement or promotion.  A driving force behind attending a foreign university often 
includes expected international exposure – enrolling in a course from an international provider is interpreted as 
delivering that expectation.  
 
Equally important to universities are the commercial and financial implications of international activities and most 
institutions consider the financial viability imperative, even in the short run.  Other associated challenges include the 
likely brain drain and capital leakage from economies that can ill afford to loose either.  An inevitable consequence 
of the competitive environment for students is the emergence of fraudulent degrees, falsification of documents and 
manipulation of particularly entry requirements.  In addition, few players in the international education environment 
consciously consider serving the public good in both the country of the university and/or the country of the 
international student (Altbach, 2003). Pyvis and Chapman (2007) deplores the lack of attention paid to determining 
reasons for choosing a particular international provider.  Although student demand is universally accepted as 
evidence that quality at some level is maintained there is little evidence that supports this view and it is likely that a 
number of secondary factors significantly impact the decision.  The project reported on below is an attempt to 
further clarify and contribute to understanding the decision making by students, in particular in respect of 
international aspects of education. 
 

PROBLEM STATEMENT 
 
Higher education is facing increasingly more challenges on the global arena. As institutions of higher education 
compete for human and financial capital it is equally important to understand and address the demands of students 
and industry. This is even more so as universities increasingly develop an international presence and seek to attract 
international students.  Overall the problem is a lack of information to enable institutions of higher education to 
identify and adhere to students needs in order to attract them from the global market.   
 

OBJECTIVE OF THE STUDY 
 
The primary objective of the study is to identify the most important service quality variables related to selection of a 
university in South-Africa and Malaysia. A secondary objective is to determine whether there are significant 
differences between South-African and Malaysian students when deciding on an educational service provider.   
 
 
 
 

RESEARCH METHODOLOGY 
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Conceptualising the purpose of the investigation 
 
In order to achieve the primary objective of the research the service quality variables related to internationalisation 
were grouped into academic, non academic and image issues.  
 
The following secondary objectives were formulated: 
• To evaluate the expressed levels of importance of South-African and Malaysian students with regard to 

these internationalisation variables; 
• To determine the existence of significant differences between the South-African students and Malaysian 

students with regard to their expressed levels of importance with the internationalisation variables. 
 
Research hypotheses 
 
With regards to the objectives the researchers formulated the following hypotheses: 
• Ho: There exist no significant differences with regard to the importance of the service variables related to 

the internationalisation variables between the South-African and the Malaysian sample. 
• Ha: There exist significant differences with regard to the importance of the internationalisation related 

service variables between the South-African and Malaysian students. 
 
The sample framework 
 
A sample of 380 students at the management faculties at two universities in South-Africa and a University in 
Malaysia were chosen at random. Two hundred and twenty two of the respondents were students from a large South-
African University while one hundred and fifty eight of the respondents were student from a University in Malaysia. 
The sample comprised of 47% male and 53% female students. The attitudes of the two student samples were tested 
regarding the importance of pre-identified service quality issues related to internationalisation issues when selecting 
a specific tertiary institution. The list of variables was based on an extensive literature research and the findings of 
focus groups consisting of students and lecturers. The questionnaires were distributed to randomly selected students 
in pre-determined classes.  
 
The measuring instrument and reliability measures 
 
A structured questionnaire was developed to measure the preferences of students when deciding on a specific 
institution of higher education. For the purpose of this paper only the variables related to internationalisation issues 
were included in the study.  The questionnaire addressed the following issues. 
 
 

(1) Section A: Biographical information of the students including their location  
(2) Section B: Seventeen service quality variables to determine the level of importance on 

internationalisation aspects of a higher educational institution. This section included: 
• Academic Internationalisation  
• Non-academic Internationalisation  
• Internationalisation Image 

 
Section A utilised nominal scales whilst a five-point Likert-type scale was used for Section B to measure the levels 
of importance with regards to these internationalisation variables at two institutions of higher education in South-
Africa and Malaysia. The scales were categorised as 1=very important, 2=important, 3=not important nor 
unimportant, 4=not important and 5=not important at all. The inputs for section B was gathered through an intensive 
literature study on the topic as well as focus group discussions with students enrolled at institutions of higher 
education.  
 
Data collection and analysis 
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The data was gathered and captured by trained field workers over a period of six months during the second semester 
of 2006. The SPSS version 13.0 statistical package was utilised to analyse the data.  For this analysis the 
Kolmogorov-Smirnov Test was employed based on the assumption that if the significant values exceeded 0.5, 
normality could not be assumed and the researchers had to rely on employing non-parametric analysis techniques. 
As normality could not be assumed after applying the Kolmogorov-Smirnov Test the researchers employed the 
Kruskall Wallis test to test the null hypothesis and the alternative hypothesis that there exists no significant 
difference between the levels of importance between the two groups and there exists significant differences between 
the groups (South-African & Malaysian students).  
 
An item analysis was carried out to test the validity and the reliability of the questionnaire and an overall Cronbach’s 
alpha of a 0,890 was obtained.  
 

FINDINGS 
 
Selected demographics summarized in Table 1 indicate a different student composition in the South-African and 
Malaysian sample, particularly in terms of age, level of studies and responsibility for fees.  While motivation for 
studying is in both groups driven by better job prospects the influence of friends studying forms a significant notion 
of the decision making activity. 
 

Table 1: Respondent profile 

Selected Demographics Malaysia 
n = 158 

South-Africa 
n = 222 

M F M F Gender 55 % 45 % 42 % 58 % 
1st Yr 3rd Yr 1st Yr 3rd yr Level 43 % 23 % 36 % 51 % 

21-22 yrs old 52  % 33 % 
Better job prospects 47 % 55 % 
Influenced by friends 57 % 52 % 
Parents pay fees 94 % 59 % 
Living with parents 63 % 55 % 

 
Table 2 indicates that the overall most important variable in non academic internationalization category is 
reasonable class fees. Although both samples rated it in first place, significant differences exist amongst the two 
samples with the South-African sample rated it more important than the Malaysian sample. A higher level of 
consensus also exists amongst the South-African sample.  
 
 
 
The second overall most important variable in this category is an effective induction program. Significant 
differences exist amongst the two samples where South-Africans rated it significant more important compared to the 
Malaysian sample which also have a higher consensus on this variable.  The least important variable in this category 
is hostel accommodation on campus. Significant differences exist amongst the two sample groups with South-
African respondents rated it significantly less important compared to the Malaysian sample. 
 
Table 3 indicates that the overall most preferred variable in academic internationalization is the offering of courses 
of international standard. While no significant differences are measured between the two sample groups, the South-
African sample rated it second most important although slightly more important in terms of the mean. Higher 
consensus was measured amongst the Malaysians.  
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Table 2: Level of importance – Non-academic Internationalisation 
Internationalisation Malaysia South-Africa Total  
Item Item wording Mean SD Mean SD Mean SD Results of  hypothesis test 

86 
* 

Hostel 
accommodation 
on campus 

2.76 
 

6 

1.25 2.9 
 

6 

1.54 2.85 
 

6 

1.41 sig. = 0.05   df = 1 
p-value = 0.038 
Conclusions: Ho rejected 

87 
* 

Private 
accommodation 
near institution  

2.57 
 

5 

1.22 2.84 
 

5 

1.52 2.72 
 

5 

1.40 sig. = 0.05   df = 1 
p-value 0.176 
Conclusions: Ho accepted  

100 
* 

Reasonable class 
fees  

1.87 
 

1 

0.93 1.66 
 

1 

0.98 1.75 
 

1 

0.96 sig. = 0.05   df = 1 
p-value = 0.0039 
Conclusions: Ho rejected 

119 
* 

Effective 
induction 
program  

2.33 
 

3 

0.90 2.01 
 

2 

1.04 2.15 
 

2 

0.99 sig. = 0.05   df = 1 
p-value = 0.0003 
Conclusions: Ho rejected  

125 
* 

Has international 
student culture  

2.40 
 

4 

0.96 2.30 
 

4 

1.11 2.34 
 

4 

1.05 sig. = 0.05   df = 1 
p-value = 0.15 
Conclusions: Ho accepted  

127 
* 

Participates in 
student and staff 
exchanges  

2.24 
 

2 

0.91 2.20 
 

3 

1.09 2.22 
 

3 

1.01 sig. = 0.05   df = 1 
p-value = 0.038 
Conclusions: Ho rejected  

  
 

Table 3: Level of importance – Academic Internationalisation 
Internationalisation Malaysia South-Africa Total  
Item Item wording Mean SD Mean SD Mean SD Results of hypothesis test 

101 
** 

Admission 
requirements             

2.16 
 

3 

0.88 1.74 
 

1 

1.06 1.92 
 

3 

1.00 sig. = 0.05   df = 1 
p-value = 0.0001 
Conclusions: Ho rejected 

122 
** 

Offers courses of 
international 
standard   

1.85 
 

1 

0.79 1.80 
 

2 

1.02 1.82 
 

1 

0.92 sig. = 0.05   df = 1 
p-value = 0.116 
Conclusions: Ho accepted  

124 
** 

Has international 
acclaimed 
faculty/staff   

2.31 
 

5 

0.88 2.31 
 

5 

1.14 2.31 
 

5 

1.03 sig. = 0.05   df = 1 
p-value = 0.557 
Conclusions: Ho accepted  

126 
** 

International 
accepted 
qualifications   

1.95 
 

2 

0.88 1.86 
 

3 

1.08 1.90 
 

2 

0.99 sig. = 0.05   df = 1 
p-value = 0.081 
Conclusions: Ho accepted  

129 
** 

International 
competitive 
research outputs 

2.24 
 

4 

0.88 2.13 
 

4 

1.04 2.18 
 

4 

0.97 sig. = 0.05   df = 1 
p-value = 0.1558 
Conclusions: Ho accepted  

  
The overall second most important variable is international accepted qualifications. Although rated third most 
important variable by the South-African sample compared to the second most important position by the Malaysian 
sample, the South-Africans regarded it slightly more important as no significant differences amongst the two groups 
are measured.  
 
The overall least important variable in the category is an international acclaimed faculty. While the two sample 
groups rated this variable exactly the same a much higher level of consensus is measured amongst the Malaysian 
sample.  
 

Table 4: Level of importance - Internationalisation Image 
Internationalisation Malaysia South-Africa Total  
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Item Item wording Mean SD Mean SD Mean SD Results of  hypothesis test 

120 
*** 

Attracts high 
quality students  

2.12 
 

1 

0.90 1.80 
 

1 

1.00 1.94 
 

1 

0.97 sig. = 0.05   df = 1 
p-value = 0.0001 
Conclusions: Ho rejected 

121 
*** 

Priority of 
attracting foreign 
students  

2.41 
 

5 

1.02 2.26 
 

4 

1.18 2.33 
 

5 

1.12 sig. = 0.05   df = 1 
p-value = 0.103 
Conclusions: Ho accepted  

123 
*** 

Well known for 
attracting foreign 
students  

2.55 
 

6 

0.97 2.35 
 

6 

1.13 2.44 
 

6 

1.07 sig. = 0.05   df = 1 
p-value = 0.021 
Conclusions: Ho rejected  

128 
*** 

International 
postgraduate 
reputation  

2.16 
 

2 

0.89 2.00 
 

2 

1.07 2.07 
 

2 

0.99 sig. = 0.05   df = 1 
p-value = 0.037 
Conclusions: Ho rejected  

130 
*** 

Aggressive 
international 
positioning  

2.21 
 

3 

0.92 2.34 
 

5 

1.13 2.28 
 

4 

1.04 sig. = 0.05   df = 1 
p-value = 0.5544 
Conclusions: Ho accepted 

131 
*** 

Reputation for easy 
access  

2.30 
 

4 

0.93 2.16 
 

3 

1.14 2.22 
 

3 

1.06 sig. = 0.05   df = 1 
p-value = 0.059 
Conclusions: Ho accepted  

  
Table 4 indicates that the overall and individual sample’s most important variable in the internationalization image 
category is attracting high quality students. Although this variable was rated first by both sample groups, South-
Africans regarded this variable significantly more important compared to the Malaysian sample. Stronger consensus 
is also noticed amongst the Malaysian sample. The overall second most important variable in the category is the 
international post graduate reputation. Although both samples rated it second most important variable, significant 
differences between the two samples exist as the South-African sample rated it significant better compared to the 
Malaysian sample.  
 
The least important variable in this category is the university is known for the fact that it attracts foreign students. 
Significant differences exist between the groups with Malaysian respondents rating it significantly less important 
compared to the South-African sample while the Malaysians also measured a higher level of consensus amongst 
them.  
 

CONCLUSION AND RECOMMENDATIONS 
 
Institutions of higher education are currently under considerable pressure to recruit the most promising students in 
order to increase retention and throughput rates. While overall the student market is homogeneous, institutions of 
higher education should satisfy the needs of a diversified group, both local and from abroad.  
 
Students on the other hand have to cope with a large variety of inputs before making a final decision with regard to a 
particular institution of higher education. Despite this complexity the researchers have focused on aspects related to 
internationalization of higher education in South-Africa and Malaysia. Three components of internationalisation 
were identified and investigated in terms of importance when already enrolled at a institution of higher education. 
These components are academic internationalisation, non-academic internationalisation and image 
internationalisation. In the first category reasonable class fees and an effective induction programme are identified 
as most important and second most important issues respectively although significant statistical differences amongst 
the two groups exist. In both cases the South-African respondents rated it significantly more important. In the Non-
academic internationalisation issues the most important and second most important variables identified are courses 
of international standard and international accepted qualifications. Although no significant difference between the 
two groups exists, the South-African sample regarded it more important. In the image category, attracting high 
quality students and international post graduate reputation were regarded most and second most important issues. 
Statistical significant differences are measured between the two groups with South-Africans rated it significantly 
more important compared to the Malaysian sample.  
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The findings of this study reinforce the importance of service quality offered at an institution of higher education. 
Various challenges arise from this study that should be addressed by management in order to ensure that these 
findings are dealt with. Educational administrators should note that all the identified attributes in the study are 
considered fairly important and should be taken into consideration when targeting and promoting services to 
students from other countries but also to local students in order to establish and maintain a competitive position in 
the international higher educational arena. From a practical point of view however it has to be taken into 
consideration that students should be subjected to a selection process before being accepted by the institution.  
 

LIMITATIONS OF THE RESEARCH. 
 
The study was conducted in one institution of higher education in each country and thus cannot be regarded as 
representative of institutions in South-Africa and Malaysia.  
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ABSTRACT 
 
This paper seeks to confirm whether students using the Global Marketing Management System Online (GMMSO) 
software (MBA/MSc International Business courses at Coventry Business School) enhanced their international 
business research, strategic management decision and critical thinking skills.   The GMMSO addresses one of the 
most important challenges faced by international business faculty; that is, how to bring the real world into the 
classroom or training environment.  The GMMSO aims to achieve this very important pedagogical objective by 
providing the platform needed to support students and business practitioners alike in their roles as managers and 
decision makers in a global setting.  More specifically, the software enables users to perform a situation analysis of 
a company, determine best markets for a company’s products/services, perform an in-depth market and competitive 
analysis and develop an international business plan online. The purpose of this study is to share teaching 
experiences based on the use of the system and provide feedback from student surveys.  The findings indicate that 
the GMMSO enhanced the students’ understanding of international business and improved their team working, 
research and critical thinking skills. 

 

LITERATURE REVIEW 
 
The Internet has revolutionised the way, management consultancy research is done today with more targeted access 
to information resources and web based strategic management tools like the Global Marketing Management System 
Online (GMMSO).  This development has been debated by practitioners of the old school of classroom lecture based 
teaching and the new school of interactive learning especially when faced with the prospect of offering some 
practical aspects in an MBA course. There has been an explosive growth in web based learning or pedagogical 
resources and some authors like Zhao(2003) correlate the growth of the Internet and web technology resources as 
having an impact on the growth of online pedagogy and predicts a further growth in this sector of higher education. 
This is also supported by Marcus (2006) who argues that technology is causing pedagogical changes from lecture 
and lecture discussion to student centered learning, a key aspect of the GMMSO system. Thompson et al (2001) 
have argued that higher education will be delivered in mixed mode methodologies including online approaches and 
there is a shift from distance based learning strategies to screen based pedagogical methods of which the GMMSO is 
an example.  
 

The GMMSO is essentially a global management research and strategic planning tool designed to help students 
and business practitioners alike in their roles as managers and decision makers in a global setting.  The GMMSO 
approach provides a comprehensive, systematic and integrative strategic planning process design to guide managers 
through the corporate decision making process.  More specifically, the software will enable users to perform a 
situation analysis of a company, determine best markets for a company’s products/services and develop an 
international business plan online.  Further more, the approach used by the GMMSO is that of systematically 
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gathering and evaluating information to build up a learning experience that stimulates the student experience using 
online resources and is akin to Chickering and Gamson’s (1987) Seven principles for good teaching practice which 
ask practitioners to:  

 
• encourage contacts between students and faculty;  
• develop reciprocity and cooperation among students;  
• use active learning techniques;  
• give prompt feedback;  
• emphasize time on task;  
• communicate high expectations; and  
• respect diverse talents and ways of learning 

The GMMSO reinforces and supports the Project-Based Learning (PBL) learning model.  The PBL is a teaching 
and learning method widely used at universities and businesses around the world.  It organizes learning around 
projects comprised of complex tasks, based on challenging questions or problems that involve students in design, 
problem-solving, decision making, or investigative activities.  Like the PBL model, the GMMSO provides students 
with the opportunity to work relatively autonomously or in groups over extended periods of time, and culminate in 
realistic products or presentations (Jones, Rasmussen, and Moffitt (1997).    Developing workplace know-how 
should be the main objective of any project-based learning.  The GMMSO addresses what Shields (2005) identified 
as five competency areas that projects should address:  

 
• The ability to identify, organize, plan and allocate resources,  
• interpersonal skills,  
• the ability to acquire and use information,  
• the ability to understand complex interrelationships, and  
• the ability to work with a variety of technologies.  
 
The GMMSO meets and, in fact, exceeds all five criteria that Thomas (2000) believes should be considered when 
determining the effectiveness of a model: centrality, driving question, constructive investigations, autonomy, and 
realism.  First, projects must be central to the curriculum and not peripheral; meaning that projects are the 
curriculum.  Second, projects should be designed to force students to encounter and struggle with the central 
concepts and principles of the discipline.  Third, projects should create constructive investigation that involves 
inquiry, knowledge building, and resolution.  Fourth, projects are student-driven and not instructor-lead or scripted.  
Fifth, projects should be realistic and relate to the real world.  
 
The GMMSO program at Coventry University was delivered by asking stdents to form small groups and to work 
together as a team on an internationalisation strategy. The teaching was in lines with Tan et al’s (2007) Cooperative 
learning which emphasises the need to cooperate with each other. When faced with the view that Management 
students need some vocational based training to prepare them for a career in the outside world, the GMMSO system 
offers a solution of offering dynamic consultancy projects in line with the view of Whittington & McLean (2001) 
who mention that the Internet has caused a rethink on the way training is delivered. However, some criticisms of this 
method lies in the validation of an individual’s work when working as a team and Chizmar and Williams (1998) 
dampen the prospect of the benefits of the system by mentioning that authentication of a students work through an 
online system is difficult especially in the context of a team effort. However, it can be argued here that the tutor 
would in the course of the delivery of the module know the quality of each student and would be able to judge the 
work produced more effectively. 

 
THE GLOBAL MARKETING MANAGEMENT SYSTEM 

ONLINE© (GMMSO) 
 
 



 ©Copyright 2007 by the Global Business and Technology Association   335 
 

The GMMSO enables students to perform a company situation analysis, determine a company’s readiness to 
internationalize and identify the best country markets for the company’s products or services plus an in-depth 
market and competitive analysis of best markets and develop the marketing plan (www.gmmso2.com).   
 
Phase 1- Situation Analysis 
 
The objective of Phase 1 is to conduct an in-depth situation analysis of a company by following the procedure 
below.  
• Choose an industry and a company within the industry  
• Select:  

o A specific product line / service of the chosen company. (If more than one product lines / services are 
available).  

o If you choose a retail establishment as your company, you need to decide on the merchandise mix to 
be included in your overseas operation (e.g. Target, McDonald's, Starbucks, Best Buy etc).  

• Conduct an internal analysis of the company.  
• Determine the international involvement, if any, of the company.  
• Conduct a product / market analysis for the company's chosen product(s) or service(s).  
• Evaluate the performance of the chosen industry and identify the trends in the industry.  
• Determine the company's readiness to do business in the international arena.  
• Conduct a S.W.O.T (Strengths, Weaknesses, Opportunities and Threats) analysis of the company.  
• Briefly state your conclusions and recommendations for Phase 1.  
• Generate your Phase 1 Report  
 

Phase 2 – Country Selection 
 
The objective of Phase 2 is to identify high potential country markets for your company's product(s) or service(s) for 
the purpose of either exporting or manufacturing products in the selected markets by following the procedure below.  
• Research and select a minimum of five (5) and a maximum of ten (10) countries. These are the country  

markets which you will analyze, score, and rank throughout phase 2  
• Select criteria (macro level / market accessibility / micro-level) that are essential in determining high   

potential country markets for your company's product(s) / service(s).  
• Determine the relative importance (weight) of each criterion on a scale of 1-100. Enter the values and rank on 

a scale of 1-5 relative to the other countries values.  
• State your conclusions and recommendations for Phase 2.  
• Generate the Phase 2 Report.  
 

Phase 3 – In Depth Market Analysis 
 
The objective of Phase 3 is to identify the best target market country for the company and its products/services by 
using the following procedure:  
• Select the top two countries based on the country scores in Phase 2.  
• Develop business contacts who are more familiar with each of the identified target market countries:  

o Agents/Distributors  
o Government agencies  
o Associations and organizations  
o Letters of inquiry  

• Develop a profile for the top two (2) competitors in the target market in each country. Include for each an  
assessment of product attributes and benefits, market share, sales, market positioning, and competitor  
strengths and weaknesses.  

• Determine the company's market sales potential and market share.  
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• Analyze in detail the current market-entry conditions for each target market country. Include for each an  
analysis of payment and financing methods, import and export regulations, licensing, registrations, 
transportation, and documentation.  

• Analyze the existing distribution channels in each country to determine whether they are appropriate for your  
particular product/service.  

• Select the market with the highest potential by ranking each country using the following five categories:  
o Quality and strength of your contact in each country.  
o Degree and level of market competition in each country.  
o Highest market sales potential in each country. 
o Most favorable market entry conditions in each country.  
o Most suitable market channel structure in each country.  

• State your conclusions and recommendations for Phase 3.  
• Generate Phase 3 Report. 
 
Phase 4- Entry Strategy and Marketing Plan 
 
The objective of Phase 4 is to develop entry strategies and marketing plans that are based on company strengths 
relative to the competition (some of the information collected in Phases 1 and 3 can be useful in completing Phase 
4.)  
• Determine the best mode of entry for the company's product by evaluating alternative entry strategies.  
• Develop marketing strategies and action plans that will most successfully penetrate the target market country.  
• Segment the target market country using demographic, geographic, socio-cultural and/or psychographic  

variables.  
• Based on in-depth analysis and estimates of sales potential for the target market country (Phase 3), develop 

sales and profit objectives for the targeted market segments over the duration of the plan.  
• Develop market penetration and coverage objectives that fully exploit market opportunity.  
• Determine whether the company should create, extend, and/or adapt its current product/service.  
• Determine the best pricing strategy and method for the company's product after investigating terms of sale 

and value added costs in the target market.  
• Develop an effective promotional strategy by carefully matching company resources with perceived  

product/service benefits and buyer behavior in the target market.  
• Determine the best distribution strategy and channels for the company's product/service in the target market.  
• Based on entry strategy and the developed marketing mix, create an international marketing budget and profit  

plan that includes a cost of entry strategy, forecast of future sales, projected income statement, and  
breakeven analysis for the target market.  

• Consider the company's existing organizational structure and whether or not it serves the objectives of the  
company as best it could.  

• Make conclusions and recommendations.  
• Generate Phase 4 Report.  
• Prepare a written report. 
 

METHODOLOGY 
 
An anonymous survey questionnaire was administered to postgraduate students enrolled in the International 
Strategic Management module which is a part of the various MBA and the MSc International Business courses at 
Coventry University. Students used the GMMSO as the basis of their module during February/March 2007. 
Three dimensions were measured using a questionnaire: Usability of, Usefulness of and Skills acquired from the 
GMMSO software. The questions related to each of the dimensions were 6, 16 and 5 respectively. The sample size 
of the students that had answered the survey questionnaire was 49. However, due to the incomplete questionnaire the 
final sample size was 42. Since the numbers of variables were large as compared to the number of samples, the 
cluster analysis was conducted thrice with respect to each dimension separately.  
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The number of MBA and MSc students that answered the questionnaire was 25 and 17 respectively. For the students 
pursuing MSc, the major was in International business. For MBA students the majors were International Business, 
Finance, General and Marketing. The student distribution according to the major pursued is given as: Finance 8, 
General 5, Marketing 3 and International Business 26. The software package that was used to conduct cluster 
analysis was MATLAB  7.2 
 
The Methodology of doing cluster analysis was first to estimate the number of clusters in the data set and to perform 
cluster analysis by either using the k-means clustering or by Agglomerative Clustering. In order to determine the 
number of clusters in a data set, Gap Statistics was used. The technique compares within the within-cluster 
dispersion with what one might expect given a reference null distribution (i.e., no clusters)  
 
Consider a set of k clusters C1, …, Ck from some clustering method, where the rth group has some nr observations. 
Now Dr be the sum of the pair wise distance for all points in the cluster r. Define Wk as 
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The gap statistic method compares the standardised graph of the within dispersion index log(Wk), k=1,….,K with its 
expectation under reference null distribution. This requires to determine the reference curve, and therefore a 
reference distribution or null distribution is generated using the Gap Uniform Method i.e. for each of the i-
dimensions we generate n 1-dimensional variates that are uniformly distributed over the range of min

ix  to max
ix , 

where xi is the ith variable of X. From the null distributions we simulate B data sets and apply the clustering method 
to each of them. For each simulated data set we calculate the same index )log( *

kW . The estimated expected value 
would be average of the B indices and the estimated gap statistic is given by: 
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b
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B
kgap −= ∑ . If for the k-cluster the gap statistic is small then index generated is not 

much different from the reference distribution and therefore one could conclude that there are no clusters. To select 
the number of clusters is to choose number of clusters equal to the smallest k such that  

gap(k) ≥ gap(k+1)-sk+1 where Bsds kk /11+=  and ∑ −=
b

bkk WW
B

sd
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, ])[log(1
 i.e. the standard 

deviation of the simulated B data sets. 
 
Using the above methodology the numbers of clusters were determined for the different attributes. Once the optimal 
number of clusters is determined for each dimension then, the samples were clustered using complete linkage, i.e. 
agglomerative clustering method.  
 

RESULTS AND ANALYSIS 
 

Usability 
Let { }1)1()( +−+−= kskgapkgapφ  
Therefore as per the above methodology we choose number of clusters equal to smallest k for which ф is positive. 
For usability the ф for the k=1,2, …,9 is shown in the graph 1 

Graph 1    Graph2 
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The number of clusters for the Usability dimension is therefore 3. In order to find out the properties of the different 
clusters, we performed the agglomerative cluster analysis with maximum cluster restriction of 3.  With in the 
agglomerative clustering we chose to use complete linkage in order to form the cluster 
 
Before we can discuss the results associated with the cluster analysis, let us consider the dendrogram shown in the 
graph 2 for the Usability data. Clearly the tree like structure shows that the problem of ‘chaining’, which is 
associated with single linkage, is avoided.  
 
 
Results of cluster analysis 
 
Following tables give the frequency distribution of the sample between three clusters and the descriptive statistics 
for the clusters. 
 

Table 1: Showing the Cluster wise distribution of the samples 
 

Cluster wise distribution of the sample 
Course Major Cluster 1 Cluster 2 Cluster 3 
M.Sc. International Business 4 9 4 

Finance 1 4 3 
General 2 2 1 

International Business 1 5 3 MBA 

Marketing 0 2 1 
 

Table 2: Descriptive Statistics of Clusters 
 

 Cluster 1 (n=8) Cluster 2 (n=22) Cluster 3 (n=12) 
 Μ σ σ/μ Μ σ σ/μ Μ σ σ/μ 

Q1 4.50 0.76 16.80% 4.27 0.46 10.67% 3.50 0.52 14.92% 
Q2 4.63 0.52 11.19% 3.41 0.59 17.32% 3.50 0.67 19.26% 
Q3 4.63 0.52 11.19% 3.18 0.66 20.88% 3.25 0.62 19.13% 
Q4 4.50 0.53 11.88% 3.73 0.46 12.23% 3.67 0.49 13.43% 
Q5 4.25 0.89 20.86% 4.14 0.71 17.17% 3.50 0.80 22.79% 
Q6 3.88 0.35 9.12% 4.27 0.55 12.88% 3.00 1.28 42.64% 

 
From the frequency distribution of the sample with in the different clusters it is apparent that in the Cluster 2 models 
the response of the sample irrespective of the course undertaken by the student. This is because more than 50% of 
MSc students and around 50% of MBA student lie in cluster 2.  
 
The second table tersely summarises the statistics associated with different clusters for the 6 questions asked related 
to the Usability of the software. The observations were asked to rank on a scale of 1 to 5 where 1 was completely 
disagree and 5 was completely agree for the different questions. The statistics taken into consideration are mean, 
standard deviation and Coefficient of Variation denoted by μ, σ and σ/μ respectively. 
 
A quick glance on the second table reveals that the Cluster 1 constitutes of sample that in general strongly agreed 
with the Usability of the software since the mean for all the question is high with smaller coefficient of variation. On 
the other hand cluster 2, illustrates a fine mixture of the strongly agreeing with certain questions associated with 
usability and holding a neutral opinion for the other questions. Question 3, which asks the observations about the 
usability of the case samples in aiding the students, has a lower average. This underpins the need to review the case 
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samples presented in the software. Finally, cluster 3 considers the samples that in general held a neutral opinion on 
the usability of the software.  
 
Question 6 which was directed towards the adequate involvement of the instructor scored relatively low for cluster 
3. Whilst this is an important factor to be considered but at the same time it is contingent upon the methodology 
adopted by the instructor as there are no set guide lines for an instructor to pursue. Also one need to ask what aspect 
of involvement is in question over here. Whether it is the technical aspect of the software or is it the theory related to 
the Strategic Management. In case it is the former case, and assuming that the sample is unbiased, then there is a 
need to improve the instructor’s technical know how of the software.   
 
From overall perspective an average score more than 3 for all question in all cluster does highlight the agreement of 
the students of the usability of the software. 
 
 
Usefulness and Usability of the software 
 
The following graphs plot phi against number of clusters for the Skill enhanced by and Usefulness of the software. 
 
 

Graph 3:          
       Graph 4: 

 
 
 
 
 
 
 
The Plot for both Usefulness and Skills show that using gap statistic, the optimal number of cluster is 1, i.e. the 
smallest value of k for which Phi is positive. As a result the analysis regarding the Skill enhancement by and 
Usefulness of GMMSO shall be restricted to descriptive statistics.  
 

Table 3: 
 Usefulness Skills 
Q1 μ σ σ/μ μ Σ σ/μ 
Q1 2.17 1.38 63.59% 4.29 0.71 16.53% 
Q2 3.93 0.87 22.06% 4.17 0.85 20.47% 
Q3 4.12 0.86 20.91% 4.10 0.85 20.75% 
Q4 4.07 0.87 21.28% 4.05 0.66 16.33% 
Q5 4.19 0.67 16.02% 4.12 0.80 19.48% 
Q6 3.98 0.72 17.99% 
Q7 4.05 0.73 18.06% 
Q8 3.93 0.81 20.57% 
Q9 4.00 0.70 17.46% 
Q10 4.21 0.65 15.31% 
Q11 4.00 0.77 19.13% 
Q12 4.00 0.62 15.62% 
Q13 3.90 0.79 20.24% 
Q14 3.79 0.81 21.46% 
Q15 3.90 0.76 19.44% 
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Q16 4.05 0.82 20.38% 
The table above summarises the Mean, Standard deviation and Coefficient of variation for different questions 
related to the Usefulness of GMMSO and Skills enhancement by GMMSO.  
 
Consider the Skill enhancement of the GMMSO software. On an average the students agree that GMMSO had 
enhanced skills such as critical thinking, web based research, team working and decision making. Lower coefficient 
of variation highlights the consensus amongst the students regarding the Skill enhancement by GMMSO. Question 
3, which is related to team working skills, has higher standard deviation vis-à-vis other questions in this section. 
This could be attributed to the fact that the course was conducted over a period of 5 weeks with 1 class per week of 
6 hours. As a result of condensing the module, there was not sufficient time for team building as the groups were 
expected to produce substantial output from first seminar.  
 
Consider the Usefulness of the GMMSO software. Question 1, which asks student whether GMMSO should be 
completed individually, has an average below 3. In fact, the coefficient of variation of above 63% reveals that there 
is high dispersion of the sample points. High coefficient of variation also underscores that the sample points are in 
extremes, i.e. majority of the observations either disagree or agree with the question. Whilst the comprehensive 
nature of the software can be accounted for the students disagreeing that the GMMSO to be completed individually, 
the reason for student strongly agreeing with the GMMSO to be completed individually can only be construed.  One 
reason could be the poor performance as a team and therefore seeking the alternative of working individually. 
Besides question 1 in Usefulness, the response to the other questions does demonstrate that the software did prove 
beneficial for the students.  
 

CONCLUSIONS 
 
From statistical point of view the results were positive as there was overall consensus that the software did enhance 
the ‘soft skills’ of the participants of the program.   On an average the students agree that GMMSO had enhanced 
skills such as critical thinking, web based research, team working and decision making. Lower coefficient of 
variation highlights the consensus amongst the students regarding the Skill enhancement by GMMSO. In order to 
make the results more robust, same survey would be conducted with the next batch of students undertaking the 
course. Pertaining to the achieved results, the major recommendations that need to be incorporated in the GMMSO2 
from the survey are the remodelling of the case examples that are present in the software. This is imperative as the 
case sample serves as guidance outside the classroom and can influence the work of the group.  Another important 
study that could be conducted is to give the students the option of either working in a group or individually and to 
analyse the responses of the two different groups formed on the basis of the same survey.  Instructors who are 
interested in adopting the GMMSO2 for one or more of their courses, should first familiarise themselves with the 
system by reviewing the Instructor’s Manual, Sample Cases and PP presentation.  Second, in order to gain 
confidence and add value to the class as a whole, Instructors should test the software, prior to the adoption decision, 
by going through the entire process on their own. 
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ABSTRACT 
 
We are in the era of knowledge-based information society in which e-Learning is main issue. Korea has endeavored 
to establish a know-based society for a decade. In Korea, most K12 schools e-Learning are derived by the public 
sectors, such as KEDI(The Korean Educational Development Institute). On the other hand, the e-Learning for the 
higher education are served by the many private sectors, such as cyber universities which are established by private 
institution or consortium of off-line universities. Recently, we Korean have successfully set up an effective e-
Learning contents sharing and development support system through regional-based university e-Learning centers 
which are directed by the KERIS(Korea Education and Research Information Services) and supported by the Korea 
Ministry of Education and Human Resources. This paper presents the strategies and policies of the regional 
university e-Learning centers as well as the roles of them.  

 
INTRODUCTION 

 
We are living in a world where all peoples are undergoing a rapid transformation in the face of the digital 
information revolution. Most countries enforce to draw up nation-wide blueprints for the future of education and to 
create an innovative HRD (Human Resource Development) system through the application of information 
technology and internet to the modern education system, which is ICT (Information and Communication 
Technology) in education. We are in the era of ICT and life-long education environment. We call this age as 
knowledge-based information society. The e-Learning is self-directed learning via web-based technologies, which is 
one of the most significant recent developments in ICT. Undoubtedly, e-Learning could provide an enormous boost 
to opportunities for training, learning and development (Gold et al., 2003).  
Korea has endeavored to establish a knowledge-based information society which could be established by the 
advanced information technology and high-speed internet infrastructure, and also by the creative and revolutionary 
education engineering such as e-Learning. In Korea, to achieve the objectives of knowledge-based society, there are 
many national level e-learning services which are provided by the public or private sectors e-Learning service 
agencies such as EDUNET, Credu, OCU(Open Cyber University), ACU(Academic Cyber University), SDU(Soul 
Digital University), university or college founded e-Learning centers etc. 
In Korea, most e-Learning for K-12 schools (elementary and middle level education) are directed by the public 
sectors, such as KEDI(The Korean Educational Development Institute), and each Regional Educational Training 
Institutes. Recently, private sectors, such as Credu, participate actively in this area, which is most attractive and 
profitable IT-based education business area. The purpose of e-Learning for K-12 schools is to supplement regular 
lessons. On the other hand, the e-Learning for the higher education are served by many sectors and have different 
services purposes. It can be classified two or more types. 
The first type is pure cyber university which doesn’t have physical campus such as Seoul Cyber University. The 
second type is consortium-based cyber university which is organized by the consortium of some off-line universities 
such as OCU and ACU. The main purposes of this type are to share contents and to operate cross registration 
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system. The third type is life-long cyber university which is targeted for the adults and industry manpower for the 
education of the job skills or the liberal arts. 
Recently we, Korean made an effective contents development support and sharing system as well as university e-
Learning services for higher edcation successfully through the ReLC(Regional e-Learning Center) which support 
contents development and sharing as well as managing the cyber education for the regionally clustered universities 
or colleges. The centers are established by the KMEHRD (Korea Ministry of Education and Human Resources 
Development) and directed by the KERIS (Korea Education & Research Information Services). The centers which 
are frontier of e-Learning in the regional area are located at each regional hosting university. There are 7 ReLCs in 
Korea, and 3 centers will be established in 2007. The ReLC’s main functions are inter-university cooperation and e-
Learning resource sharing as well as contents development support.  
This paper describes the vision and strategies of Korea e-Learning as well as the success factors of e-Learning. More 
over, we suggest the roles and strategies the ReLC. To foster the centers, the KMEHRD proposed many polices and 
organized e-Learning Division in the KERIS which direct Korea e-Learning visions.  
 
DEFINITION OF E-LEARNING AND SUCCESS FACTORS 
 
Learning via electronic appliances on the Internet is called e-Learning, also known as distance learning, on-line 
learning (training) or web-based learning, and helps learners learn by themselves through the Internet. 
Rosenberg(2001) defines e-learning as a networked phenomenon allowing for instant revisions and distribution. In 
addition, it is delivered using standard Internet technology. e-Learning goes beyond training and instruction to the 
delivery of information and tools to improve performance. The benefits of e-Learning are many including cost-
effectiveness, enhanced responsiveness to change, consistency, timely content, flexible accessibility, and providing 
customer value.  
Khan(2001) sees e-Learning  as synonymous with Web-based Learning(WBL), Internet-based Training(IBT), 
Advanced Distributed Learning(ADL), Web-based Instruction(WBI), Online Learning(OL) and Open/Flexible 
Learning(OFL). Ruttenbur et al.(2000) also sees e-Learning as Computer-based Learning(CBT), Web-based 
Learning(WBL), Virtual Classroom(VC), Digital Collaboration. Resenberg(2001) define it from the evolutionary 
perspectives as � e-Learning as CBT(Computer-Based Training), � e-Learning as Online/Cyber Education, � e-
Learning as SDL(Self-Directed Learning), � e-Learning as KMS(Knowledge Management System) & WPSS(Web-
based Performance Support System), � e-Learning as e-Business, � e-Learning as Global Learning Community. 
With the rapid growth of worldwide teaching and learning on the Internet, more and more attention is being paid to 
the success factors of e-Learning. An important part of this section is the discussion on the critical success factors 
that must be considered when embarking on the e-learning path. These factors are "culture, champions, 
communication, and change". Organizations that are truly learning organizations, quickly move beyond the where 
and how of learning, concentrating instead on ingraining it into the work culture (Rosenberg, 2001). 
Rosenberg(2001) articulates how each of these factors can help or hinder an e-learning initiative and gives valuable 
strategies for success. For example, culture-building strategies that work includes making managers accountable for 
the learning of their employees and legitimizing the learning programs so that they become a part of the everyday 
work environment and work day. 
Rosenberg(2001) discusses the infrastructure and technology considerations for succeeding in e-learning. Any e-
learning strategy is doomed to failure without adequate access to the Internet. In addition, the level or speed of 
connectivity and the learning platform to be used must be considered. The Learning Management System (LMS) is 
another consideration and is essential to allow employees and employers to manage and evaluate the learning 
process.  
Phillips(2004) explores the factors that sustain a corporate university as a viable part of the business. The factors are 
developed from an analysis of a variety of corporate universities that they provided consulting and several 
benchmarking studies. The following success factors are offered as benchmark data on the key strategies for 
corporate universities to thrive on a long-term basis.  

� Clarify role and strategy,  
� Always have a champion 
� Establish proper governance 
� Align with business needs 
� Address performance improvement 
� Pursue a variety of learning-transfer strategies 
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� Develop partnerships with key executives 
� Manage the corporate university as a business 
� Demonstrate the value of the corporate university 
� Stay relevant to the customer 
� Involve managers and specialists in the learning cycle 
� Market the corporate university in a strategic and subtle way 

 
E-LEARNING VISION AND STRATEGIES IN KOREA  
 
Korea has a grate competency in information technology application and there are many leading indices (See Fig. 1). 
The world class IT infrastructure will enable Korea to move forward to the next stage of development, especially in 
e-Learning and ICT. In the primary and secondary education, 99.6% of Korea students use ITC for learning, which 
is second among OECD members (OECD, 2003). Also, students’ self-efficacy using ICT in learning is 71.1, which 
is above the average of OECD members (64.2). In the higher education, 88.3% of University adopted e-Learning, 
and 17 cyber universities are established before 2004. 
 

 

※ Source: Park, J.H. “ e-Learning Policy in Korea,”  e-Learning International Seminar 2006, Sept. 27-29. 

<Fig. 1> Global rankings of Korea in IT 
To take competitive advantage of e-Learning, Korea government (KMEHRD) suggested the vision of e-Learning 
and policy objectives (See Fig. 2). The vision is to realize re-lifelong learning society and develop national 
human resources through e-Learning. To achieve this vision, there are five e-Learning policy objectives 
and several strategies for each one (Park, 2006).  
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<Fig. 2> Vision of e-Learning in Korea 

 
Policy Objective 1:  Improve Quality of Education through e-Learning 

• Customize services for teachers 
• Encourage active participation of education of educators and learners 
• Foster gifted students 

Policy Objective 2:  Development Human Resources through e-Cluster  
• Establish e-Teaching & Learning Center 
• Connect academe, industry, and R&D institutes 
• Support research information system 
• Nurture e-Learning specialists 

Policy Objective 3:  Strengthen Vocational and Career Education 
   • Support professional development at SME(small and medium enterprise) 

• Develop e-Learning service in the military 
• Continual self-development for public employees and teachers 

Policy Objective 4:  Create Regional Integration through e-Community 
• Expand learning opportunity for the disadvantaged, immigrants, and prisoners 
• Support learning opportunity for dropouts 

Policy Objective 5:  Promote e-Learning Globalization to Share Prosperity 
• Promote global partnership for ICT in education 
• Operate ‘APEC e-Learning Training Program’ 
• Expand international cooperative relationships to advance e-Learning 
• Support global community of overseas Koreans 

 
To achieve national level ICT and e-Learning policy there are some strategies in the two parts. First, in the e-
Learning for K-12, the following are major strategies.  

• Adapting ICT to schooling 
• Developing various S/W Tools to make teaching and learning more effectively 
• Upgrading H/W environment for schools 

Second, in the e-Learning for higher education, the following are major strategies. 
• Establishing laws and acts related to Cyber or Open University 
• Planning the e-Campus Vision 2007 
• Establishing e-Learning centers within or among universities  

 
THE ROLES AND STRATEGY OF RELC 
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Today, many universities are confronted with the globalization of education and the changing education paradigm 
such as e-Learning, Distance Education, Virtual University. This IT-based learning paradigm shift is certainly a new 
opportunity or a threat to the universities. To overcome this problem, the universities should think e-Learning as 
strategic weapon, such as many firms created competitive weapons from the information systems at the 1980s(Ives 
&  Learmonth, 1984). So, e-Learning system can be a SIS(Strategic Information System) which supports university's 
future education strategies. To build e-Learning system, not only many H/W and S/W resources but also expert 
personnel are required. An organization such as local university who is week at financial status can't himself plan the 
system. The ReLCs that support the demand of e-Learning for their community are recommended. In order to 
operate these centers efficiently, the strategic roles of the e-Learning center should first be defined.  

We suggest three factors that foster the establishment of ReLC (See Fig. 3). The first factor is paradigm shift in 
education. Recently, IT changed not only our life style but also our thinking about learning. There are many cyber 
learning model (Ryan, et al., 2000; Cloete, 2001). Today, the portion of e-Learning and teaching are increased more 
and more. To encourage and promote this cyber learning and ICT, Korea government enact e-Learning act and 
regulation. The second factor is resource sharing. There needed many e-Learning contents and resources such 
LMS(Learning Management System), LCMS(Learning Contents Management System), content production tools to 
service effectively and efficiently. The third factor is relationship with related organizations. To establish e-Learning 
society, the collaboration of industry and academia is most important. 

These three environmental factors are background to establish the ReLC. We suggest the vision of the ReLC as 
follows.  

• Globalization for manpower 
• Creativity in knowledge 
• Standardization in education 
• Leadership for e-Cluster 

Background of Regional e- Learning Centers

e-Learning Tools

e-Learning Contents

e-Learning Act/Regulation

e-Learning & Teaching 

e-Learning Society

Collaboration of 
Industry and Academia

•eCampus Vision 2007 in Korea Ministry of Education & Human Resources Development 

Globalization
for Manpower

Creativity
In Knowledge

Standardization
in Education

Leadership
for e-Cluster

Resource 
Sharing

Paradigm

Shift

Relationship

 
<Fig. 2> Background of Regional e-Learning Centers 

 
The purposes of the ReLCs are to develop the national human resources, to improve the quality of the university 
education through the clustering of each regional center, to improve the quality of e-Learning contents through the 
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support of information technology, and to create regional innovation through the education paradigm shift. We also 
suggest the following objectives and strategies for ReLC. 

(1) Development of Competitive Human Resources 
• Develop the national human resources through e-Cluster 
• Improve the quality of university education through e-Learning 
• Strengthen the vocational and career education development 
• Abolish the education level gap between the urban and rural area 

(2) Strengthening Quality and Competency of e-Learning 
• Set-up the e-Learning contents distribution channels 
• Ensure the e-Learning quality authentication system 
• Train the e-Learning professionals and industrial workforce 
• Support the production of high quality e-Learning contents 

(3) Regional Innovation and Integration 
• Create e-Learning demand and education paradigm shift 
• Set-up an integrated e-Learning information structure  
• Make a regional integration through e-Community  
• Collaborate with academia and industry through e-Learning clustering 

To define the strategic roles, We classified the strategic roles of the e-Learning center into four dimensions, ① to 

improve management efficiency, ② to enhance educational service, ③ to acquire competitive advantages, ④ to 
build new education infrastructure, and each dimension has 5 or 6 sub items. Jeong & Kim(2005) describe more in 
detail about the role of  ReLC. They surveyed empirically the role factors importance. They say to enhance the 
educational service was considered as the most significant factor among the four dimensions of strategic roles, and 
the infrastructure building was the next.  
To conduct these strategic roles of ReLC, We suggest the following three main function of it.  

(1) University Education Support 
• Contents development 
• Cross Registration System 
• Collaboration with other e-Learning center 

(2) Lifelong Education Support 
• Education for community peoples 
• Education for teachers and officers 
• Technology education for small business 

    • Entrepreneur and farmers and fishermen 
(3) Industry Manpower Education Support 

• Joint development of special contents 
• Interconnection with universities and Industry 
• Interconnection with university and regional techno park or science part 

 

CONCLUSION 
 
To accomplish the objectives GeLC and to fulfill their roles successfully, there needed firm support and involvement 
of top administrators on education first of all (Rockart & Crescenzi, 1984). The second needed is to build core 
competence of e-Learning support organizations such as ReLC and KERIS, and to draw up collaboration among 
government bodies and regional e-Learning centers. To implement e-Learning vision, there needed much money and 
manpower. Korea government invested $300 Million for 5 years (2001~2004) to the ICT and e-Learning. Finally, 
we must prepare for the post generation e-Learning that is u-Learning. In the future ubiquitous society, the education 
paradigm shift will be come to again, in that time our thinking and attitude to the u-Learning will be different, u-
Learning will take more portion of our learning and change our life style rapidly.  
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ABSTRACT 
 
This paper examines the issue of IT payoff from the perspective of organizational contingency: the type of 
organizations and their maturity in IT usage as reflected in their adoption of e-commerce. Organizations are 
divided into private and public, and into experienced and un-experienced in e-commerce. IT payoff is measured 
using a three dimensional index: perceived productivity, profitability, and the level of consumer-oriented services. 
Multiple regression analysis was performed on the data from 286 organizations in tourism industry. Comparison 
among the four groups of organizations showed that the IT payoff is closely related to the process-oriented values.  
 
 

INTRODUCTION 
 
Since financial performance is a key factor in determining a company’s worth in the eyes of shareholders and other 
outsiders, senior managers have to be ever-mindful of the bottom line. Companies should strive to show how 
improvements in quality, delivery, and innovation will translate into higher market share or better operating margins 
(Devaraj and Kohli, 2002). 
In reaction to this reality, businesses have invested heavily in IT, primarily to automate internal processes such as 
payroll, accounting, finance, human resource, and manufacturing. Also, the 1990s have witnessed the proliferation 
hypergrowth of the Internet and Internet technologies, which together are creating a global and cost-effective 
platform for businesses to communicate and conduct commerce (Rao, Metts, and Monge, 2003). 
Organizational environment based on electronic commerce (e-ecommerce) has continuously been changing and 
developing toward the various business values. Additionally, the operation of e-commerce is forcing on 
organization’s structural change on market-oriented strategy, performance, extension of online market, and creative 
organizational activities in the private and also the public sector (e-government, local government, national 
corporations, etc.). In the tourism and travel area, the strategic role of small and medium-sized enterprises (SMEs) 
and local government in global economies it is important to distinguish their regional characteristics and attraction.  
This paper focuses on how organizations technology can be used to support electronic environment in era of Internet 
in part of tourism area. In detail, this is what information technology of e-commerce targets to IT payoff between 
local tourism-related government and domestic small and medium-sized tourism enterprises (SMTEs). In this 
research we attempted to compare between the public and private organizations based on the adoption of e-
commerce in perspective of IT payoff. 
 

IT PAYOFFS FOR ORGANIZATIONS 
 
There is significant scholarly interest in understanding the relationship between IT investments and IT performance. 
However, findings to date remain mixed: while some studies find a positive relationship between IT investments and 
firm performance (Banker et al., 1990, Brynjolfsson and Hitt 1995, 1996; Lichtenberg 1995; Dewan and Min 1997; 
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Bharadwaj et al. 1999, Stratopoulos and Dehning 2000), others fail to find any significant relationships at all. The 
earlier literature on the relation between IT and productivity finds an absence of a positive relation between 
spending on IT and productivity or profitability. This inconclusive result from these earlier studies is what 
Strassman(1990) and Loveman(1994) called “IT productivity paradox”. In an age where management carefully 
weighs the costs and benefits of every discretionary investment dollar, finding evidence of the returns on IT 
investment is critical.  
Historically, technological revolutions have triggered sustained increases in productivity (David, 1990). In the 
information age, new technologies, new ways of working, and an increasing availability of information could 
significantly affect productivity growth, and specifically, the productivity of workers in information-intensive 
industries. 
Studies of the relationship between IT and economic productivity have examined empirical evidence at the country 
(Dewan & Kraemer 2000), industry (Jorgenson & Stiroh 2000), and firm(Brynjolfsson and Hitt, 1996) levels, 
demonstrating a convincing positive relationship across distinct measures(Brynjolfsson and Hitt, 2000; Bharadwaj 
et. al. 1999). A handful of task-level studies of IT and productivity have been conducted in recent years(Ichniowski, 
Shaw and Pernushi, 1997; Barua, Kreibel and Mukhopadhyay, 1994; Mukhopadhyay, 1997; McAfee, 2002).  
Information technology may be particularly important for the productivity of information workers not only because 
IT enables information workers to search for, retrieve, analyze and store information, but because technologies 
enable new forms of work organization and communication that are increasingly asynchronous, geographically 
dispersed and sustained over longer period of the day(Hinds and Kiesler, 2002). 
In the e-commerce payoff, Riggins (1999) developed on earlier work in communications technology to present an E-
commerce Value Grid to identify opportunities from e-commerce that provide value. There are 5 x 3 grid; five 
dimensions on firms’ competitiveness that are time, geography, relationships, interaction, and product/service) and 
three payoff criteria (efficiency, effectiveness, and strategic advantage) (Devaraj and Kohli, 2002). 
IT business value scholars are motivated by a desire to understand how and to what extent the application of IT 
within firms leads to improved organizational performance. Researchers have adopted diverse conceptual, 
theoretical, and analytic approaches and employed various empirical methodologies at multiple levels of analysis 
(Brynjolfsson 1993: Brynjolfsson and Yang 1996; Dedrick et al. 2003; Wilson 1995). 
A number of previous studies have found a positive relationship between IT investment and firm productivity levels 
(Brynjolfsson and Hitt, 1995; 1996; Lichtenberg, 1995). These studies used production function estimates and found 
that output elasticities for computers significantly exceed their capital costs.  
Brynjolfsson and Hitt(2003) investigated the process by which computerization contribute to multifactor 
productivity growth at the firm level. Brynjolfsson and Hitt(1996) studied the fact that while productivity, consumer 
value, and business profitability are related, they are ultimately separate questions at the firm-level.  
Banker and Kauffman(1991) studied measuring IT-related gains in firm performance, and distinguished between 
“competitive efficiency” and “operational efficiency”. Competitive efficiency measures describe the relationship 
between technology investment and other major firm-level expenditures, and bottom-line impacts, such as revenues, 
profitability, return on investment (ROI), and return on assets, among others. Operational efficiency measures 
describe IT performance in intermediate production processes.  
This research focuses on the comparison between the private and public sector. Although there are many of values, 
organization values of the public sector is limited to measure and compare with the private firms of SMTEs. The 
limited values are, for example, 24 x 7 service, international sales, international consumers, lock-in, and new 
product in innovation/strategic criteria and number of clicks, single gateway, and click stream in effectiveness 
criteria. Comparing between organizations, efficiency values for e-commerce payoff is measured by seven variables; 
 

 More tasks and less error in business process time 
 Less time in travel product/service 
 Cost saving in document operation 
 Improvement in making relationships among tourism-related organizations 
 Enhanced customer(tourists) satisfaction through online services 
 Creating market opportunities for the future 
 Improvement of tourism information sharing and communication 

 
Seven variables suggest two key domains; cost (time) and value. Cost and time is related to internal business process 
perspective and value is focused on external relationships, enhancement, and improvement among shareholders 
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(organizations, customers, market). SMTEs represent simple and flexible organizational structure and process. Local 
tourism government consists of less than ten persons. The payoff based on SMEs pursues the cost and value 
perspectives. 
 
 

EC ADOPTIONS IN ORGANIZATIONS 
 

The technical innovation (IS) adoption research in SMEs (Premkumar & Roberts, 1999; Rogers, 1995; Thong, 1999; 
Thong&Yap, 1995,1996), the following factors emerged as potential determinants of EC adoption in SMEs: 
(1)technological context - relative advantage, cost, and compatibility; (2)organizational context – size and 
information intensity; (3)individual context – manager –owner(CEO) factors, manager’s innovativeness, and 
manager’s IS knowledge; and (4)environmental context – competition, external support from technology vendors, 
and pressure from suppliers or buyers. 
Van Beveren and Thomson(2002) point out that the most cited reasons for e-commerce adoption tend to be those 
based upon the company’s size and their perceived importance of e-commerce to their business purpose. Kalakota 
and Robibson(2001) see the adoption of e-commerce as more of an external pressure brought about by a new type of 
customer value proposition of what they want, when and how they want it and at the lowest cost. Daniel and 
Myers(2000) and Dongen et al.(2002) found that responding to competitors was also likely to be an important driver 
towards the adoption of e-commerce. 
Timmers(1999) uses Michael Porter’s five forces model to argue that e-commerce creates almost perfect 
competition as barriers to entry are reduced, transaction costs lowered, customers are able to obtain better access to 
information, customer driven pricing is possible and all with the minimum of legislation and regulation. In addition 
low entry costs leading to an early return on investment whilst safeguarding such investment was seen as a major 
attraction of e-commerce (Timmers, 1999). Daniel and Myers (2000) found that the overall reason for the adoption 
of e-commerce by SMEs was to enhance customer relationships either through improving customer services, 
developing the brand, seeking out new customers or to allow for discourse with customers. 
Theoretically e-commerce research suggested business innovation in perspective of organizations, customer value in 
markets, and barriers of e-commerce adoption in the private sector. 
In the public sector, local governments are expanding the support role for regional tourism organization and industry 
as intermediaries. The local government portal sites have supported the private local tourism and travel business.  

E-commerce in public sector 

  
 
The e-commerce goal for the public sector is that the use of B2B2C in regional tourism and travel market shall 
contribute to a lowering of process-related costs and increase the quality of the customers and tourists experience-
based trip processes. Released regional tourist attraction and resources shall contribute to increased travel 
information and shareholder’s communication services in public and private sector.  
Local governments support two types for regional tourism and travel promotion and relationships with shareholders; 
Regional tourism promotion and shopping mall websites. Sokchotour.com as promotion is operated by Sokcho city 
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in Gangwon Province and Tyeshop.com as shopping mall is operated by Tongyeong city in Gyeongnam province, 
Korea. This is linked with official city website.  
 
 

RESEARCH MODEL AND DATA COLLECTION 
 
The model explores the relationships between two organizations and e-commerce adoption or not about seven 
payoffs. Four groups consist of public sector without e-commerce (G1), public sector with e-commerce (G2), private 
sector without e-commerce (G3), and private sector with e-commerce (G4).  
 

Table 1: Research groups 
 Without EC With EC 
Public sector G1 G2 
Private sector G3 G4 
 
The analysis between IT payoff and value and cost is expressed in regression formula.  
 

Y = α + β1 · X1 + β2 · X2 + ε 
 
     Y : IT Payoff 
     α : Constant 

β1, β2,: Regression coefficient 
     X1 : Value factor 

X2 : Cost factor 
ε  : Residual  

 
A survey was conducted in order to evaluate the relationships and regression between IT payoff and cost and values. 
The data has been gathered by using structured questionnaire forms distributed to and collected from research 
institute of a sample of industrial firms in Business Survey Index in Korea Culture & Tourism Institute. A total of 
286 questionnaires out of 314 travel agencies and governments were returned and have been valid for the analysis. 
Likert-type scale was used, respectively anchored by (1) strongly disagree and (5) strongly agree. 
The data were analyzed by using SPSS 10.0 statistical program and factor analysis, reliability and correlational 
analysis, regression were utilized in order to evaluate the relationships between IT payoff and factors. 
 

RESEARCH FINDINGS 
 
Table 2 summarizes four respondent groups. G1 includes public sector organizations without e-commerce 
experience. We chose 156 local tourism-related government organizations (54.6%). G2 is the public sector with e-
commerce. G2 includes 55 local tourism-related government organizations (19.2%). G3 being private sector without 
e-commerce experience, 43 small and medium size tourism-related enterprises (SMTEs) participated in this research 
(15.0%). Finally, G4, the private sector with e-commerce experience, includes 32 SMTEs (11.2%). 
 
Table 2: Property of survey respondent 
 Without EC With EC 
Public sector G1: 156 (54.6%) G2: 55 (19.2%) 
Private sector G3: 43 (15.0%) G4: 32 (11.2%) 
 
Table 3 as a result of descriptive analysis summarizes mean and standard deviation (S.D.) of IT payoff and seven 
variables by four groups. E-commerce payoff focused on C2 (3.600) and V2 (3.760) in public sector without e-
commerce, C2 (3.890) and V2 (4.000) in public sector with e-commerce, C1 (3.580) and V3 (3.600) in SMTEs 
without e-commerce and C1 (3.720) and V3 (3.780) in SMTEs with e-commerce. G4’s IT payoff (3.810) is higher 
than the others.  
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Table 3: Results of mean and standard deviation by groups 
  IT payoff C1 C2 C3 V1 V2 V3 V4 

Mean 3.650  3.540  3.600 3.310 3.630 3.760 3.460  3.520 
G1 

S.D. 0.830  0.850  0.720 0.790 0.750 0.690 0.720  0.780 
Mean 3.560  3.840  3.890 3.650 3.690 4.000 3.560  3.670 

G2 
S.D. 0.740  0.710  0.600 0.640 0.630 0.690 0.740  0.580 
Mean 3.580  3.580  3.490 3.470 3.530 3.420 3.600  3.420 

G3 
S.D. 0.910  0.730  0.700 0.770 0.800 0.760 0.790  0.820 
Mean 3.810  3.720  3.560 3.440 3.440 3.660 3.780  3.530 

G4 
S.D. 0.780  0.770  0.720 0.760 0.670 0.700 0.830  0.720 
Mean 3.640  3.630  3.640 3.410 3.600 3.740 3.540  3.530 

Total 
S.D. 0.820  0.800  0.700 0.770 0.730 0.720 0.750  0.750 

Note: S.D. is Standard Deviation.  
C1: More tasks and less error in business process time,  
C2: Less time in travel product/service,  
C3: Cost saving in document operation,  
V1: Improvement in making relationships among tourism-related organizations,  
V2: Enhanced customer(tourists) satisfaction through online services,  
V3: Creating market opportunities for the future 
V4: Improvement of tourism information sharing and communication  
 
The relationship between IT payoff and seven cost and values in e-commerce has shown in table 4. Cost saving in 
document operation (C3) (0.345) is stronger than that of cost related variables and creating market opportunities for 
the future (V3) (0.361) is stronger than value related variables in e-commerce. Correlational analysis also indicates 
that enhanced customer (tourists) satisfaction through online services (V2) in values and less time in travel 
product/service (C2) in cost are correlated with the organization dualism (0.451). 
 
Table 4: Results of correlation analysis 
  IT payoff C1 C2 C3 V1 V2 V3 
C1 0.301        
C2 0.345  0.413       
C3 0.131*  0.532  0.378      
V1 0.278  0.402  0.413  0.262     
V2 0.322  0.329  0.451  0.206  0.480    
V3 0.361  0.260  0.313  0.283  0.468  0.328   
V4 0.264  0.376  0.446  0.391  0.339  0.316  0.379  

Note: * P < 0.05, the others P < 0.001.  
 
The principle component analysis method with orthogonal (Varimax) rotation was used to verify variable structure. 
Result of the analysis is summarized in [Table 5]. Through the validity analysis by factor analysis, we know that two 
factors, value and cost, with eigenvalues greater than one were extracted from all the measure in this study. Also we 
examined reliability of each variable before examination of hypotheses. We used value of Cronbach’s α for measure 
reliability of each question in this survey. As the table 5 indicates, since all of Cronbach’s alpha about the factors are 
above 0.6973, we confirm reliability and validity for our research. 
 

Table 5: Results of factor analysis and reliability 
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FACTOR 

VARIABLES Value Factor1 
(Value) 

(α=0.6973) a 

Cost Factor2 
(Cost) 

(α=0.7338) a 
V1 0.784  

V2 0.771  

V3 0.683  

V4 0.531  

C1  0.872 

C2  0.772 

C3  0.569 

Eigenvalues 3.226 0.979 

Percent of variance 31.173 28.905 

Cumulative percentage 31.173 60.078 
a Cronbach’s alpha for factors 
 
As the Table 6 indicates, Significant level of each variable about Total (total organization), G1(Public/without EC), 
G2(Public/with EC) and G3(Private/without EC) is p<0.001. Therefore we can explain it has a statistically 
significant meaning. However, G4(Private/with EC) was not statistically significant. But G4 is higher considering 
about IT payoff (mean score 3.810 shown in table 3) that SMTEs with e-commerce is significantly pursuing toward 
both cost and value perspective. G4 implies that IT payoff is important toward organizations’ efficiency in the 
internal and external business process both organizational cost and values in e-commerce based on SMEs’ e-
commerce experiences.  
 

Table 6: Results of regression 
Non-standard coefficient Standard efficientGroup Variable 
β coefficient Standard error Beta 

t-Value sig. 

Constant 3.640 0.044  83.301 
Value 0.325 0.044 0.397 7.434 Total 
Cost 0.159 0.044 0.194 3.630 

0.000*** 

Constant 3.654 0.058  62.703 
Value 0.409 0.058 0.491 7.041 

G1 
(Public/without 

EC) Cost 0.130 0.055 0.167 2.390 
0.000*** 

Constant 3.404 0.099  34.219 
Value 0.269 0.101 0.329 2.670 

G2 
(Public/with 

EC) Cost 0.354 0.117 0.374 3.035 
0.002*** 

Constant 3.665 0.127  28.84 
Value 0.338 0.121 0.400 2.791 

G3 
(Private/without 

EC) Cost 0.195 0.137 0.204 1.422 
0.003*** 

Constant 3.803 0.139  27.413 
Value 0.059 0.138 0.077 0.429 

G4 
(Private/with 

EC) Cost 0.190 0.143 0.239 1.331 
0.387 

Note: ***:p<0.01 
 
 



356 ©Copyright 2007 by the Global Business and Technology Association 
 

IMPLICATIONS AND CONCLUSIONS 
 
SMEs’ size, the perceived importance, the internal and external business environment, consumer and organization 
expectation in perspective of economies, and the competitive environment in e-commerce explained the barrier 
towards the adoption of e-commerce (Van Beveren and Thomson, 2002; Kalakota and Robibson, 2001; Daniel and 
Myers, 2000; Dongen et al., 2002). The public and private organizations today are more informed and more 
demanding than the past in e-commerce. They have the perceived importance in IT payoff.  
But when the characteristics of organization are taken into consideration, IT payoff suggests somewhat different 
implications.  
Part of the differences seems to be related to the typical barriers to e-commerce adoption among SMTEs; e-
commerce’s complexity to implement, small businesses’ requirement of short-term ROI and e-commerce’s long-
term, resistance to change because of the fear of new technology among employees, lack of technical skills and IT 
knowledge among employees, lack of computer-literate/specialized staff, lack of awareness about business 
advantage/opportunities can provide in e-commerce, concern about security of e-commerce, and lack of e-commerce 
standards. 
The findings suggest that IT payoff can lead to organization efficiency and increase the public and private 
organizations’ performance, such that market orientation of travel information consumer and tourists can lead to 
successful business activities. Therefore, our results suggest that efficiency of IT payoff as a driver of organizational 
business processing activities should be incorporated into cost and values of e-commerce domain. 
The study analyzes the relationships of IT payoff and cost and value factors in views of e-commerce depending on 
the organizations’ e-commerce adoption. IT payoff in the local governments and SMTEs are found to be related to 
cost and value factors. Furthermore, findings indicate that e-commerce’s experience is related to cost- oriented on 
the organization without e-commerce and value-oriented on the organization with e-commerce. 
The generalizability of this result is limited to the sample used in the survey and in IT payoff domains.  
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ABSTRACT 
 
Country image affects brand image perception. Highly reputed brands experience more erosion than less reputed 
ones when production is shifted from the brand-origin to others countries. Brand-origin appears to be salient to 
consumers. Country image may change. Brands made in China are gaining some positivism and start to overcome 
the previous negative impact of Made in China label. Brands images are multidimensional. Structures differ across 
brands and across countries of production. 
 

INTRODUCTION 
 
Brand image research has long been recognized as one of the central area of the marketing research field 

not only because it serves as a foundation for tactical marketing-mix issues but also because it plays an integral role 
in building long term brand equity (Keller, 1993). Alternately, the globalization has resulted in the proliferation of 
hybrid products (Gzepiec and Cosmos, 1983; Johanson and Nebenzahl, 1986). Hybrid products are products that 
involve a local manufacturer but carry a foreign brand or locally branded but made in a foreign country. Hence, 
many products are experiencing a lack of congruency between the brand-origin (country where the brand is 
perceived to belong by its target consumers) and the country of origin (COO) labeled on the product. This research 
studies the effect of outsourcing activities on brand image perception and brand image structure of two brands with 
different level of reputation among Japanese consumers. 

 

BACKGROUND 
 
As decision is painful and requires effortful processing of available information to reach a suitable 

judgment, consumers may rely on inferences to make a choice. Huber and McGann (1982) have shown that 
inferences can affect how people evaluate products. Inferences come from previous experiences and stored 
information about the product’s cues, namely brand and country of origin. Fishbein and Ajzen (1975) described 
three kinds of human beliefs: descriptive, informational, and inferential. These beliefs are formed in different ways 
and all potentially contribute toward what a consumer believes about a product’s attributes. Descriptive beliefs 
derive from direct experience with the product. Informational beliefs are those influenced by outside sources of 
information such as Ads, friends, and so on. Inferential beliefs are those formed by making inferences (correctly or 
incorrectly) based on past experience as this experience relates to the current stimuli. Images held in consumer mind 
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are one manifestation of these beliefs. Under effect of communication and previous use, consumers form images 
about brands and countries that will serves as basis for judgment in future evaluations.  Erikson, Johansson, and 
Chao (1984) found that images variables influence consumer’s multi-attribute evaluation. Images variables are 
“some aspects of the product that is distinct from its physical characteristics but that is nevertheless identified with 
the product (Erikson, Johansson, and Chao, 1984). Brand image is defined as “a set of perceptions about a brand as 
reflected by the brand associations held in consumers’ memory” (Hsieh and Lindridge, 2005). Country image is “the 
overall perception consumers’ form of products from a particular country, based on their prior perceptions of the 
country’s production and marketing strengths and weaknesses” (Roth and Romeo, 1992). 

Frequency information (repetitive occurrence of information) affects familiarity  and then affects reputation 
which in turn, affects images in consumer mind (Holbrook, 1978; Erikson, Johansson, and Chao, 1984). In line with 
Thorndike’s (1920) conclusion that beliefs recorded on some attributes tend to be caused by a belief recorded on 
some other attribute, we suppose that the belief a consumer has about a brand may be caused or influenced by belief 
recorded on another attribute (e.g. country of origin). Brand and country reputations appear to be of impact on this 
interaction. As one brand may be produced in different countries earning different characteristics, brand images held 
in consumer mind are likely to be affected differently across COO. The emergence of global brands gives rise to the 
issue of whether brand image appeals affect consumer responses differently in different countries. A firm involved 
in multiple markets should identify the brand-image characteristics that could affect the success of its brand image 
strategies.  

Country and brand images are changing. Brands may start unknown and reach gradually a good image 
through different stages. Some brands can move quickly from one stage to another, some others may take time. 
Brands may die and disappear (i.e. Goldstar) as they may keep growing and sculpt a strong image among consumers 
(i.e. Coca-Cola). Countries images as well, but with some differences, are under change. It takes more time for a 
country to change its image, than it takes for a brand. However, both, brand (Hsieh and Lindrige, 2005) and country 
(Papadopolous et al, 1987) images may change and therefore brand-COO interaction is subject to change. 

Previous researches have proved a significant impact of country image on brand perception (Papadopoulos, 
1993; D'astous and Ahmed, 1999; Hsieh et al, 2004). Nebenzahl and Jaffe (1997) found that consumers evaluate 
global brands sourced in different countries along different dimensions. The findings revealed different brand 
images for Sony and GE when production is shifted from developed to developing countries. Sony and GE have 
almost same levels of reputation as electronics brands. However, the international marketplace is experiencing the 
emergence of new brands (Sanyo, Samsung, Haier, etc). Though, such brands still not well reputed as Sony and GE, 
they are getting more shares, and are oriented to be famous brands. It is interesting to see how outsourcing activities 
influence their images comparing to highly reputed ones. Previous researches revealed too a strong associations 
between the brand and the brand-origin (Takhor and Kohli, 1996; Rattif, 1987). Brand-origin is defined by Takhor 
and Kohli (1996) as “the place, region, or country where brand is perceived to belong by its target consumers’. It is 
questionable to generalize from studies which uses examples from branded products categories but fail to take 
intrinsic brand information into account, since strong origin associations may be attached to the brand, and these 
may act as a confound in the experimental setting” (Takhor and Kohli, 1996) . It is important that research shed light 
on understanding the relative influence of brand-origin associations compared to COO as traditionally manipulated 
by the “Made in” cue (O’Shaughnessy and O’Shaughnessy, 2000). Moreover, in line with Papadopoulos et al (1987) 
and kotler et al’s (1993) affirmation that a country image may change, we propose to test the effect of four countries 
images on two Japanese brands of electronics with different levels of reputation (Sony and Sanyo): two with positive 
images, namely, Japan and USA and two with negative images namely, Indonesia and China. The latter is 
experiencing a smooth industrial and economic growth that may influence its image. Japan is the brand-origin for 
both Sony and Sanyo. Another issue to be considered is the implicit relationship that may exist between brand and 
brand-origin. First, brand image will be taken as an overall concept, then; we will try to test its multidimensionality. 
Investigation is done in Japan. Our objective is to study the conjoint effect of brand’s level of reputation and country 
image on brand image perception. Going through, we will try to explore the relationship that may exist between a 
brand and its brand-origin, the multidimensional aspect of brand image, and whether country image changes or not?  
  

LITERATURE REVIEW 
 
The mutual effect of brand name and COO information on consumer perception had been well studied 

(Papadopoulos, 1993; D'astous and Ahmed, 1999; Kotler and Gertner, 2002; Nebenzahl et al, 2003; Hsieh et al, 
2004). Most of researches had proven a significant effect of COO information and/ or brand name on consumer 
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perception.  A significant impact of country image on brand image perception was well supported (D'astous and 
Ahmed, 1999; Kotler and Gertner, 2002; Stennkamp et al. 2003; Hsieh et al, 2004; Cervino et al, 2005; Hsieh and 
Lindridge, 2005). Brand image change as production is outsourced. Cervino et al (2005) found a significant impact 
of product country image on brand performance. Hsieh and Lindridge (2005) argued that brand image structure 
differs across countries. Nebenzahl and Jaffe (1997) argued that the perceived value of the product is weighted 
average of its perceived brand and “Made in” country values. This value can be higher or lower than the value of the 
brand without references to the “Made in” country. As concerns brand-origin effects, Takhor and Lavack (2003) 
declared that brand-origin is one such cue that plays potentially important role in determining a brand’s image. 
Samiee et al (2005) found that consumers classify brands with their country of origin basing on the brand 
pronunciation or spelling and its similarity with the brand-origin language. Brand image is found to be 
multidimensional (Hsieh, 2002; Hsieh and Lindridge, 2005). Hsieh and Lindridge (2005) found that dimensions of a 
brand image differ across countries of production. 
 

METHODS 
 
A factorial research design was used. Investigated products were electronics (digital camera and plasma 

TV). Two brands originating from Japan, but with different levels of reputation, were studied namely, Sony and 
Sanyo. In total ten combinations were drawn: eight brand-country combinations and one combination for each brand 
where no country of origin is mentioned. This method ensures that country-images are not confounded by the 
respective brand images (Nebenzahl and Jaffe, 1997), since well known brands (e.g. Sony) are associated with their 
respective home countries (Sauer et al, 1991); and enables us to test for brand/brand-origin interaction. Each 
combination (Xij) was subject to an evaluation on a five-point scale (from 1: Totally disagree to 5: totally agree) 
along fifteen criteria.  The questionnaire contains scale measuring consumers’ attitudes toward Sony and Sanyo as 
produced in the four studied countries and when no country of origin is mentioned. The scale encloses 15 items 
measuring the product quality, reliability, durability, style, market presence, etc. This scale was used before 
(Parameswaran and Yaprak, 1987) and exhibited a high reliability. Respondents were asked in the end of the 
questionnaire to deliver some personal information related to the gender, age, occupation and yearly spending for 
electronics. 200 residents (students, employees, and housewives) from an urban area in the city of Kobe (Japan) 
participated in this investigation. Investigation was done by the researcher. 129 questionnaires were available for 
statistical use. The answer’s rate is 64.5%. 73 were males and 56 were females. Age in average is 42 years. Yearly 
spending for electronics is around 2100USD. Respondents exhibited a high familiarity with both brands.  
 

HYPOTHESES 
 
Based on prior research (Johansson and Nebenzahl, 1986; Papadopolous, 1993), we expect that images of 

both Sony-Japan and Sanyo-Japan will be better than their images when produced in USA, China, and Indonesia. 
And that this of Sony-USA and Sanyo-USA are, respectively, better than this of Sony and Sanyo made in China or 
Indonesia. In addition, due to its growing reputation in world affair, the technological progress reached by China in 
term of technological industry namely electronics (The Chinese brand of electronics Haier was classified as the 2nd 
largest Home Appliance brand in the world by Euromonitor Statistics (2003)) and  the developed familiarity of 
Japanese consumers with Japanese brands produced in China comparing to Indonesia, we suppose that China image 
has gained some positivism which will impact positively made in China’s products. Thus we propose that the 
perceived image of Sony-China (respectively Sanyo) will be better than a Sony-Indonesia (respectively Sanyo) and 
not so far from a Sony-USA (respectively Sanyo). However, due to the high standards those encloses most of 
Japanese electronics companies; the strict norms for hygiene, technicality, and product quality followed by the 
Japanese government and the relatively developed ethnocentric sense of Japanese; and alienated with Miyazaki et al 
(2005) findings, that the negative cue is more salient when paired with a positive alternate cue, we expect that the 
perception of Sony-China and Sony-Indonesia will be less than that of Sanyo-Japan.  
H1a: the overall image of Sony-Japan is better than its image when produced in any of the three other countries  
H1a’: the overall image of Sanyo-Japan is better than its image when produced in any of the three other countries  
H1b: the overall image of Sony-USA is slightly better than Sony-China and much better than the Sony-Indonesia, 
and the overall image of Sony-China is better than Sony-Indonesia  
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H1b’: the overall image of Sanyo-USA is slightly better than Sanyo-China and much better than Sanyo-Indonesia, 
and the overall image of Sanyo-China is better than Sanyo- Indonesia 
H1c: the overall image of Sony-China is less perceived than the overall image of Sanyo-Japan 
H1c’: the overall image of Sony-Indonesia is less perceived than the overall image of Sanyo-Japan 

Moreover, as Japan is the brand-origin for both Sony and Sanyo and since strong origin associations may 
be attached to the brand (Takhor and Kohli, 1996), we propose that the overall images of Sony and Sanyo will not 
differ when produced in Japan comparing to their overall images when no COO is mentioned. Furthermore, and 
because Sony is so tied with Japan comparing to Sanyo, we propose that Sony image will be negatively affected 
when produced in any of the others countries, comparing to its image when no COO is mentioned. Contrarily, Sanyo 
image will not differ when produced in USA but decrease when produced in China and Indonesia, comparing to its 
image when no COO is mentioned. In this sense, D’Astous and Ahmed (1999) affirmed that some brands are in 
strong tie with their brand-origin that their images may be deteriorated when the production is shifted to others 
countries even with similar level of development.  
H2a: the overall image of Sony will not differ when produced in Japan and will be deteriorated when shifted to 
others countries, comparing to its image when no COO is mentioned 
H2b: the overall image of Sanyo will not differ when produced in Japan and will be deteriorated when shifted to 
China and Indonesia but not USA, comparing to its image when no COO is mentioned. 

According to the associative network model (Farquhar and Herr, 1993), a person’s memory is made up of 
links and nodes: links represent relationships (positive or negative, weaker or strong), and nodes represent concepts 
(e.g. brand associations) and objects (e.g. brands). Beliefs have two structural properties, namely, abstraction and 
complexity. Its must be taken into account in assessment of the structure of brand associations. Aaker (1991) defines 
brand associations as the category of brand’s assets and liabilities that include anything “linked” in memory to a 
brand. Associations are informational nodes linked to the brand node in memory that contains the meaning of the 
brand for consumers (Keller et al, 1998). Brand-image is the output of such associations. It is defined by Dobni and 
ZinkHan, 1990) as the reasoned or emotional perceptions consumers attach to a specific brand. It consists of 
functional and symbolic brand beliefs. Belief complexity and structural properties support the brand image 
multidimensionality. Brand associations are classified into three major categories with respect to their level of 
abstraction namely attribute, benefit, and overall brand attitude. Attribute refers to the descriptive features that 
characterize a product or service. Benefit is the personal value that consumers attach to the product or service, and 
brand overall attitude is consumers’ overall evaluation of the brand (Wilkie, 1986). Ideally, in consumers’ memory, 
brand image perception should encompass all three types of brand associations (Hsieh et al, 2004), a fact that deepen 
brand image multidimensionality. In line with hypothesis 1; we propose that brand image structure will be affected 
similarly by outsourcing activities. Moreover, as Sony and Sanyo enclose many differences as concerns their 
reputation, identity, and personality; we propose that Sony and Sanyo image structures will be affected differently as 
production is outsourced. Hence our third and fourth hypotheses:  
H3: brand image is multidimensional 
H4a: Sony and Sanyo brand image structures will be affected as production is outsourced 
H4b: Sony and Sanyo brand-image structures will be affected differently as production is outsourced 
 

DATA ANALYSIS 
 

An examination of scale’s reliability reveals an alpha of Cronbackh superior to 0.8 for this scale across all 
brands. The scale enjoys an acceptable reliability. Comparison of overall images was based on comparing the means 
values of respondents’ scores along 15 items, by respondent. Table II summarizes those means by brand and by 
brand-COO match. ANOVA reveals significant differences at p<0.00 (F=17.08) across the two brands as production 
is outsourced. Going to explore differences among each pair of brand images, we proceed by a serial of t-tests.  

Table II: means of joint brand-country ratings 
Country  Sony image Sanyo image 
Japan 3.8 3.37 
USA 3.44 3.3 
China 3.03 2.86 
Indonesia 2.85 2.72 
Without reference to any country 3.69 3.23 
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FINDINGS 
 
Overall Sony and Sanyo images are higher when the product is made in Japan and start to decrease 

continuously when the production is shifted to USA, China, and Indonesia. Differences between Sony-Japan / Sony-
China and Sony-Japan/Sony-Indonesia are significant at p<0.05. However, Sony-Japan / Sony-USA difference was 
not significant. It was exactly the same with Sanyo. Thus H1a and H1a’ are partially confirmed. Differences 
between Sony-USA /Sony-China and Sony-USA/Sony-Indonesia are significant at p<0.05; and differences between 
Sanyo-USA /Sanyo-China and Sanyo-USA/ Sanyo-Indonesia are significant at p<0.00. The gap between Sony-
USA/Sony-Indonesia -respectively Sanyo-USA/ Sanyo-Indonesia- (0.59 for Sony and 0.58 for Sanyo) is much 
higher than the gap between Sony-USA/Sony-China -respectively Sanyo-USA/ Sanyo-China- (0.41 for Sony and 
0.44 for Sanyo). Therefore H1b and H1b’ are totally confirmed. Differences between Sony-China / Sanyo-Japan and 
between Sony-Indonesia / Sanyo-Japan are significant at p<0.00. This allows us to confirm H1c and H1c’. 
Difference between Sony / Sony-Japan was not significant. However, differences between Sony/Sony-USA, 
Sony/Sony-China, and Sony/Sony-Indonesia were significant at p<0.00 except for Sony-Sony-USA with p<0.1. H2a 
is totally confirmed. The image of Sony when no COO is mentioned had been deteriorated with USA, China, and 
Indonesia. The highest deterioration was with Sony-Indonesia (0.84) followed by Sony-China (0.66) and finally 
Sony-USA (0.25). However, no significant difference was revealed between Sony-Japan and Sony-when no COO is 
mentioned. Difference between Sanyo and Sanyo-Japan was not significant and differences between Sanyo/Sanyo-
China and Sanyo/Sanyo-Indonesia were significant at p<0.00. Nevertheless, difference between Sanyo/Sanyo-USA 
was not significant. H2b is totally confirmed. Sanyo image -when no COO is mentioned- had been deteriorated 
when produced in China and Indonesia. The highest deterioration was with Sanyo-Indonesia (0.51) followed by 
Sanyo-China (0.47). However, it keeps almost the same image when produced in Japan and USA.  
Joint space mapping of brand-coo: going to gain on accuracy in assessing how exactly outsourcing activities 
affect brand image, we proceed by factorizing all brands images taken together. Following principal components 
analysis results, we provide a joint space mapping that enables readers to see more clearly what is affected in each 
brand image as produced in a given country. PCA revealed two factors with 94.64% of explained variance. All 
communalities are quite high. The first factor (84.8%) represents the product value (highly correlated items are: 
made with meticulous, good performers, long lasting, easy to repair, high quality). The second factor (9.84%) 
transfers product style and market presence.  Sony-Japan has gained in product value and lost in market presence 
and style comparing to its image when no COO is mentioned. For Sanyo-Japan, it gained on both product value and 
market presence. Sony-USA is less perceived on product value and more perceived on market presence than Sony 
and Sony-Japan. It is almost same for Sanyo-USA but with a larger difference. Sony-China, Sony-Indonesia, Sanyo-
China and Sanyo-Indonesia are less perceived on both product value and style and market presence respectively than 
Sony, Sony-Japan, and Sony-USA; and Sanyo, Sanyo-Japan, and Sanyo-USA. When production was shifted to 
China, product value of Sony was strongly affected and the product’s market presence and style was moderately 
affected. It was almost same effect for Sony-Indonesia.  In case of Sanyo-China, product value was deteriorated; 
however, it gained on market presence and style. Sanyo-Indonesia image was strongly deteriorated on both factors 
comparing to its image when no COO is mentioned. 
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Exploratory factor analysis 

To assess differences among brand-images structure as production is outsourced, first an exploratory factor 
analysis (EFC) was run for each brand-image separately as production is internationalized. Then a confirmatory 
factor analysis (CFA) was run to test the goodness of fit of revealed structures.  
EFC reveals a bi-dimensional image for Sony when no COO is mentioned. The first dimension (32.4%) transfers 
product quality and the second one (11.61%) transfers product durability.  Alternately a tri-dimensional image was 
revealed for Sanyo. The first factor (42.50%) emphasizes product durability. The second factor (10.62%) 
emphasizes product show (luxurious, good looking). The third dimension (8.29%) focus on product communication 
and serviceability in Japan. Sony-Japan was tri-dimensional. The first factor (29.96%) emphasizes product 
durability. The second (13.16%) transfers product show and communication. The third (9.74%) emphasizes the 
product know-how. However it was a bi-dimensional structure for Sanyo-Japan. The first dimension (45.34%) 
emphasizes product high quality. The second one (8.86%) transfer product-show (good looking) and international 
market presence (sold worldwide). Sony-China was tri-dimensional. The first dimension (37.6%) emphasizes 
product durability. The second (12.75%) emphasizes product availability and the last one (8.66%) transfers 
innovation and serviceability. Alternately a bi-dimensional structure for Sanyo-China image was revealed. The first 
one (44.41%) emphasizes product quality and durability. The second one (9.23%) emphasizes product-show. A bi-
dimensional image was revealed for Sony-Indonesia. The first factor (44.04%) emphasizes product quality and 
know-how. The second one (9.6%) focuses on communication and market presence. Similarly a bi-dimensional 
image for Sanyo-Indonesia was revealed. The first dimension (50.59%) emphasizes product value. The second one 
(8.02%) emphasizes product communication and market presence. Sony-USA was bi-dimensional. The first 
dimension (35.13%) emphasizes product durability. The second one (13.19%) emphasizes product style and 
communication. Differently EFA revealed a tri-dimensional structure for Sanyo-USA image. The first dimension 
(39.14%) emphasizes product communication. The second dimension (11.05%) pictorials product durability and 
higher quality. The last one (8.25%) illustrates product higher technicality.  

Still in an exploratory phase, it is clear that both Sony and Sanyo had different image structures. Similarly, 
Sony and Sanyo had had different image structure as their productions were shifted from one country to another.  
Although, EFA allows us to support, but with a considerable risk, our third hypothesis, we think it is rigorous to test 
the stability of the above structures in order to confirm Sony and Sanyo images. Thus we propose to proceed by a 
confirmatory factor analysis using a structural equation modeling  
 
Confirmatory factor analysis CFA 

 
A structural equation modeling using AMOS 4 served as a basis for our CFA. Starting from EFA results, a 

model was drawn for each combination. Table VIII illustrates the goodness of fit of each model in term of Chi-
square, NFI, CFI, CMIN/DF, RMSEA, and HOELTER coefficients. CFA results supports widely the images 
structures revealed through EFA for Sony, Sony-China, Sony-Indonesia, Sanyo-Japan, Sanyo-China, Sanyo-
Indonesia, and Sanyo-USA. All the models assessing those images enjoyed reliable indices in term of NFI (so near 
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to 1), CFI (so near to 1), RMSEA (between 0.05 and 0.08), and Hoelter (superior to 200). As concerns Sony-China 
and Sony-USA, goodness of fit indices are not so far to be reliable for a fitted model. Although, it is safer to rely on 
a pattern of indices to judge the fitness of a model, we can experience many studies were researchers rely just on one 
or two indices. The judgment is, to some extend, subjective. In the case of Sony-China and Sony-USA, it seems 
acceptable for us to admit a relatively good fit of their models. In fact NFI and CFI indices are not so far from 1. 
Hoelter indices were less than 200 which highlight a problem with the sample size. In the case of Sanyo, it is unsafe 
to admit the EFA structure. The goodness of fit indices are far to be of a fitted model. CFA results for Sanyo 
revealed cross-loading items (item 9 on product show factor and item 14 factor and durability factor).  Therefore, 
Sanyo image structure is rejected. The model misfit may be due to a lack of sample size (Hoelter less than 200) or 
due to a measurement problem (cross loading items). It is worthy to mention too, that two correlations were needed 
in the case of Sony-Indonesia to reach a good fit of its image structure. The first correlation was between the items 4 
(innovative) and 6 (sold worldwide) and the second one was between the items 3 (made with meticulous) and 5 
(luxurious).  We interpret the correlation between “innovative” and “sold worldwide” by the fact that the innovative 
product is likely to be sold worldwide. Innovation is presumed to increase sales whether locally or internationally. 
Similarly, the correlation between “luxurious” and “made with meticulous” is interpreted by the effect of meticulous 
on luxury. Luxury is an output of people meticulous.  

Based on these results, we can affirm with more confidence that the images of Sony, Sony-Japan, Sony-
China, Sony-Indonesia, Sony-USA, Sanyo-Japan, Sanyo-China, Sanyo-Indonesia, and Sanyo-USA are multi-
dimensional and differ between each others. Differences are detected along the same brand across countries of 
production, and across brands themselves. Sony, Sony-Indonesia, Sony-USA, Sanyo-Japan, Sanyo-China, Sanyo-
Indonesia are bi-dimensional. However, Sony-Japan, Sony-China and Sanyo-USA are tri-dimensional. Sony and 
Sanyo, when no COO is mentioned can not be compared due to the misfit of the model assessing Sanyo image 
structure. Looking at Sony-Japan and Sanyo-Japan; Sony-China and Sanyo-China; and Sony-USA and Sanyo-USA, 
we can recognize differences between the two brands’ images structures, even when they are labeled the same COO. 
Differences marked the degree of fragmentation (number of dimensions), the composition of each image (what 
factors), and the impact’s weight of each dimension for each brand (e.g. product durability as first dimension with 
Sony-USA while it is product communication with Sanyo-USA). It is noteworthy to mention that the loadings of all 
items on their respective factors (dimensions) are significant for the nine confirmed image structures. That’s to say 
that the selected items through the EFA contribute significantly in forming their respective dimension. Therefore, 
our third and fourth hypotheses are confirmed. Brand image structure is multidimensional (H3) and it was affected 
differently across country of production (H4a) and across brands (H4b). 
 

INTERPRETATIONS AND MARKETING IMPLICATIONS 

First, alienated with past researches, country of origin had had a significant impact on brand image 
perception. Both highly reputed brands and less reputed brands are affected but differently. High reputed brands 
experience more erosion when production is shifted to others countries than the brand-origin. Less reputed brands 
may benefit from their production in their brand-origin if the brand-origin is well perceived as a producer of the 
product in question. It was the case of Sanyo-Japan that was highly perceived than a Sony-China or Sony-Indonesia.  

Consistent with Thakor and Kohli (1996), the effect of brand-origin on consumer perception appears to be 
significant. Images of Sony and Sanyo when no COO is mentioned and their images when produced in Japan were 
almost same; however, their images when produced in USA, China, and Indonesia were significantly different 
(except for Sanyo-Sanyo USA: not significant). Consumers, automatically, classify Sony and Sanyo as Japanese 
products, when no COO is given. Their evaluations of Sony and Sanyo when produced in others countries than 
Japan will be with reference to a Sony-Japan or Sanyo-Japan. While globalization process speeds up outsourcing 
activities and squeezes investment and trade barriers (macro level), companies are still facing cultural and consumer 
behavior barriers (Micro level). Japanese consumers still perceive a Sony or Sanyo made in China, Indonesia, or 
even USA as product inferior to a Sony-Japan or Sanyo-Japan. Erosion, when passing from Japan to China or 
Indonesia, is -to some extend- expected and found in past researches. However, erosion of Sony image when passing 
from Japan to USA seems to be due to a strong brand-origin effect. D’Astous and Ahmed (1999) found similarly, 
that the high class BMW image was eroded when production was shifted from Germany to USA. To some extend, 
German and Japanese have a common cultural characteristic, namely, a relatively developed ethnocentrism, which 
influences the way they perceive German, respectively, Japanese brands as produced in their home country or 
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abroad. A second interesting point is that the above phenomenon (erosion of Sony-USA) didn’t happen with Sanyo. 
Similarly, in line with D’Astous and Ahmed (1999), the brand tightness to the brand-origin may serves as reason. 
D’Astous and Ahmed (1999) found that only the high class BMW that was affected when produced in USA 
comparing to its image when produced in Germany. Others brands were not affected by such delocalization. It was 
almost same in this research; indeed, Sony is more in tie with Japan than Sanyo. Investors should put into 
consideration the brand-origin, brand reputation, and the link brand/brand-origin when thinking about a 
delocalization. It is wise sometimes to hide the COO information -if a negative impact on brand image is expected- 
and benefit from the effect of brand-origin on brand perception (consumers’ assumption that the brand is produced 
in the brand-origin if no COO is mentioned). Moreover, marketing actions should be customized across brands, 
across countries, and across brand-COO combinations. “Country image changes, at least in the long run” 
(Papadopoulos, 1987). Chinese products experienced low ranking in many previous researches (Bilkey and Nes, 
1982; Peterson and Jolibert, 1995). However, Sony-China as well as Sanyo-China images were not so far from 
Sony-USA and Sanyo-USA images. Product country image of China is moving towards a positive image.   Country 
image may change; politicians, economists, and marketers can be basic players in creating, keeping, and orienting 
this change. Governments as well as Companies should think how to manage positively the image of the country 
where they are operating. Governments may set up regulations for quality control, competitiveness; develop specific 
media campaigns, host conferences, and so on. Companies may enhance quality, innovate, create new values for 
their products and marketing actions, or push governments to work more towards this objective. 

Brand image is multidimensional rather than an overall concept. EFA and CFA proved the 
multidimensional aspect of brand image structure. Multidimensionality implies a need among consumers for 
multiple information as concerns the brand. They may refer to several dimensions (quality, style, durability, etc) to 
fix a final judgment. One brand may encompass all these dimensions in consumers’ minds. Marketers should 
provide consumers with the maximum of information as concerns the brand in order to satisfy their need for 
information along different dimensions. Brands images structures appear to be different across brands and across 
brand-COO combinations. Knowing the dimensions of brand-country image enables marketers to determine a more 
definitive marketing strategy. Marketing strategy should be customized across brands and across brand-COO 
combinations. Brand image structure changes along different COO. This change is more intense with less reputed 
brands. Sony image, along the four studied COO, had had durability as the dominant dimension, and communication 
as the second dimension. Minor differences were revealed with Sony-Indonesia where consumers express a need for 
market presence, with Sony-China where consumers express a need for product availability, and with Sony-USA 
where they express a need for product style. However, these differences were revealed along the second or the third 
dimension. The latter dimensions explain a relatively low variance compared to the first dimension in each brand-
COO image. As concerns Sanyo images, they experience major differences across countries of production. Quality 
supreme was the dominant dimension with Sanyo-Japan. However, it was quality and durability with Sanyo-China, 
product value with Sanyo-Indonesia, and product communication with Sanyo-USA. Changes were major too along 
the second most important dimension. The conjoint effect of country image and brand reputation had had an 
influence on brand image structure. Product development and advertisement strategies should be alienated to these 
influences. Marketing strategies for bi-national products should encompass the matricidal impact of brand’s level of 
reputation and country image on brand image structure held in consumers’ minds and then on their overall 
judgment.    
  

CONCLUSIONS AND FUTURE RESEARCHES 

Country of origin did influence consumers’ overall perception of brands. Influences were different across 
highly reputed brands and less reputed brands. Brand-origin is found to be of significant impact on brand image 
perception. The effect of country image on brand image is so strong. It may overcome the power of well-known 
brands in shaping brand image in consumer mind (e.g. Sanyo-Japan better than Sony-China and Sony-Indonesia). 
Marketers should customize their actions across brands and across brand-COO combinations. Both, brand’s level of 
reputation and country image’s impacts should be taken into account when elaborating marketing operations for bi-
national products. Country image may change. Governments and companies should spend effort on changing their 
country images towards a more positive image. Brand image is multidimensional. Dimensions differ across country 
of production and across brands. Marketers should provide customers with the appropriate dimensions they are 
looking for each brand produced in a specific country. As any research, this research has its limitation. First it dealt 
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with one type of product (electronics). Other products should be investigated. Future researches may spend effort in 
investigating less or more complex products. Second as it deal with an aspect of consumer behavior, it is interesting 
to incorporate some cultural (e.g. collectivism/Individualism) and personal (e.g. need for affect/need for cognition) 
characteristics and test their effect on brand image along different COO. 
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ABSTRACT 
 

This paper represents an analytical review of previous researches as concerns human judgment and perception. 
Based on this review, we tried to build some propositions that describe who, when, and how the country of origin 
information is used to evaluate products.  
 

INTRODUCTION 
 
“It can be argued that the focus on the prediction of behaviors is misguided or at best premature. It is necessary to 
describe behaviors before we predict them and entire disciplines have been built on description……So I urge 
consumers scholars to spend more time observing and describing” (Richins , 2000; p4). A more accurate consumer 
behavior prediction implies an exhaustive description of the set of variables that may influence this behavior. 
Human nature is complex. Complexity emanates from the diversity of variables that shape and influence human 
behavior and from the inner differences rooted in human beings.  When it comes to predicting the psychological 
background of human behavior, complexity is deepen and researchers are exhausted by the wide amount of variables 
and inter-relationships that develop human reactions, and subsequently impact their behaviors. A look on 
psychological studies reveals a tendency of “general to specific” across the pattern of researches and along time 
(Shaughnessy, 2005; Brown, 2005). Scholars start in the early time by studying general manifestations of human 
psychology and then moved continuously towards studying specific and parsimonious aspects, a fact that over- 
multiplies the set of concepts, conditions, and experimental settings related to the topic. A detailed description as 
concerns those concepts, conditions, and experiments is required as to provide a more comprehensive background 
for future studies in the field of human behavior. Researchers “must know enough to know what is unknown” 
(Miyake and Norman, 1979) to ask the appropriate question, refer to the appropriate concepts, use the appropriate 
experiments, and then deliver more accurate results.  
Our objective along this paper is to describe a part of the variables (product cues), and their respective 
interrelationships, that may influence one kind of human behavior (judgment), of a specific human being 
(consumer), and under a specific situation (evaluating a product).  
 

BACKGROUND 
 

Products constitute an array of intrinsic and extrinsic attributes (cues) that consumers use to determine product 
quality (Miyazaki et al, 2005) and then take a decision. Intrinsic cues are an integral part of and inseparable from the 
physical product. Extrinsic cues (e.g. price, COO, brand) are not physical components of the product, and changes 
have no material effects on the actual product, yet they often serves as cues that may affect consumers’ quality 
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perceptions (Kirmani and Rao, 2000). Information integration, a generally accepted treatise of how consumers arrive 
at judgments, proposes that evaluations are based on combining intrinsic products features and extrinsic cues (Alba 
et al, 1999). Intrinsic cues information generally dominates extrinsic cues for formulating evaluations because it is 
deemed more useful than extrinsic cues information (Purohit and Srivastava, 2001). However, when intrinsic 
information is scarce or not deemed useful, or there is no opportunity to process it, extrinsic cues are more likely to 
be used to assess product quality resulting in an evaluation that is more heuristic in nature (Monore, 2003).  
One of the product extrinsic cues had been a subject for many researches over the past 40 years, namely the product 
country of origin (COO) named too product country image. Tan and Farley (1987) called the country of origin as 
“the most researched international aspect of consumer behavior” and Peterson and Jolibert (1995) described it as 
“one of the most widely studied phenomena in all the international business, marketing, and consumer behaviors 
literature”. However, and in spite of its multiple assessments, there was no dominant agreement on the real effect of 
COO on consumer judgment. Perterson and Jolibert (1995) remarked that “The true conditions under which COO 
influence is operative have not been adequately or fully alienated”. Whereas, Samiee’s (1994) affirmation that 
“however, and not surprisingly, with so many studies and research designs (in COO researches), some have 
produced conflicting results”, others researchers (Pharr, 2005) found it surprising and they start to look for different 
reasons-mostly  based on consumer characteristics- to explain this confliction. Pharr (2005) has mentioned that “The 
influence of COO information on consumers’ products evaluations in an increasingly global production environment 
may be more complex issue than researchers originally thought”. He remarked that “a broad-based narrative review 
of empirical studies conducted between 1995 and 2005 ( a period during which significant structural changes took 
places in international markets) suggests COO influence is subject to a number of culturally derived antecedents and 
is moderated by both product based and individual consumer factors”.  
As judgment is a complex mix of human thinking, we suppose that part of the confliction that marked the COO 
researches may be resolved through specifying and describing some consumer characteristics that had been proved 
to be of significant effect on human thinking and reactions. Previous researches have suggested that different 
processing strategies are not evoked on the basis of ability but are evoked on the basis of individual characteristics 
(Celsi and Olsen, 1988). Key personality factors are believed to have persistent influence on perception and 
behavior (Erickson, 1968; Haugtvedt, Petty, and Cacippo, 1992). Personality provides consistent responses to 
environmental stimuli based on enduring psychological characteristics (Kassarjan, 1971). Moreover, because 
available information are numerous and different, consumers use to classify them into category to make easier the 
decision making process. Alba and Hutchinson (1987) affirmed that the marketing constructs of product class, 
benefit segment, usage situation, and evoked set all entail some type of category structure for competing products. 
Along this study, we will try to disclose some of the reasons behind the COO researches’ confliction based on 
consumer personal characteristics within a psychological frame under the view of the categorization theory. 
 

CATEGORIZATION THEORY 
 

Consumer behavior literature had widely investigated the ways how consumers perceive products, services and 
marketing actions. Taking its origin into psychology, sociology, and communications sciences, categorization theory 
is one of the famous theories that described the “how” of consumers’ perception and evaluation. Categorization 
theory suggests that since the capacity of short term memory is limited and external stimuli are many, people will 
divide stimuli in their environment into categories to get the most useful information for the least effort and to 
ensure that the environment is inherently structured (Coupey and Nakamato, 1988). Researchers (Croker et al, 1984; 
Engel et al, 1986) have shown that through the categorization process, concepts are learned by developing and 
differentiating cognitive categories. Concept identification is achieved through placing an object into a cognitive 
category. According to the categorization theory, attitudes toward a stimulus are directly related to attitudes 
associated with the activated category (Alba and Hutchinson, 1987; fiske, 1982). Some categories, called basic 
categories, are likely to be acquired before categories at others hierarchical levels. Categories at basic level are 
psychologically and linguistically more primary than categories at others hierarchical levels (Tverskey and 
Hemenway, 1984). Basic-level of categorization is the level where within-category similarity is maximized relative 
to between-categories similarity (Mervis and Rosch, 1981). Attributes of basic categories are most commonly shared 
by different people (example of basic category: assumption of good quality electronics products made in Japan). 
Categorization is an essential part of consumer information processing. Consumers have to deal with categorical 
cues like brand name and country of origin when they form attitudes toward products. In term of consumers 
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purchasing foreign products, the country of origin information as well as others attributes will serves as cues, which 
will activate certain experience or information (schema) associated with the relevant country or brand, which in turn 
will guide the consumer to put the product in a certain category stored in memory. The consumer will make then a 
favorable or unfavorable decision (product evaluation, purchase intention) accordingly. Consequently, when 
consumers are processing product related information, the activated stereotyped country or brand image associated 
with the product and the situation will have significant impact on consumers’ product evaluation and preference 
formation.  
Basic categories are commonly shared by most of people and easily accessible. Activation of others hierarchical 
levels imply implicitly differences among consumers. Information of basic level do not imply a great effort and 
knowledge to process it. However, they provide a general view of the product. Judgments based only on basic levels 
are likely to be a kind of guess or presumption. Ordinary consumers as well as experts have almost the same 
predisposition to use it successfully. Passing from the basic level to others hierarchical levels imply a transfer from 
general (basic level) to specific (second level) and more specific (third level) and so on.  .  The required effort to 
process information from the latter levels is greater and not all consumers are able to process it. A minimum level of 
expertise and knowledge is required. However, a more clear view of product can be achieved.  Several researches 
have proved that a shift from “surface structure” (basic) to “deep structure” (specific) categories occurs as expertise 
increases (Adelson, 1984; Chase and Simon, 1973; Nelson, 1977). Cognitive structure (judgment, evaluation, etc) 
has generally referred to the factual knowledge that consumers have about products and the ways in which that 
knowledge is organized (Brucks, 1986). Alba and Hutchinson (1987) described two ways of information (as 
concerns product cues) classification. The first one called “holistic” (non-analytic) processing, and it refers to 
classifications that are based on overall similarities, usually leads to classification into basic category. The second 
called “analytic” and it is assumed to be rule-based in the sense that particular attributes or attributes configurations 
that diagnostic of class membership are the sole basis for classifications, usually leads to classification into deeper 
categories. In consumption situation for example, people might initially classify computer on the basis of brand and 
price. But after using them, they learn about additional features such as processor type, CD burning capability, and 
hard drive storage capacity, and then make different, more elaborate categorization of new instances. Whether to 
rely on a holistic or an analytic processing depends –to some extend- on consumer’s degree of analysis. Degree of 
analysis refers to the extend to which consumers access all and only the information that is relevant and/or important 
for a particular task. It is the extend to which the basis for an inference is restricted to casually or logically relevant 
facts (Alba and Hutchinson, 1987).A developed degree of analysis implies higher ability to form many hierarchical 
categories successfully. Consumers with developed capability to analyze –contrarily to those with limited capacity- 
appear to be more ready to use the appropriate information for the appropriate task.  Similarly, the degree of analysis 
depends on consumer personal characteristics, usage situation, and evoked set all variables that influence a 
consumer judgment (e.g. product involvement, very convincing Vs low convincing Ads. etc). In this sense Barch 
(2002) remarked that there is a growing evidence of a substantial moderating influence of social and self-related 
goal pursuits on cognitive reasoning and processes. There is a subliminal influence on consumer behavior (Barch, 
2002). Previous researches found too that differences in personal characteristics, product involvement, and situations 
imply differences in categorizing the product cues into basic or other hierarchical levels (Alba and Hutchinson, 
1987; Alba and Mormorstein, 1987; Sojka and Giese, 2001; Miyazaki at al, 2005). 
Thus, the way to use the COO information (one of the product extrinsic cues) will depends then into which category 
it is affected. The point here is that COO information belongs to a basic category or it is a part of another 
hierarchical level? The answer depends on how consumers valorize the COO information, how they are willing to 
process it, what is the product in question, and under which conditions it is evaluated. Motivations, processing goals, 
and information type interact to affect COO evaluation Gurhan-Canli and Maheswaran (2000). 
It is then a matter of consumers, products, and situations. The COO’s weight in the last judgment is likely to be a 
function of consumer’s personal characteristics, product’s characteristics and situation conditions. 
 
Consumers 
 
Previous research has suggested that different processing strategies (processing information to fix a judgment) are 
not evoked on the basis of ability but are evoked on the basis of individual characteristics (Clesi and Olson, 1988). 
Key personality factors are believed to have persistent influence on perception and behavior (Erikson, 1968). A 
personality factor (trait) is a characteristic or individual difference in which one person varies from another in a 
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relatively permanent or consistent way (Mowen and Minor, 1998). By nature people are different as concerns their 
personalities. The focus in this paper will be on inter-personal differences as concerns knowledge and information 
processing. Holyoak (1984), Sternberg (1986), and Weisberg and Alba (1981) have shown that the ability to solve 
problems (i.e. choosing among many alternatives) is partially determined by one’s prior experience and knowledge. 
Alba and Hutchinson (1987) added that the effect of knowledge on consumer behavior cannot be regarded only as 
main effects and must be studied along with a wide range of moderating variables. Zhang (1997) found that 
differences in consumer cognitive predisposition can significantly influence the effect of COO information.  
 Consumer knowledge: 
Brucks (1985) described two types of knowledge: subjective and objective. Subjective knowledge is what 
individuals perceive that they know. Objective knowledge is what is actually stored in memory.  Subjective 
knowledge and objective knowledge appears to affect differently information processing activities (Brucks, 1985). 
Subjective knowledge is closely related to confidence in one’s ability decision making. Objective knowledge is 
associated with seeking less information about inappropriate alternatives and with using a pattern of search that 
exhibits a greater degree of variance in the number of questions asked about the considered alternatives indicating 
greater search efficiency. It facilitates the asking of attributes questions. Brucks (1985) found that only objective 
knowledge that was significantly related to the number of attributes examined and only subjective knowledge that 
was significantly related to the tendency to ask dealer opinions rather than attributes information. Consumer with a 
developed subjective knowledge is likely to focus more on dealer opinion (or friends) rather than on product 
attributes, namely COO. Here the COO may be used as information of basic level that help consumer strengthening 
his confidence in self decision making. 
In contrast, consumer with a developed objective knowledge is likely to focus on product attributes, namely COO. 
He may use it as information of basic or other hierarchical level. 
Thus, apparently, a developed objective knowledge implies a higher probability to use the COO information when 
judging the product rather than do a developed subjective knowledge.  

Proposition 1: a developed objective knowledge increases the probability of using the COO for product 
evaluation 
Proposition 2: a developed subjective knowledge decreases the probability to use the COO for product 
evaluation 

Personal characteristics are conjugated, interdependent, and interrelated.   To refer to this or that attribute through 
this or that way (the way to evaluate a product) is affected by the way a consumer mix the set of his personal 
characteristics. As characteristics differ and the ways to mix them differ from one consumer to another, this effect is 
likely to differ.  We will try to examine in a first stage the effect of need for cognition and need for affect and in a 
second stage the effect of consumer’s expertise level.  

Need for cognition Vs need for affect: 
Need for cognition and need for affect are ones of the most studied personality characteristics in consumer behavior 
field recently. Need for cognition is an individual’s tendency to enjoy thinking (Engel, Blackwell, and Miniard, 
1995). Need for affect is an individual’s tendency to engage in and enjoy processing feelings (Giese et al, 1999). By 
definition personality provides consistent responses to environmental stimuli based on enduring psychological 
characteristics (Kassarjian, 1971). Individual difference in need for cognition influences the extend to which people 
utilize product cues in their reactions towards a product. Consequently, COO effects are not uniform across people 
with different cognitive predispositions (Zhang, 1997) 
Individuals with a high need for cognition expend more energy evaluating messages and they are more likely to 
evaluate the quality of the argument (Haugtvedt et al, 1988). They proceed by analytic processing of available 
information. Likewise, individuals with a high need for affect are more likely to engage in compulsory behavior 
(Giese and Sojka, 1997). They are averse to spend effort in analyzing alternatives and rely more on easy inferences. 
Individuals with a high need for cognition are likely to rely more on intrinsic cues (technical properties of the 
product) and seem to be far to rely on COO information (extrinsic cue) to infer a product judgment. They may use it 
as information of basic level category for a first stage of general differentiation (i.e. based on COO choosing first 
between four TV all manufactured in developed countries). However, if the COO information is not salient for such 
selection, they may refer to others product attributes in this early stage that look more salient (e.g. brand), 
nevertheless, they may refer for the COO information in a second or third stage to refine their selection here COO 
information may be used as information of a second or third category level. It is rigorous to mention here that as 
explained by Kotler et al (1993), country image is the output of this country economic and social development, rules 
convenience, and people image. Some rules for hygiene, technicality, and respect for environment may be related to 
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some countries’ products and may serves as useful information- under the cover of the COO that serves as a proxy 
for all those information- to differentiate between products in a second or third stage of selection. 
Individuals with a high need for affect are likely more willing to refer to extrinsic cues (e.g. COO information) to 
infer the product judgment. Consumers with a high need for affect seem to be far to reach a second and third levels 
of information categories. They feel satisfied with the explanation they could form from the basic level and are 
averse to spend a great effort to search for explanation in others hierarchical levels. Here too, COO information 
seems to be information of basic level: a halo effect. In this sense, Zhang (1997) argued that COO effect was 
especially strong with subjects who were not cognitively predisposed to evaluate the attributes of the product. 

Proposition 3: a high need for cognition is negatively correlated to the probability of using COO 
Proposition 4: a high need for affect is positively correlated to the probability of using the COO 

When conjugated with an objective knowledge, need for cognition will enhances and increase the chance to rely on 
COO information. Objective knowledge is actually what is stored in memory. It facilitates asking questions about 
attributes. Need for cognition is a willingness to enjoy thinking. Once regrouped in a person, both need for cognition 
and objective knowledge appear to leads to an exhaustive search about several product attributes, namely COO. He 
will probably look for the COO and gather information about this cue to reach a suitable judgment. In fact objective 
knowledge and need for affect implies a desire for different and abundant information as concerns the product. The 
weight of COO information on the judgment will depend on the salience of this cue. 
However, when conjugated with a subjective knowledge, the probability to refer to COO depends on the probability 
to receive this information from another person (dealer, friend, expert, etc). Here, use of COO will depends on 
others’ recommendations and suggestions which, in turn will decide it place as a basic or other hierarchical 
information. 

Proposition 5: an objective knowledge conjugated with a high need for cognition will increases the 
probability to use the COO 
Proposition 6: a subjective knowledge conjugated with a high need for cognition may increases or 
decreases the probability of using the COO, depending on others’ recommendations 

As concerns need for affect, if conjugated with a subjective knowledge, it will maximize the probability of referring 
to the COO information. In fact, consumers with a high need for affect rely on compulsory behavior. Their 
judgments appear to be mostly subjects to a halo effect. Developed subjective knowledge implies a high confidence 
in once decision making and a tendency to ask dealer opinions rather than to rely on a personal evaluation of 
available attributes. Thus, if the COO was mentioned by the dealer as a reliable cue, it will be probably used as 
information of basic and below basic level categories. If it is hard to get others’ opinions, guided by his high need 
for affect, he may rely on COO information and proceed by an easy inference. 
If conjugated with an objective knowledge, the effect of need for affect seems to be difficult to assess. In fact, it is –
to some extend- illogic to find a person with both a high need for affect and an objective knowledge. A developed 
objective knowledge implies a tendency to look for abundant information and a high need for affect implies a 
tendency to rely on compulsory judgment, which is contradictory.  

Proposition 7: a subjective knowledge conjugated with a high need for affect will increase the probability 
to use the COO, if this information is delivered or recommended to the consumer 

A second criterion that may differentiate between consumers is their degree of expertise. Expertise is defined by 
Alba and Hutchinson (1987) as the ability to perform products related tasks successfully. Experts’ consumers are 
those who dispose of a set of knowledge as concerns the product which enable them to assess its characteristics 
(technical, physical, and marketing characteristics) successfully. They may understand well the product spec, the 
way to use it, have a clear idea about the range of alternative options available on the market, and more ready (than 
novices) to form a detailed picture of the product. They are likely to focus on the product intrinsic cues and are not 
so much or at all influenced by the country of origin information. Here, the COO information seems to be 
information of basic level or not used at all. Adelson (1984), Chase and Simon (1973), and Nelson (1977) argued 
that a shift from “surface structure” to “deep structure” categories occurs as expertise increases. Contrary, novices 
seems to be incompetent to assess the product technical spec successfully and are generally less informed about it 
and about others available alternatives. Consequently they seem to be subject to a halo effect. An inference of the 
product quality from the country of origin information is likely to happen. Here the weight of the country of origin 
information in judging the product may be considerable. It is treated as basic level information. Zhang (1997) found 
that intangibles extrinsic cues (i.e. COO) are often used by consumers as surrogate indicators when there are missing 
and/or difficult intrinsic cues. 
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The degree of expertise is function of the product familiarity. Familiarity is defined by Alba and Hutchinson (1987) 
as the number of product related experiences that have been accumulated by a consumer. Once the number of 
experience with a specific product increases, the consumer knowledge about this product increases and then his 
degree of expertise increases. Once his expertise is so developed, he may reach the automaticity. Automaticity 
concept had been used to refer to process that can be performed with minimal effort and without conscious control 
(Bargh, 1984). Once the expertise is developed, consumers feel confident that they are making the best choice. They 
presume that they knew enough about the product and there is no need to search for others new alternatives. They 
start to assume that the selected product is good and that their way of evaluation is the best one. They may then 
become loyal to this product unless an accident happen with it or they discover by chance a better alternative. Here 
they may change their way of evaluating and they may accord more weight to the country of origin information to 
judge the product quality. Novices in the other part, -if their presumption of product quality based on country of 
origin information is confirmed by the product use-, their beliefs about the usefulness of the COO information may 
be deepen and they may rely more and more on this information in others judgments. However, if this presumption 
is infirmed by the use of the product, they may minimize the weight they gave to the COO information and look for 
others product cues to fix a judgment. Alba and Marmorstein (1987) found that experts consumers refer to the 
product’s attributes comprehensibility to make a judgment. Novices refer to the number of product’s attributes 
available in an Ad. More the number is high, more consumers’ inferences about the product are positive; and 
Miyazaki et al (2005) remarked that the interactive effect of the extrinsic cues are reduced in the presence of readily, 
abundant and usable intrinsic cues, which support our proposition that experts –more ready to assess intrinsic cues- 
are oriented to neglect the COO information.  

Proposition 8: experts will probably not refers to COO, and if they refer to it, it will be an attribute of 
minor effect on their judgment 
Proposition 9: novices exhibit a higher probability to rely on COO more than experts 

 
Products characteristics 
 
Consumers do not allow the same degree of importance and perceived risk to all products. Usually consumers are 
more aware and involved, when evaluating a high involvement product rather than a low involvement one. High 
involvement products imply a relatively high risk and cost. Petty and Cacippo, (1979) found that under high 
motivation conditions ( high involvement) consumers are though to engage in a detailed processing of the persuasive 
message that involves thoughtful examination of relevant message argument (e.g. attributes information). In 
contrast, under low motivation, a less effortful mode of processing is anticipated, and consumers are likely to form 
judgments in cognitively simple ways by minimizing effortful processing. Alternately, perceivers can use simple 
decisions rules, such as products manufactured under a well known brand name are likely to be of good quality. 
Thus under low (Vs high) motivation, consumers may try to form their judgments with a minimum effort, and 
country of origin information offers a basis for doing so (Maheswaran, 1994). In contrast, high motivation 
consumers are less likely to use cognitive shortcuts in forming their judgments. COO information may be processed 
and considered but more as one of the product attributes instead of an overall basis for judgment.  
Under high motivation, consumers will respond by collecting enough information to form the most accurate 
judgment. They may use both intrinsic and extrinsic cues information. The country of origin here may serve as a 
guarantee for product reliability and quality. It is one of the attributes to serves for the final judgment not a basis for 
the judgment. Its weight seems to be small and depends on others cues’ salience. However, under low motivation, 
consumers are likely to focus on the COO. Gurhan-Canli and Maheswaran (2000) argued that COO perceptions are 
more favorable under low motivation than under high motivation 

Proposition 10: under high motivation, the probability to refer to the COO is low 
Proposition 11: under low motivation, the probability to refer to the COO is high 

 
Situation 
 
By situation we mean here the status of the product attributes. First, comparing to the others available attributes, 
what is the weight of the COO information? Does it overcome the others cues or it is overtaken by them? Second, 
does the product present consistent attributes or inconsistent attributes?  

a- COO Vs others products attributes: 
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Researches were divided into supporters of a strong effect of COO information regardless of the power of others 
product attributes and deniers of such effect when others salient attributes are available to consumers. We think that 
it depends on the salience of each attributes and on the way through which consumers valorize each attribute. Well-
reputed COO information (e.g. electronics made in Japan, wine made in France) may overcome others products 
attributes and got the greatest weight in judging the product. It will be basic category information due to its high 
reputation. 
However, if it is not a famous COO, others attribute such as brand or price may overtake it especially when those 
attributes are more salient than the COO (e.g. famous brand, competitive price). The COO information may serves 
as information of a second or third category level to refine a first selection  

Proposition 12: COO level of reputation is positively correlated to the probability of using the COO 
b- attributes consistency: 

Cue consistency theory (cues consistency refer to the alienation of two or more cues by a way that they don’t lead to 
disparate conclusions, e.g. famous brand from a well-known country of origin) proposes that   multiple sources of 
information are more useful when they provide corroborating, than when they offer disparate conclusions. Adding 
the values of cues to determine the observed response will not account for evaluations when cues are inconsistent 
(Anderson, 1981). Instead, when extrinsic cues present contradictory signals, consumers focus on the negative cues 
and anchor their perception accordingly (Ahluwalia, 2002). Anderson (1965) found that when confronted with 
negative information, respondents weighted it more heavily in averaging it with positive information. Weights used 
in information integration are determined by cues’ usefulness and salience. We may conclude then that if the COO 
information is in consistency with the other product cues (e.g. famous brand manufactured in a well-reputed 
country), it may lead to a more positive evaluation. There is a kind of synergy between cues. Nevertheless, if it is in 
inconsistency with the other product cues (e.g. famous brand produced in a less-reputed country) it may lead to a 
negative evaluation. Miyasaki et al (2005) found that two extrinsic cues are significantly more predictive of quality 
when they are consistent than when they present inconsistent information. This interaction, however, disappear in 
presence of abundant intrinsic cues. Extrinsic cues are often used to reduce the risk associated with product 
evaluation and choice. When cues are in agreement, they can be averaged or linearly combined to arrive at product 
evaluations (Anderson, 1981), but the weighting of each piece of information changes when the valence of the cues 
disagree (Miyazaki et al, 2005). Here it appears that more negative cues dominate evaluations.  
If the COO information deliver positive signals (e.g. famous COO) or negative signals (bad image) and it is in 
consistency with others product cues, -whether it is treated as information of basic level or of another hierarchical 
level-, it may influence the product judgment. Its weight in this judgment depends on the salience of others available 
cues and on consumer’s personal characteristics (expert Vs novice, need for cognition Vs need for affect). If it is in 
inconsistency, it is likely to have a negative effect when combined with more positive cues or overtaken by the 
negative effects of others cues when it is combined with more negative cues.   

 Proposition 13: when product cues are consistent, the probability to refer to COO information is higher than 
when product cues are inconsistent. 
 

CONCLUSION 
 

Whether consumers rely on COO information when judging a product or not as well as the weight they are ready to 
give to this cue seems to be consumer-specific, product-specific and situation-specific: cause of many controversies 
in COO related researches. As judgment is a human thinking task, consumer behavior theories (e.g. categorization 
theory, consistency theory, etc) may explain well those controversies. The weight of the COO information in the 
product judgment is function of the consumer characteristics (need for cognition or need for affect, expert or 
novice), the product characteristics (high involvement or low involvement), and the situation characteristics 
(attributes salience and consistency). The COO information is found to be both information of a basic category level 
and others hierarchical categories levels. 
As any research, the actual research has its limits. First, it is an analysis based on a literature review. It stills a pure 
analytical process of the findings of previous researches. Empirical validations are required. Second, it is mostly 
based on one theory of human thinking (categorization theory) that may limit its generalisability. Views from the 
scope of others consumer behavior theories may lead to different propositions. Third, as human perception is 
complex and many personal characteristics appear to be interdependent, the interdependence between the studied 
characteristics deserves to be explored. In this research, we limited our research to present personal characteristics as 
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independent variables, exception for the case of knowledge and need for cognition/ need for affect.  Futures 
researches should shed light on these interdependencies.  
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ABSTRACT 
 
Observing that the Turkish Lira has appreciated against the US Dollar in the recent years in spite of the higher 
inflation rate in Turkey brings a question about the applicability of PPP to Turkish case. We provide Turkish 
Balance of Payments, an indicator of funds flow, as an explanatory factor for the changes in the YTL/USD exchange 
rate. Both models used, with Balance of Payments and without, reveals that PPP does not hold between Turkey and 
the US for the time period examined. 
 

INTRODUCTION 
 
As a developing economy, Turkey has been receiving considerable amount of attention in the international area in 
recent years. One can propose the following reasons for this increased level of attention Turkey gets: It is currently 
one of the few countries that has a standyby agreement with IMF; it is in talks with the European Union for 
membership; it (still) has one of the highest inflation rates over the world (around 10%); its government bonds offer 
one of the highest rate over the world (around 20%); and it has one of the highest Current Account deficits as a 
percentage of its GDP (around 7.5%). 
 
Concurrently, the value of the New Turkish Lira (YTL) becomes important to a number of parties for various 
reasons. Turkish officials and IMF officials are concerned about its value, as a factor that influences the inflation 
rate in Turkey. Turkish businessman are concerned about its value especially those that are in the import/export 
business, and those that have raised funds outside the country in order to take advantage of the lower borrowing 
rates of the US Dollar compared to YTL. Foreign investors are also very concerned about, and influential on, the 
value of the YTL as they are in possession of around 50% of the government bond market, and about 65% of the 
equity market (Istanbul Stock Exchange). 
 
In this environment, we would like to provide some insight into the mechanism that influences the value of the New 
Turkish Lira against foreign currencies, especially the US Dollar. According to results of some previous studies, 
purchasing power parity (one of the most commonly applied theory of exchange rate determination) for the Turkish 
Lira holds in the long term (Sari and Soytas (2001)), but it may not be a consistent relationship (Alba and Park 
(2005)). However, by looking at the exchange rate at the beginning of 2003, which was about 1.6 YTL per USD, 
and the current exchange rate, which is about 1.38 YTL per USD, it is quite difficult to argue that the PPP 
relationship has been holding recently, especially whrn onre considers that the inflation in turkey has never been 
below 7.4% per year. Another view, pointing to problems with the PPP model, and using the microeconomics of 
asset pricing use the flow models (see Evans and Lyons (2002)). Ozlale and Yeldan (2002) develops a time varying 
parameter model to calculate the exchage rate misalignment for Turkey, and finds that it is structurally overvalued 
(even) at the end of 2001.  
 
In this paper, we sart with testing the PPP relationship for the value of the New Turkish Lira against the US Dollar, 
to see if PPP provides any help in explaining valuation relationship (although we did not have much hope on it, 
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based on the numbers mentioned above) . Then, after showing that the PPP does not have any explanatory power for 
the valuation, we include the Balance of Payments (BP) figure to see if that would contribute to the explanatory 
power. The reason for chosing the BP numbers is that they represent flow of funds to/from Turkey from/to other 
countries, it is easily accessible, and it is quite simple to interpret as well. We find that BP figure contributed higher 
explanatory power, and is significant, in explaining the change in the valuation of the YTL against the USD. This 
points out to the importance of following BP numbers closely, especially by those parties who are interested in the 
value of YTL. 
 

LITERATURE REVIEW 
 
One of the most important debates in international economics is on the existence of PPP. There is a huge amount of 
literature that test whether the parity condition holds or not. These studies cover a range of countries, exchange rate 
regimes, time periods, and methodologies. Unfortunately, the results are not unanimous. Recent developments in 
time series approaches did not yield satisfactory results either. Among the ones that reject PPP using cointegration 
methods are Kim (1990), Patel (1990), and Ardeni and Lubiani (1991), Enders and Falk (1998), Juesius and 
MacDonald (2004); whereas, Liu (1992), Kugler and Lenz (1993) and MacDonald (1993) argued that PPP holds. 
Jonsson (2001) and Coe and Serletis (2002) results show mixed evidence. Although there is a lack of complete 
unanimity, the main summary of this extensive literature is that PPP is more likely to hold in the long run than in the 
short run. Hence, the use of a long time series data is preferred. Furthermore, to be able to reflect on individual 
country differences a panel approach is not adopted in this paper. 
 
The PPP relationship has been tested for Turkey and several trading partners in the literature. Telatar and Kazdagli 
(1998) and Sarno (2000) demonstrated that PPP does not hold between Turkey and four major trading partners (the 
US, the UK, Germany and France) using monthly data over 1980-1993 and 1980-1997, respectively. However, 
utilizing montly data over May 1981 and December 1996 Sari and Soytas (2001) provided some support for the 
relationship for PPP between Turkey and 6 trading partners (Austria, Germany, Netherlands, Switzerland, UK, and 
US). Yazgan (2003) used quarterly data covering the period1982: 1–2001 to confirm PPP, between Lira and an 
index computed from German Mark and US dollar. More recently, Alba and Park (2005) using a threshold 
cointegration on monthly data for Turkish Lira- German Mark rate (January 1973 to October 2004) and dividing the 
data set into two regimes based on the amount of decline in the rate, concluded that PPP holds for one threshold 
regime, but not for the other. Hence, the evidence for Turkey is also mixed.  
 
Alba and Park (2005) argue that if the PPP does not hold, this may be indicating that the “exchange rate may be 
misaligned leading to the overvaluation of the lira. They point out that the lack of PPP between Euro and lira 
(although they use mark not Euro) may not be viewed as a good sign for the stability of the Turkish economy. 
However, they do not explicitly study what factors may influence the change in the exchange rate if the parity 
condition does not hold. Furthermore, they do not seem to account for the 2001 economic crisis.  
 

DATA AND RESULTS 
 
In this study we use monthly data starting from February 2003 to January 2007. Hence, our data covers more recent 
years and this study examines the exchange rate movements in the light of recent developments in Turkey. Our data 
set consist of monthly US inflation (CPIUS, from US Department of Labour, Bureau of Labor Statistics), Turkish 
inflation (CPITR, from Turkiye Istatistik Kurumu), YTL to USD exchange rate (TRY/USD) (EX) and Balance of 
Payment figures (BP, from Central Bank of the Turkish Republic). All values except BP data are in natural 
logarithms.  
 
In order to examine the time series properties of all series, we employ several unit root tests: augmented Dickey and 
Fuller (1979) (ADF), Phillips and Perron (1988) (PP), Elliot, Rothenberg, and Stock’s (1996) Dickey-Fuller GLS 
detrended (DF-GLS), Kwiatkowski, Phillips, Schmidt, and Shin (1992) (KPSS), and Ng and Perron’s (2001) MZ� 
(NP) (for details of ADF, PP, KPSS, and DF-GLS see Maddala and Kim (1998); and for NP see Ng and Perron 
(2001)). The unit root test results are reported in Table 1. Although results seem to vary slightly among different 
tests, we conclude that all series are I(0). Thus, it is appropriate to employ ordinary least squares (OLS) method.  
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Table 1. Unit Root Test Results 
  ADF DF-GLS  PP KPSS  NP-Zα 

LEVELS 
LEX -2.950214b (0) -1.886912c (0) -2.905498c 0.219009 -5.73197c (0) 

LCPITR 0.021163 (0) 1.708599 (1) 0.257283 0.910004a 1.83250 (1) 
LCPIUS -0.631064 (2) 0.660872 (2) -0.494473 0.883023a 0.99675 (2) 

Intercept 

BP -5.183024a (0) -4.105243a (0) -5.110131a 0.350705c -18.5175a (0) 
LEX -2.805567 (0) -2.446617 (0) -2.740455 0.140751c -8.96046 (0) 

LCPITR -3.694468b (1) -3.862943a (1) -2.561185 0.127707c -24.7946a (1) 
LCPIUS -4.343163a (1) -3.699593b (1) -2.350828 0.096435 -24.8627a (1) 

Int. and 
Trend 

BP -5.359659a (0) -5.133306a (0) -5.366476a 0.096575 -21.6106b (0) 
Lag lengths are determined via SIC and are in parentheses. Superscripts a, b, and c indicate significance at 1, 5, and 
10% respectively. The null of all tests except KPSS are unit roots. KPSS null hypothesis states stationarity. 

 
As the next step, we used two models in turn. First model estimates the relationship between exchange rates and 
both countries price indices, which is a test for the purchasing power parity. The second model adds the balance of 
payments to the model. The following results for model 1 indicate that there is no significant relationship between 
exchange rates and prices (t-stats in parentheses). R2 is approximately 8 percent which indicates that price indices do 
not have considerable power to explain variability in exchange rates. Estimates for Model 1 imply that the PPP is 
not relevant for Turkish case:   

 
LEX = -5.182956 - 0.741893LCPITR +1.720115LCPIUS   (1) 
               (-1.244)      (-1.752)                   (1.483) 
 
R2 = 0.08, Adj R2 = 0.04 
 

Finding that the PPP doesn’t hold, we added the Balance of Payments (BP) series, as an indicator of the funds flow 
to/from Turkey, and we estimated Model 2. The estimated coefficients for prices indices are similar to those in 
Model 1. However, by adding BP into the model the explanatory power of the right hand side variables increased to 
over 30 percent. Also, the impact of balance of payments on exchange rates is significant at 1 percent level.   

 
LEX = -4.786102 - 0.582225LCPITR + 1.504053LCPIUS – 0.000018BP (2) 
               (-1.315)      (-1.565)                   (1.483)                  (-3.875) 
 
R2 = 0.31, Adj R2 = 0.27 

 
Finally, we conducted some basic diagnostic tests on the model used, and have not found any significant and 
considerable deviation from the standard assumptions. 
 

CONCLUSION 
 
Turkey is a country where more than half of the financial market instruments are held by foreign investors, where 
the government still follows the prescriptions written by the IMF officials, and where the Current Account deficit is 
more than 6% of the GDP. In this setting, determining the factors that affect the value of the (New) Turkish Lira, as 
well as forecasting the changes in its value is very important. 
 
We have used one of the most commonly used relationships of exchange rate determination, namely purchasing 
power parity, to get an insight of the valuation of YTL against the USD since 2003. However, our results indicate 
that the PPP is far from being relevant in the Turkish case (at least, in the relatively short time period examined). 
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Next we turned our attention to a flow measure, the BP figure to provide insight into the change in the value of 
YTL. Balance of payments data provided us with a significant explanatory variable, which is also very easy to 
access (although its precision as announced is low, and it is subject to revisions in the following periods). 
 
 
Our results provide evidence in support of prominent writers of daily economic afairs, stating that foreign funds, 
attracted by the high domestic interest rates, flowing to Turkey keep the value of YTL high, leading to higher 
current account deficits, and higher risk of a sudden realignment. Those parties interested in the value of the YTL, 
investors and especially government officials, has to keep an eye on the Balance of Payments figure.  
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ABSTRACT 
International transfer pricing controversies and subsequent litigations with taxation authorities have 

become the major issues in foreign investments and international technology transfers. Disputes between the 
taxation authorities and MNCs are mounting up as most of the MNCs are now contesting the demands raised by the 
taxation offices in host countries for the alleged violation of transfer pricing norms. Advance Pricing Arrangement 
(APA) is one such system that provides transparency, saves time and cost for both the taxation authorities and 
MNCs and paves the way for smooth flow of foreign investments and international technology transfers. A number 
of developed as also the developing countries like China have already adopted the APA system. Many other 
countries including India, however, still have been exploring the possibilities to adopt APA system. In this context 
this paper describes the concepts of transfer pricing and advance pricing arrangement and explains how taxation 
policies can motivate the MNCs to determine transfer pricing. Further, it explains as to how it is important for India 
to adopt advance pricing arrangement (APA) in the present global environment if she has to attract more foreign 
investments and international technology transfers. 

 
 

INTRODUCTION 
 
Advance pricing arrangement (APA) is mechanism designed by the tax authorities in many countries to 

resolve actual or potential disputes pertaining to international transfer pricing between the Multinational 
Corporations or international companies which have business interest in their countries. Under this mechanism the 
methods for determining the transfer pricing for inter-company transactions are set well in advance, there exists a 
transparency of rules and disputes can be solved in a cooperative manner. Literature is full of evidences that imports 
of inputs such as machinery, spares, equipment, dies and tools, raw material, etc. from the foreign collaborators have 
been highly priced on account of transfer pricing mechanism. Though these prices have been accepted by the 
technology importers because of various reasons, they normally have tough time with the taxation authorities as 
these authorities are in a position to estimate, to a large extent, the incidence of transfer pricing on their national 
exchequer in the form of duty evasion. Therefore, the disputes between the national tax authorities and the MNCs 
have been mounting up as most of the MNCs are now contesting the demands raised by the tax authorities for the 
alleged violation of transfer pricing norms. Thus, the issues pertaining to transfer pricing controversies and 
subsequent litigations have now become one of the major concern in the corporate world every where and in today’s 
global scenario India is no exception to this phenomenon. Therefore, the Indian tax authorities too have been 
exploring the possibilities to design an advance pricing arrangement (APA) system to minimize the transfer pricing 
disputes with multinational companies. There is, however, no progress so far. In this context attempts have been 
made in this paper to examine the various aspects of transfer pricing in light of Indian legislation vis-à-vis the need 
and implications of having APA system in India. 
 

TRANSFER PRICING 
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Not long ago, transfer pricing was a subject for tax administrators and one or two other specialists. But recently, 
politicians, economists and business people, as well as NGOs, have been waking up to the importance of who pays 
tax on what in international business transactions between different arms of the same corporation. Globalization is 
one reason for this interest, the rise of the multinational corporation is another. Once you take on board the fact that 
more than 60% of world trade takes place within multinational enterprises, the importance of transfer pricing 
becomes clear (John, 2002). Transfer pricing may be defined as the pricing of transactions, both of commodities and 
intangibles, such as technological services and brand names between different branches of Multinational 
Corporations (Lall, 1974, p.36). These prices refers to the prices charged by the Multinational Corporations to its 
associated units or enterprises in host countries for supply of goods such as machinery, equipment, tools, dies, jigs, 
accessories, any kind of input or raw materials, etc. As per Venu (1983, p.1) these are ‘Intra-firm’ prices which are 
administered and not the market prices representing new values appropriated by one firm from another. According 
to Kumar (1985, p.14) transfer price is, thus, a price at which ‘intra-firm’ (i.e. two affiliates of a MNE) trade takes 
place. Symbolically, as per UN (1965, p.63), transfer price may be expressed as: Pa  - Pw / Pw  x 100. 
 
               Where, Pa is the actual import price or export price, as shown on the invoice and Pw is the reference world 
price used for comparison. This formula indeed gives the degree of over pricing and under pricing. Transfer pricing 
in developing countries is generally found in the form of over pricing. Hence, the over pricing and transfer pricing 
have been used interchangeably for the sake of simplicity (Deo, 1986). In the most of literature and in general this 
mechanism however, is more popularly known as transfer pricing and referred to the transactions or transfers 
between different parts of the same firm, whether or not the firm spans across the different countries and considered 
distinct from the ‘arms length’ setting of market prices between different products. According to Deo (1986, p.69), 
the fact that a transaction involving a transfer or sale of goods takes place within a firm, regardless of the whether or 
not the firm spans different countries, and the firm is free within broad limits to assign whatever price it likes to 
those goods, means that the traditional theory of pricing in competitive, oligopolistic or monopolistic markets ceases 
to apply to the process of transfer pricing. The essential difference is simply that in transaction of the open market or 
between unrelated parties, the buyers and sellers are trying to maximize profits at ‘each others expense’, while in the 
intra-firm transactions the price is mainly an accounting device and two parties are trying to maximize ‘joint 
profits’. 
 

As these prices are, essentially, administered prices and the value of goods, equipment, spares, services, 
etc. is determined by the foreign technology suppliers, there is a tremendous scope and reasons to believe, that these 
are distorted and there are enough evidences that MNEs have manipulated transfer pricing to the disadvantages of 
host countries (Chugan, 1999, p.104). 
 
Some Evidences of Transfer Pricing Abuse 
 

Historically, evidences prove that the rates of over pricing of imports have been relatively very high in 
some cases in almost all parts of the world. For illustrations rate of over pricing was found between 1975 and 1978 
to vary from 5 to 90 per cent for minerals and metals and 5 to 230 per cent for pharmaceutical in Greece (Venu, 
1983, p.9). The classic study by Vaitsos (1974) on transfer pricing, that has been quoted very frequently in the 
literature for the industries like pharmaceuticals, chemicals, electronics, etc. in Colombia found that the extent of 
transfer pricing varied in the range of 10 to 2000 per cent for electronic components depending upon the degree of 
sophistication and local competition. For chemicals, however, it ranged from 10 to 50 per cent. Mo (2003) cites the 
examples of manipulation of transfer prices and steps taken to combat it in China, India, Brazil and Mexico. 
Amongst the other notable studies providing evidences of transfer pricing are Lall (1973 and 1979), Deo (1975, 
1977 and 1986), Subrahmanian & Pillai (1976), Mann (1982), Chandrashekhar & Purakayastha (1982), Kumar 
(1984), Krishna (1984), Chugan (1999), etc. The extent of manipulation in prices, however, differs from industry to 
industry. The most severely affected, of course is the pharmaceutical industry where, as per Peter (2006), the former 
vice president of Pfizer, the real cost of goods manufactured is usually 5% of selling price and there is a lot of room 
to artificially increase that cost of goods to 50% or 75% of selling price. This money is then accumulated in 
corporate tax-heavens where the drugs are manufactured, such as Puerto Rico and Ireland. According to Venu 
(1983, p.9) there appears to be little doubt that transfer pricing takes place in the several areas, particularly 
machinery and components when supplied by collaborators, apart from pharmaceuticals. The extent of 
manipulation, as per Kumar (1985, p.15) in certain cases was over 100 per cent. The study of Indian automobile 
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ancillary industry (Chugan 1999, p.110), however, reveals the prices of spares, accessories, dies and tools, raw 
materials, etc., that were imported from the collaborators, were found exorbitant and high by over 60.66 per cent and 
24.00 per cent units respectively. Near similar results were found in an earlier study (Mann, 1982) where respective 
percentages were stood at 61.66 per cent and 23.33 per cent. Thus, about 84 per cent units in these studies found the 
prices as exorbitant or high. 
 

The question, therefore, arises as to why the local counterparts of the foreign collaborators had agreed and 
paid such an exorbitant price as dictated for their foreign counter parts? In case of Indian units, two such studies – 
study I by Mann (1982) and study II by Chugan (1993/99) have made some attempt to look into these questions 
through a survey of such enterprises. However, these data pertain to pre-liberalization period and the reasons may 
not be the same in present global scenario, which has been revolutionized because of the rapid advancement of 
information technology and required information is now available just on the click of mouse. Particularly, the scope 
of market imperfections for the abuse of transfer pricing cannot be as strong, as was prior to nineties.  Interestingly, 
the results for both these studies were more or less similar as shown in the following table:  
 

Table I: Reasons for High Prices of Supplies as Stated by the Indian Units Having Foreign Collaborations 
 

Opinion of Industry 
Representatives 

Study I 
No. of Respondents and 
Percentage (%) to total 

Respondents (60) 

Study II 
No. of Respondents and 
Percentage (%) to total 

Respondents (33) 
1. Monopoly of suppliers /     

Terms of foreign 
collaboration agreement. 

2. Proprietary nature of 
spare etc. 

3. They were better than 
those available form other 
sources. 

4. High precision & 
sophistication 

5. Information on alternate 
sources was not readily 
available. 

6. Any other reason. 
7. No reply 

 
 

48 (80.60%) 
 

52 (86.67%) 
 

 
- 

 
11 (18.33%) 

 
 

- 
- 

8 (13.33) 

 
 

24 (72.72%) 
 

22 (66.67%) 
 
 

6 (18.18%) 
 

- 
 

 
15 (45.45%) 

- 
3 (9.09%) 

   * More than one reason was given by the respondents. Fore details see Mann (1982) & Chugan (1993/1999) 
 

               A number of cases for abuse of transfer pricing with respect to evasion of customs duty, investment in 
subsidiaries, mismanagement by the holding company, siphoning of funds by formation of joint ventures, specific 
cases for cement, paper, and pharmaceutical industries, etc. have been cited in the report of the expert group on 
transfer pricing guidelines (REGTPG, 2002) submitted to Government of India. The abuse of transfer pricing, 
however, is not limited only to developing or least developed countries, but the most developed countries like USA 
has also been the victim of such practices. According to Peter (2006) abuse of transfer pricing is a key tool the 
MNCs use to fool the U.S. and other jurisdictions to think that they have virtually no profit; hence they shouldn’t 
pay any taxes. … while citing the recent announcement by the International Revenue Service (IRS) it is stated that 
the U.K. based GlaxoSmithKline (GSK) one of the world’s largest pharmaceutical companies in the world has to 
pay US$ 3.4 billion to IRS to settle a transfer pricing dispute dating back 17 years. The IRS alleges that the GSK 
improperly shifted profits from; their U.S. to the U.K entity.  According to some estimates of the US Treasury’s loss 
are enormous, ranging from $20 to 30 billion every year (Martz and Thomas, 1991).  
 
Transfer Pricing and Taxation 
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Transfer pricing can deprive governments of their fair share of taxes from global corporations and expose 
multinationals to possible double taxations. No country – poor, emerging or wealthy wants its tax base to suffer 
because of transfer pricing (John, 2002). The various studies have found the tax minimization as one of the most 
important determinant of international transfer pricing (Jeffrey 1972, Burns 1980, Karen and Shearon 1996, Charles 
2006).  Since tax rates and structure are not same for all countries the world over, hence, transfer prices are also set 
in line with the different tax structures of different countries.  According to Kumar (2006, p.59) there are high tax 
countries like US and the low tax countries such as Cayman Island. Charles (2006) reports that with assets of just 
over $ 1 trillion, Cayman Island has the world’s fifth largest international banking sector, which is exceeded only by 
those of the UK, Germany, USA and Japan. Other tax friendly jurisdictions listed among top 20 by size of cross-
border bank assets are the US, Switzerland, Luxembourg, the Netherlands, Belgium, Singapore, Hong Kong, Jersey, 
Ireland, the Bahamas, Austria and Guernsey.  

 
  As a result, MNCs may use transfer pricing to shift cost to high tax countries and shift revenue to low tax 

countries. Citing the example of drug industry, Peter (2006) for example states that Puerto Rico has for many years 
attracted lots of pharmaceutical plants and Ireland is the new destination for such facilities, not because of skilled 
labor or the beautiful scenery or the great beer – but because of the low taxes. Ireland has, in fact, one of the world’s 
lowest corporate tax rates with a maximum rate of 12.5 per cent. According to Kudrle and Eden (2003, p. 50) the tax 
evasion damage to poor countries is almost certainly greater than to richer states. As per an estimate of Oxfam 
(2000) the tax heavens cost poor countries $ 50 billion annually in lost of revenue. According to Charles (2006) 
once the transfer pricing and tax heavens are combined, the benefits of manipulating transfer prices increase 
dramatically and depend upon on differences in tax rates in such countries and in tax havens, where there may be 
little or no economic activity. 

 
 A very recent case of UK based GSK as stated above is one such example where the said company has 

shifted profits from US to the UK entity and now has to pay taxes for the dispute dating back 17 years. And U. K. 
based pharmaceutical companies are not alone with these kinds of problems. Merck, one of the largest U. S. drug 
companies, last year disclosed that they face four separate tax disputes in U. S. and Canada with potential liabilities 
of $5.6 billion. Out of that amount, Merck disclosed that the Canada Revenue Agency issued the company a notice 
for $ 1.8 billion in back taxes and interest “related to certain inter-company pricing matters”. And according to the 
IRS, one of the schemes Merck used to cheat American tax payers was by setting up a subsidiary in tax-friendly 
Bermuda (Peter 2006).  
 

Moreover, with the growing number of international corporations for doing business globally, the pricing 
of tangible and intangibles for cross-border transactions among the associated parties is becoming more and more 
complex and critical. And here the tax avoidance has gained much prominence amongst the many foreign controlled 
firms. Evidences, as such even in the country like USA suggest that the foreign controlled domestic firms have 
reported lower profits than the US controlled counterpart firms (Crains and Stiff, 1994; Kim and Lyn, 1990). 
According to Karen and Shearon (1996, p.420) transfer pricing manipulation is not the only explanation for lower 
tax liabilities, it does present a compelling rationale. More importantly the potential to manipulate lower tax liability 
suggest that the outcome of transfer pricing policy may indeed be more interesting than the mechanism. Implication 
of taxation thus now plays more important and detrimental role than ever before in deciding where to locate 
manufacturing, distribution or research facilities as also to hold the intellectual property. At the same time, taxation 
authorities, realizing the potential leakage of revenues to national exchequer through the transfer pricing mechanism, 
are becoming more vigilant in enforcing the transfer pricing regulations in today’s globally inter-linked economies. 
According to Ernst & Young’s biannual research survey (2005-06), tax authorities around the world have become 
better informed and prepared than ever before, and they are also under more pressure to deliver revenue ‘gains’ from 
their anti-tax-avoidance efforts. 
 

Transfer Pricing Legislation in India 
    In the case of international technology transfers, foreign investments by MNCs, joint ventures with foreign 

entities, etc. sale of tangibles, and intangibles and supplying of services amongst the related parties are the general 
modes for transfer pricing abuses. And for that most important provision in the Indian Tax Law is known as section 
92 of the Income Tax Act, 1961. Effective from April 1, 2001 India introduced a comprehensive transfer pricing 
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legislation under this Income Tax Act of 1961. The section 92 has been replaced by section 92 to section 92F 
through the Finance Act, 2001. Under the various provisions of this law, if owing to a close relation between an 
Indian party and foreign party, the taxation authority feels that the prices charged in a transaction are not at an arm’s 
length, then they can adjust the taxable income of Indian party. Though this section provides the provisions for 
preventing abuses of transfer pricing, they are not very effective and found to be insufficient for the purpose. 
However, the section 92 has now been substituted by new sections viz. 92, 92A, 92B, 92C, 92D, 92D, 92E, and 92F 
and the new provisions have become operative with effect from April 1, 2002 and they address the following issues: 
 

• Section 92 pertains to the computation of income arising out of international transactions by considering 
the arm’s length price. 

• Section 92 A defines the expression of “associated enterprise.”  
• Section 92 B defines the expression of “international transaction.” 
• Section 92 C explains the methods for determining the arm’s length prices pertaining to the international 

transactions. 
• Section 92 D is related to maintenance, preservation of information and documents by the parties entering 

into the international transactions. 
• Section 92 E deals with requirement for getting the concerned parties a report from an accountant and  
• Section 92 F defines various expressions which have been used in the aforesaid sections. 
 
    In addition, penalties have also been provided for abuse of transfer pricing or not complying with 

requirements as prescribed in the various sections and for that purpose Sections 271AA, 271BA and 271G have 
been included. The major improvement of the new regime over the earlier one is that the onus is now on the resident 
assessee to keep his record straight. He cannot now smugly go through with his transactions with a non-resident 
associated enterprise in the hope that he may not after all be caught. While the new regime is definite improvement 
over the earlier one, it has the potential of harassment for the Indian resident. If it enters into any transaction with an 
associate enterprise which happens to be a non-resident, he must ensure that the transaction is at arm’s length 
(Murlidharan, 2001). The arm’s length price in relation to an international transaction is to be determined by using 
one of the six methods – comparable uncontrolled price method; resale price method; cost plus method; profit split 
method; transactional net margin method; (this is broadly aligned to the comparable profits method prescribed in the 
US transfer pricing regulations); and such other methods as may be prescribed by the (CBDT) Central Board of 
Direct Taxation (Mehta, 2001). Industry (CII, 2001), however, has suggested that the method to be adopted for 
determining the arm’s length price should be left to the assessee and recommended that the ideal method would be 
to allow the assessee a price band within which the international transaction should remain instead of a single price. 
Similarly, Institute of Chartered Accountants of India (ICAI) has also recommended that the world wide practice of 
allowing the tax payer to choose the appropriate transfer pricing method for determining the arm’s length price 
depending upon the facts and circumstances of the case be adopted by the tax authorities (Business Line, 2001). 
Moreover, as per the legislation the administrative framework for assessment of taxpayers has also been constructed 
on the following lines (Ernst & Young, 2005): 

 
• Transfer Pricing Units have been set up in the principal jurisdictions of Mumbai, Delhi, Kolkata, 

Chennai and Bangalore. 
• Specialist Transfer Pricing Officers (TPOs) have been appointed. TPOs will serve as experts to the 

mainstream assessing officers on transfer pricing assessments. 
 

     To simplify the complex transfer pricing rules, and reduce administrative and compliance costs, recently it 
has been decided to lift the threshold limit to Rs. 15 crore (Rs 150 million) in aggregate for compulsory scrutiny of 
international transactions between associated enterprises. However, Indian regulations have not yet included the 
provisions for advance pricing arrangement mechanism.  
 

ADVANCE PRICING ARRANGEMENTS 
Almost in every parts of the world the significance of transfer pricing has now been recognized. For 

example all OECD countries have agreed in principle that the income and expenses should be allocated according to 
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arm’s length principle. To enable host country to get its fair share of tax revenue from any overseas entity operating 
in its territory, the tax offices are required to ascertain that this business entity must declare a level of income to 
reflect a fair return for the activities conducted at the land of host country. The aim of the advance pricing 
arrangement (APA) is thus, to give an opportunity to such entities to reach an agreement with the taxation 
authorities on the future application of arm’s length principle in their international transactions that are related with 
their associates so as to set an advance system of resolving any uncertainty and disputes arising out from such 
dealings. The system thus, creates an environment of cooperation to negotiate and conduct business as agreed on a 
transfer pricing methodology that would result in suitable allocation of income and expenses between the associated 
parties. APA, in general, when finalized and concluded lasts for the duration of three to five years and is renewable 
on case to case basis. The APAs may cover various international dealings with are carried out between the related 
parties including the transfer of tangible or intangible property, services, cost sharing for doing certain activities, 
global trading or manufacturing, etc. 
 

Procedures for Advance Pricing Arrangement (APA) 
      The procedure for concluding an APA passes through various stages generally ranging from five (ATO, 

2005) to eight (PWC, 2004). There is, however, no water tight compartment to discuss this process in fixed number 
of stages and this process can be explained in the following stages (Chugan, 2007): 
   
1. Pre-Application Filing Stage – This evolves the meetings between the tax payers and local taxation 

authority. 
2. Formal Application Filing Stage 
3. Examination / Analysis / Scrutiny and Evaluation Stage 
4. Stage of Negotiations 
5. APA Signing Stage 
6. Execution and Monitoring Stage 
7. Stage of Coordination with the Local Taxation Authority and  
8. Maintaining Confidentiality 
 
Types of APAs 

APAs are generally of two types i.e. bilateral or unilateral APAs. 
 
Bilateral APA 
 

A bilateral APA is an arrangement between a business (MNC or its subsidiary) i.e. the tax payer, the Tax 
Office in the host country and one or more foreign tax authorities where host country has an agreement or treaty to 
avoide double taxation. Thus, in a bilateral APA negotiations are held not only with the tax authority in the host 
country but also with the other foreign tax authority to reach an agreed position. A bilateral APA provides certainty 
for businesses seeking to avoid double taxation. 

 
Unilateral APA 
 

Where an APA does not involve or require agreement with a foreign tax authority or involves a country 
with whom host country does not have a double tax agreement or treaty, the arrangement between businesses i.e. tax 
payer and the Tax Authority in host country is called a unilateral APA. If there is a subsequent need for negotiations 
between the Tax Office in the host country and a foreign tax authority on the tax implications of international 
dealings, the unilateral APA forms the basis of further negotiations amongst all parties.  
 
Status of APA in India 
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          As per the recent reports the government, however, is still not in favour of APA and it is understood that 
MNCs and international companies with business interest in India may have to wait longer before they could avail 
themselves of an advance pricing arrangement for their transfer pricing issues. This is primarily because of 
unavailability of technically competent people with the department (Business Line, 2006). Ernst and Young (2005) 
also states in its report that the “Revenue officials have conveyed that APAs would be introduced only after the Tax 
Administration gains experience on transfer pricing enforcement”. This argument of the taxation authority is 
debatable one as India is one of the countries in the world to produce excellent and skilled professionals in the area 
of taxation and account related matters. Even in case department do not have such people these may be hired on 
deputation basis or appointed as a consultants, but this constraint should not come in the way of ongoing 
globalization process. According to Parthasarathy (2001), India is still in the early stage of attracting FDI. While 
China is able to get $40 billion of FDI annually, India is at the threshold of actual flow being around $2-3 billion 
annually. While transfer pricing is necessary tax provision to get country’s share of revenue from international 
transactions, it should be administered with sensitivity so as not to kill the goose that lays the golden egg! 

 
         It is often argued that India has a vast market potential and with the ongoing reforms pertaining to 

liberalization, privatization and globalization is now fully prepared to compete with dragons. But how? One of the 
most popular answers rests with the FDI and the concerned policies. India has not attracted the foreign investor as 
compared to China and India indeed is no where when compared to China and this disparity reflects the level of 
confidence that foreign investors have in China. Considering the need for FDI, while China had introduced the APA 
mechanism in 1998 and the rules have been modified and improved as per needs subsequently, the Indian taxation 
officers are still debating for the need of such a mechanism and as per recent reports (Economic Times 2006) they 
are now exploring an advance pricing arrangement (APA) system to minimize transfer pricing disputes with 
multinational companies. As per the feedback on global transfer pricing survey by Ernst and Young the tax 
department believes that APAs will be useful to mitigate unnecessary transfer pricing litigations. Further, since 
Indian transfer pricing rules are now more than five years old, and two years of transfer pricing assessment have 
been completed, De (2006) rightly states that this is right time for India to consider introducing APA provisions to 
provide an opportunity to enterprises to draw up a binding taxation agreement in advance with the authorities on the 
price or profitability for the transactions between related parties.  

 
          The investment climate in India is very conducive and for the first time with the starting of reforms i.e. 

during last 15 years, all the three world’s major rating agencies namely Standard & Poor (S&P), Moody’s and Flitch 
have put India’s sovereign rating to the investment grade.  However, in spite of these upgrading, the countries like 
China, Malaysia, South Korea, Thailand, South Africa and Russia still have higher ratings than India. The stable 
outlook reflects that there is no threat for the present ratings; however, substantial improvements are needed for 
further upgradation. Therefore, it is right time to introduce some more changes in the policy to attract foreign 
investment and introduce the APA on priority.  
 

Advance Pricing Arrangement - Implications for India 
         Though the new law introduced various provisions which are exhaustive in many respects and are generally 

in line with international practices prescribing methodologies, documentation requirements and penalties, they fail to 
provide tax payer the facility of obtaining Advance Pricing Agreement and do not specifically address special 
situations such as intangibles, e-com, global trading derivatives and so on, which require special consideration. Also, 
matters such as intra-group services and cost–sharing arrangements are not dealt with fully (Mehta, 2001). 

 
         In order to ensure compliance with the arm’s length principle, the I-T Act has prescribed stiff penalties. 

Transfer pricing “adjustments” are now treated as concealment of income, deserving harsh penalties of up 300 per 
cent. In countries such as US the additional tax liability is only 20-40 per cent of enhanced income (De, 2006). 
Although the Indian transfer pricing rules in general are based on the OECD guidelines on transfer pricing yet, on 
the one side, the various provisions under the law pertaining to transfer pricing do not provide APA mechanism, on 
the other there are stringent penalties. According to Mehta (2001) the penalties under the transfer pricing are fairly 
high as per global standards and stringent penalties could lead to a situation where India may find it difficult to draw 
foreign investment. As per the industry (CII, 2001) imposition of such a penalty could destroy the economics of 
international transactions, which is challenged by the tax office under the legislation, hence, system needs to be 
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reviewed. Industry has further desired that the tax department to have the provisions for advanced pricing 
arrangements (APA) in line with the Organization for Economic Cooperation and Development and the OECD 
guidelines should be incorporated in the transfer pricing legislation.  
 
             To avoid the imposition of penalties for transfer pricing adjustments, globally where ever APA system is 
prevalent, taxpayers now prefer the creation of proper and timely documentation. With the development of APA 
system, as stated by Kovacic (2001) the taxpayers have developed new approaches to complying with transfer 
pricing requirements … and this proactive approach to transfer pricing may provide the business with reduced 
global tax liabilities and enhanced financial results. Thus, what are the implications for the tax payers i.e. the 
managers of the MNCs?  They need to face the additional challenges in line with the APA system of the new 
transfer pricing regime and have to prepare working strategies that should include understanding and complexities of 
intra-firm business in tangibles as also intangible including e-commerce, mergers and acquisitions, intellectual 
property management, etc. with proper documentation justifying the logical approach for arriving at transfer pricing 
to the satisfactions of the concerned taxation authorities. Moreover, if the system of APA is provided under the law 
it would reduce the uncertainty for the enterprises and also facilitate and simplify the task of monitoring 
transactions. 

  CONCLUSION   

  Laws relating to transfer pricing are relatively new in India. In fact inclusion of such laws in income tax Act 
reveals maturity of Indian economy and is another step towards the integration process of globalization. It is, 
however, necessary that the implementation of such provisions is done fairly and if penalties are to be levied these 
should be directed to reduce the abuse of transfer pricing rather than the revenues generating sources. In the past, 
due to the lack of these laws there have been many cases of abuse of transfer pricing and in many cases prices were 
exorbitant or very high. The new rules that have now come into existence in 2001 are definitely a welcome step in 
this direction and will check the abuse of transfer pricing by MNCs. There is, however, a strong need for 
incorporating APA guidelines in the law which should be based on international models such as those applied in the 
US, Europe, Australia, China, etc. with some local variations as has been done in China..  The local variations, 
which depend on the need of local tax authority's level of transfer pricing experience, may be suitably adjusted with 
the international models so as to reduce the difficulties of taxpayers. The APA mechanism so introduced will 
undoubtedly improve transparency and predictability, save both tax payers' and tax authorities' administrative time 
and costs, and will not only reduce the litigation but will also attract more foreign investments. Chinese have already 
done it and now it is the time for India to speed up the matter as these two countries are the cynosure of the investors 
from all over the world. 
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ABSTRACT 
 
 
 It is held that satisfied and delighted customers are different. The latter tends to display a higher 
repurchase intention than the former. Intuitively, delighted customers are a high satisfier group but reasons for their 
high satisfaction level are seldom discussed in literature. This study is the first to use the concept of service delivery 
in explaining the differences of these two customer groups. Findings showed that these customer groups have a 
same understanding on service delivery but delighted customers rate significantly better than satisfied customers on 
all factors of service delivery. These results suggested that a favorable evaluation of service delivery is a sign of 
customer delight.   
 
 

INTRODUCTION 
 
 
 Literature tended to consider customer delight as an extension of satisfaction research, in response to the 
idea of going beyond satisfaction (Schlossberg 1990; Stewart 1997). It is argued that these two customer 
postpurchase responses, delight and satisfaction, are related, since both pertain to an evaluation of products and 
services received by customers, but are formed on different bases contributing variously to repurchase intention 
(Kwong 2006; Kumar 1996). As an idea, customer delight has been widely found in trade articles and business 
monographs since 1990s (Chandler 1989; Pardee 1996; Schlossberg 1994). In contrast, it is an emerging concept 
that has been studied earnestly by researchers in last few years (Kumar et al. 2001; Oliver et al. al. 1997; Rust and 
Oliver 2000). These limited works had only answered a few questions but left many unanswered such as antecedents 
and consequences of delight. Among these many unanswered questions, the most crucial and fundamental one is to 
identify differences between delighted and satisfied customers that draw the distinction of these two related but 
separated concepts. Knowledge on these concepts is very limited that gives rise to a lot of myth and probably 
misunderstanding on delight. The chance of delighted customers to repeat a purchase is known to be about six times 
more than satisfied customers (Reichheld and Sasser 1990). Apart from this known fact, other differences between 
delight and satisfaction are pretty much unknown and not sufficiently researched. Motivated by the promising 
results obtained in a pioneer work on service delivery and customer delight (Kwong 2006), this study applies the 
concept of service delivery in explaining the differences between delighted and satisfied customers. 
 
 



394 ©Copyright 2007 by the Global Business and Technology Association 
 

 This paper is organized as follows: first, past research on service delivery and customer delight is reviewed. 
Second, the methodology is reported that details the procedures of data collection and measures of service delivery 
and delight. Third, results of the analyses are presented and discussed. Last, implications are suggested to conclude 
this paper. 
 

SERVICE DELIVERY 
 
A Three-factor Model 
 
 Service delivery is a generic term widely appeared in marketing and service literatures. However, it has not 
been conceptually discuss to define its theoretical contents. Literally, service delivery is said to be a process by 
which the actual service is provided (Rust et al. 1994). It refers to all activities undertaken by a firm aiming to create 
and facilitate an exchange (Bitner et al. 1997; Dabholkar 2000; Danaher and Mattsson 1994; de Ruyter et al. 1997; 
Lovelock 1996; Rodie and Kleine 2000). These activities form part or whole of the offer that give rise to customer 
experiences of a firm’s product, service, and people. These experiences are seldom judged in one; researchers tend 
to isolate and separately view each activity in service delivery. It results many similar yet competing concepts in 
studying postpurchase evaluations. These concepts are, for examples, product performance, service quality, service 
encounter, and service behavior (Bitner et al. 1990; Churchill and Surprenant 1982; Parasuraman et al. 1988; 
Winsted 2000). None of them is able to describe in full the complexity of service delivery. A holistic approach was 
then suggested to incorporate the effects of product, service, and people in a study of service delivery (Kwong 
2006). This approach conceptualized service delivery as a multidimensional construct that is made up of service 
behavior, service outcome, and product outcome. It defined the underlying structure of service delivery that puts 
together various related concepts to an explainable model. This three-factor model represents an undisputable factor 
structure and provides a measurable content. It demonstrates a merit over other conceptualizations of service 
delivery (Danaher and Mattsson 1994; de Ruyter et al. 1997). Based on the above arguments, a three-factor service 
delivery model is adopted in this study. Details of its dimensions are explained below.  
 
Service Behavior 
 
 Service behavior generally refers to the service employees’ manner and attitude to serve (Liljander and 
Mattsson 2002; Winsted 2000). It means the perception of customers towards the behavior of employee in delivering 
services. Research found that customers tend to judge the behaviors of employee based on the criteria of flexibility, 
addition, comprehension, and enthusiasm (Kwong 2006). Flexibility means how well the service employees in 
adapting customer need and the willingness to offer alternatives. Addition refers to the degree of extra benefits given 
by employees to reciprocate customer patronage. Comprehension reflects the ability of employees to think ahead of 
customers in anticipating the need and want. Enthusiasm denotes the level of passionate as shown by service 
employees in dealing with customers. Thus, service behavior is perceived favorably by customers when employees 
act flexibility and enthusiastically on customer requests. Moreover, these employees put customer interest first and 
give extra attentions and benefits to customers in service delivery (Kwong 2006). 
  
Service Outcome 
 
 Service outcome refers to the result of supporting services that supplement product consumptions 
(Mattsson 1994). These supporting services are usually built systematically around the product to add value to it 
(Clemmer 1990). Although service outcome is sometimes considered to be little things (lacobucci et al. 1994), it 
forms part of the customer experience towards service delivery. Researchers found that customers do value positive 
service outcome. Customers tend to give firm a lower score for a poor service outcome no matter how good is 
employees’ service behavior (Mohr and Bitner 1995).     
 
Product Outcome 
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 Product outcome represents all tangible results in service delivery. Failure in product outcome may result 
the entire transaction to be regarded as valueless, particularly when the core benefit is derived from this tangible 
product (Schneider and Bowen 1995). This perspective suggests that product outcome usually constitutes the core 
offering to customers, with services delivered to support or enhance it. Customers tend to feel bad if the outcomes of 
the product are poor (Sureshchandar et al. 2002).  
 

CUSTOMER DELIGHT 
   
Definition 
 
 Customer delight is an emerging concept in marketing and little work has yet been done on it. As such, no 
consensus is reached about delight but it is generally posited as customer response to unexpectedly good 
performance from a service firm (Keiningham and Vavra 2001; Kumar 1996). It represents the highest level of 
satisfaction, leading to a stronger intent to repurchase (Jones and Sasser 1995). Customer delight is never happened 
without high performance and such performance brings not only benefits to customers but also makes them excited 
(Kwong and Yau 2002). To delight customers, it requires a larger and continuous effort from firms to deliver 
exceptionally good services. This effort has to be recognized and appreciated by customers. Customer delight is, 
therefore, defined as an emotional response creating a much pleasured state concerning a firm’s high performance in 
service delivery, which is then highly praised (Kwong 2006).    
 
Behavioral and Financial Implications 
 
 The major reason to chase delighted customers is the belief that they are more profitable to serve because 
they are more loyal, that is to say, they tend to have a stronger intent to repurchase. In general, they are apostles who 
give unfailing support to the firm. The delightful experience is like a lasso to capture these customers for exit (Jones 
and Sasser 1995; Keiningham et al. 1999). Behaviorally, delighted customers tend to view the firm positively and 
prefer to buy from it (Keiningham et al. 1999; Schneider and Bowen 1999). Financially, this preference translates to 
a profit and represents a stream of future income to the focal firm (Rust et al. 1994). In sum, these positive 
implications imply that customer delight is a worthy business goal to pursuit (Rust and Oliver 2000). 
 

METHODOLOGY 
 
 A total of 318 patrons were successfully interviewed in four restaurants. These patrons were asked to 
respond to a survey sponsored by a local university on consumer behavior. Questions on service delivery and 
customer delight formed part of the questionnaire items in this survey. Service delivery was measured by twenty-one 
items on a 6-point fully anchored scale. All items were pre-tested and reported alphas higher than 0.70. Fifteen of 
these items constituted a sub-scale to measure service behavior while service outcome and product outcome were 
each measured by three items. Customer delight was operationalized by a 3-item scale that reflects the level of 
pleasure felt by respondents and the extent of compliment to a firm’s service performance. A good alpha value 
supported the use of this delight scale, which is reliable. Satisfaction was also reported in this study to give 
additional insights on the nature of these two customer groups.   
      
     

ANALYSES AND FINDINGS 
 
 The premise of this study is to hypothesize that the delighted and satisfied customers view service delivery 
conceptually identical. It means that customers use service behavior, service outcome, and product outcome to come 
up their evaluations on a firm’s service delivery. As such, delighted customers tend to rate service delivery more 
favourably than that of the satisfied customers. It is because service delivery is found to be a source of delight 
(Kwong 2006). To confirm the suspicion, there were three steps to follow. The first step was to separate the sample 
into the delighted and satisfied customer groups by using a cluster analysis. The second step was to establish that 
they commonly view service delivery in a three-factor model. It was achieved by using a sequential testing 
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procedure for factorial invariance. At last, independent sample t-tests were performed to statistically compare the 
mean differences between delighted and satisfied customers on service delivery and its factors.   
 
Cluster Analysis  
 
 A hierarchical procedure was employed to determine the number of clusters using Ward’s method. A 2-
cluster solution was resulted with a good separation of centroids and was interpretable. The first cluster contained 
104 respondents who scored below 4 for all delight items. The average sum of these items given by this group of 
customers was 2.96. This group was labelled as satisfied customers. In contrast, the second cluster was the delighted 
group. Consisting of 214 respondents, this customer group gave a higher centroid in all delight items (i.e., above 4) 
than that of the satisfied customers. The average sum of these items given by the delighted customers was 4.29. 
Although these two customer groups had different response on delight items, they did exhibit a very similar 
satisfaction level. The average satisfaction score reported by delighted and satisfied customers was 4.74 and 4.13 
respectively. Apparently, it supported the argument that delighted customers are a high satisfier group. Delight, 
therefore, represents a threshold on the satisfaction continuum (Jones and Sasser 1995; Rust et al. 1994). Subsequent 
analyses were made based on this cluster solution.    
 
Factorial Invariance 
 
 To test whether delighted and satisfied customers seeing service delivery in the same, three-factor 
perspective, a sequential testing procedure with increasingly restrictive forms of variance was performed to compare 
the respective model of these groups on service delivery. By using a structural equation modelling, there were six 
tests to perform (Cheung and Rensvold 1999). First, it started with a Model M0 by assuming an equal variance-
covariance matrix of the measurement models of these two groups on service delivery. If the variances are not equal, 
another test is performed with a Model M1. This Model M1 specified that these two groups reported a same factor 
structure on service delivery in their respective measurement model. The acceptance of Model M1 means that items 
from these two groups were loaded onto the same factors. Model M2 further constrained the factor loading to be 
equal across these two groups of customers. As this Model M2 is nested in Model M1, a significant chi-square 
statistic implies that factor loadings of these two groups of customers on service delivery are not the same. If it is 
significant, Model M2 will be served as a baseline model in the coming tests (Models M3, M4, and M5). It means to 
add other constraints on top of Model M2. Thus, Model M3 specified the equality of error variances while Model 
M4 went further to specify the same error variances and covariance of factors. Model M5 assumed that the 
measurement model of delighted and satisfied customers had identical covariance of factors and factor loadings on 
service delivery.    
 
 All test results were shown in Table 1. Major indices were computed that included goodness-of-fit index 
(GFI), root-mean residual (RMR), and Tucker-Lewis index (TLI). They indicated a good fit between the data and 
models (M0 to M5). The significant Model M0 implied that the variances in the measurement models of these two 
groups were largely different. As such, this result warranted to proceed to other tests in locating the sources of 
differences. Subsequently shown in the chi-square difference tests, these differences were attributable to factor 
loadings (M2 – M1) and error variances (M3 – M2 & M4 – M2). Factor structure (M1) and covariance of factors 
(M5 – M2) were, however, not responsible for these differences. Despite the same, three-factor perspective is 
adopted by delighted and satisfied customers in judging service delivery; the result of the evaluation may not be the 
same due to the perceived differences of service delivery. The possibility that delighted and satisfied customers rated 
a different concept was completely ruled out. Hence, service delivery provides an equal ground that the comparison 
of these two customer groups is meaningful.  
 

Table 1: Results of a sequential testing procedure for factor invariance 
 

       

 M0 M1 M2 M3 M4 M5 
       

χ2 108.013 72.427 86.767 123.616 124.526 88.128 
df 71 58 65 75 78 68 
χ2 /df 1.521 1.249 1.335 1.648 1.596 1.296 
p 0.003 0.096 0.037 0.000 0.001 0.051 
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GFI 0.934 0.958 0.950 0.925 0.925 0.950 
RMR 0.044 0.038 0.042 0.055 0.055 0.047 
TLI 0.948 0.975 0.967 0.935 0.940 0.970 
       

Difference   M2 – M1 M3 – M2 M4 – M2 M5 – M2 
       

χ2   14.340 36.849 37.758 1.361 
df   7 10 13 3 
p   0.045 0.000 0.000 0.715 
       
 

M0   equal variance-covariance matrices 
M1  equal factor structure 
M2  equal factor structure and equal factor loadings 
M3  equal factor structure, factor loadings and equal error variances 
M4  equal factor structure, factor loadings and equal error variances, covariance of factors 
M5  equal factor structure, factor loadings and equal covariance of factors 
 

M3 – M2 equal error variances 
M4 – M2 equal error variances and covariance of factors 
M5 – M2 equal covariance of factors 
 
Independent Sample t-tests 
 
 It is held that customer delight is a result of high performance on service delivery (Kwong 2006). 
Following this line of argument, delighted customers shall rate better than that of the satisfied customers on service 
delivery. An independent sample t-test was performed to test this statement. It meant to compare the arithmetic 
mean of delighted and satisfied customers on each and every item of service delivery. Table 2 re- ported the t-test 
results on the composite scores of service delivery and its factors: service behavior, service outcome, and product 
outcome. Generally speaking, delighted customers rated significantly better than that of the satisfied customers on 
service delivery at the 0.001 level. Specifically, delighted customers perceived more favorably on service behavior 
(3.90), service outcome (4.73), and product outcome (4.84). Consistent to these findings, satisfied customers tended 
to less agree that employees behaved with flexibility, addition, comprehension, and enthusiasm. Apparently, the 
differences between delighted and satisfied customers laid on their perceived differences on service delivery. 
Delighted customers consistently rated better than that of the satisfied customers on service behavior, service 
outcome, and product outcome.  
   

Table 2: Results of independent sample t-tests  
 

     

 
 
Construct/Factor 

Satisfied 
Customers 
(n = 104) 

Delighted 
Customers 
(n = 214) 

 
 

t-value 

 

     

     

Service Delivery 3.94 4.51 11.53 * 
     

 Service Behavior 3.21 3.90  9.18 * 
      

  Flexibility 3.38 3.99  5.76 * 
  Addition 2.72 3.45  6.94 * 
  Comprehension 3.00 3.72  7.28 * 
  Enthusiasm 3.79 4.47  8.49 * 
       

 Service Outcome 4.22 4.73  7.47 * 
      

 Product Outcome 4.31 4.84  7.93 * 
     

 
All figures are the mean of a 6-point fully anchored scale  
(1 = strongly disagree/very poor, 6 = strongly agree/very good) 
 

* p < .001 
  

CONCLUSION 
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 Based on the analyses and findings, this study came to a conclusion that the differences between delighted 
and satisfied customers are accountable by the concept of service delivery. Both of them appeared to evaluate 
service delivery along service behavior, service outcome, and product outcome. The differences were, however, 
their perceptions that delighted customers tended to give a higher score on service delivery. Such tendency was very 
consistent that delighted customers rated better than that of the satisfied customers on service behavior, service 
outcome, and product outcome. As a result, a favourable evaluation on service delivery seems to be a sign of delight. 
Strategically, firms are suggested to raise service delivery to a higher level in enlarging the proportion of delighted 
customers. This study has successfully shown the differences between delighted and satisfied customers by using the 
concept of service delivery. Further research has to examine the strength of relationships between service delivery 
and customer delight. Given the importance of service delivery in affecting customer postpurchase evaluations, it is 
worth to investigate the antecedents of this concept as well.         
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ABSTRACT 
 

Strategic planning is a proven, vital component of successful organizations.  It has been demonstrated in 
management and organizational dynamics research literature for several decades that key steps in the strategic 
planning process include: assessment of the external environment, evaluation of the internal climate and culture, 
development of goals and objectives, and composition of the formal plan.  The strategic plan is in jeopardy of 
failure, however, unless a continuous progress review process is initiated and maintained.  This article discusses the 
often downplayed yet critical aspect of strategic planning.  Leadership in the strategic planning process is 
demonstrated when the organization is empowered to maintain forward momentum with the formal plan and “to 
keep the plan at the forefront”.    To maintain the momentum of the plan, progress review is considered a 
continuous process.  Progress review, when performed effectively, includes the following critical steps: developing 
action steps for each objective, building a progress monitoring platform, monitoring, rewarding, goal trending and 
objective attainment. These steps need to be maintained until a new strategic plan is envisioned and developed.  A 
brief of strategic planning progress review is summarized, along with a series of supportive, compiled actual 
strategic planning cases from: healthcare organizations, units of the United States Department of Defense, 
university business departments, schools that are kindergarten through grade 12, and other non-profit 
organizations. 

 

INTRODUCTION 
 
Leading and managing local, regional, national and international resources require a competent planning process 
(Ledlow & Cwiek, 1999), goal-setting (Locke & Latham, 1984), quality communication (O’Hair, Friedrich, 
Wiemann & Wiemann, 1997), attention/engagement (Jelinek & Litterer, 1995), and a cultural assimilation toward 
measurement (Schein, 1985).  Many organizations that plan, set goals, communicate with stakeholders on the 
planning process and otherwise engage in the process often fall short of achieving the most important and desirable 
outcomes of the planning process.   
 
Many international-oriented organizations, such as the World Bank, the World Health Organization, the World 
Trade Organization, and others, have developed strategic plans that require specific action toward goal attainment.  
However, most organizations fall short of reaching successful and sustained positive outcomes.   The essence of this 
short article focuses on why success in strategic planning has remained elusive for many organizations.  Further, an 
important method to rectify faltering outcomes of strategic planning is presented.   
 
The secret to success in strategic planning is found in a formal and deliberate process that integrates goals and 
objectives in an effective and ongoing reporting system.  Based on a decade of consultation, New Visions Network, 
LLC (an organization founded and managed by the authors) has found that integrated progress reporting is what 
improves the probability of successful outcomes for an organization.  This conclusion is derived from successful 
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planning projects with units of the United States Department of Defense, American university business units, K-12 
schools, hospitals, and other non-profit organizations.  Even with this varied grouping of clients, the strategic 
planning process has proven successful.  Success is attributed to an integrated progress reporting system contained 
within a quality planning structure (New Visions Network, 2007). 
 
THE PLANNING PROCESS 
 
Strategic planning elements can take several forms.   After an extensive review of the literature and planning tools 
available, New Visions Network, LLC concluded that the best approaches included the following (or similarly 
named) categories: 

1. Situation Analysis and Pre-Conference Planning; 
2. The Planning Conference, Goal & Objective Setting, Action Planning; and 
3. Implementation of the Plan and Progress Reporting. 

 
Graphically, the planning process links each category and assigns responsibility for goals and objectives to an 
individual or team (with a leader).   The key factor is where responsibility links to progress reporting. 
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Where the process fails in most unsuccessful planning projects is in the third category, specifically in progress 
reporting. 
 

PROGRESS REPORTING 
 
Once an organization has planned, set goals, determined objectives and discrete action steps to achieve the goal, and 
assigned responsibility for each objective and action step, it is important to have a regular, formal and tool-based 
process of ongoing progress reporting.  This essential element, this critical link of progress reporting, has been 
touted by several organizational, planning, leadership and change scholars over the past three decades (Roney, 2004; 
Salaman & Asch, 2003; and Jackson, 2000).  An effective and unique tool, such as the one graphically displayed in 
Appendix A, is extremely helpful in progress reporting.   
 
Progress reporting ideally should include the goal statement, objectives for each goal, action steps for each 
objective, and designation of the responsible person for each of the enumerated objectives and action steps.  
Additionally, the effective reporting system reports on progress to date and time remaining for each objective and 
action step to be completed.  In essence, this system documents progress through a robust and routine updating 
mechanism.  A frequent report, generated on a monthly or quarterly basis, should be provided to all leaders in the 
organization.  The most successful organizations also inform responsible parties that their success is being 
monitored, and celebrate success along the way with the designated responsible persons.    
 
The simple and yet essential link of progress reporting is what makes strategic plans ‘real’ and truly capable of 
implementation for the stakeholders of the organization.  A voluminous plan that only ends up collecting dust on the 
shelf is otherwise an all too common end for too many strategic plans.  However, a strategic plan that is managed, 
monitored and reported on a regular basis is a “living and breathing” document.  Progress reporting therefore is the 
critical link and the true key to success. 
 

CONCLUSION 
 
The essential and critical link of strategic planning, progress reporting, has been reviewed, along with examples of 
key aspects of the effective reporting system.  It should be remembered that when a strategic plan has been 
developed, it means only that an organizational ‘map’ has been created.  Progress reporting ensures that the 
organization travels down the path systematically and with intent.  This article has provided graphics and examples 
in hope that strategic planners begin to understand and implement progress reporting more effectively in 
coordination with their organization’s leadership team. 
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APPENDIX A (Items reprinted with permission from New Visions Network, LLC, © 2007, all rights 
reserved.) 
 
Example of Goals and Objectives Linked to Measurement and Assigned to Responsible Person: 
 
        

GOAL 1 OBJECTIVES   
Click on 

Objective 
Number to 
See Action 
Plans for 
Objective 

   

  WHO   WHAT 

Objective 
Number 

Who is 
Responsible 

(Name of 
Objective 
Owner)  Objective Statement/Narrative 

Measureable 
Variable/Indicator 

($, %, #, time, 
etc…) 

1.1 Mike 
XXXXXXXX 

Create an internal culture that promotes literacy, 
math and life experience by developing a 

personalized student achievement plan (P-SAP) for 
each student early in the school year. 

Plan for each 
student, 

documented % 

1.2 Joe 
XXXXXXXX 

Identify a significant person in each child's life to 
support educational efforts 

Find Mentors for 
bottom 50% of 

students, 
documented % 

1.3 Sarah XXXXX 
Examine partnerships with colleges, universities 

and community agencies to promote literacy, math 
and life experiences. 

Research, explore 
and meet with 5 

external 
organizations 

 
 
 

      
PERCENT VARIANCE and 
NOTICE 

  

OBJECTIVE 
PROGRESS   

17% AHEAD of 
SCHEDULE 

 
 

 

   
Fill in These 

Cells for 
Objective 
Updates 

 

 

                         WHEN   
                        PROGRESS & 
REPORTING 
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Variable 
Success Level:  

when do we 
know we have 

reached 
success? 

What Month and Year to 
Start Objective? (e.g. Jan 

2007) 

What Month 
and Year to 
Complete 

Objective? 
(e.g Jan 2007) 

REMARKS TO 
UPDATE 

PROGRESS 

STATUS OF 
OBJECTIVE 

(Place % 
Complete such as 

50%) 

100% March 1, 2006 March 30, 
2008   90% 

100% April 1, 2007 November 30, 
2008   5% 

5 February 1, 2007 July 1, 2007   80% 

 
 

 
Example of Goals and Objectives ‘Roll-up’ for Plan Progress Reporting (2 Goals Shown out of 5) 

INFORMATION AND UPDATES   
          
 

  

Click on 
Goal 

Number to 
See 

Objectives 
and 

Complete 
Updates 

 

Fill in These 
Cells for 
Active 
Goals 

 

Center Academy XXXXX, 
Michigan 

ACTIVE IN 
PLAN 

GOAL 
NUMBER 

GOAL 
OWNER 
(Name) 

GOAL STATEMENT 

NUMBER OF 
OBJECTIVES 

FOR THIS 
GOAL 

YES 1 John XXXXX 

Involve school community to improve 
student achievement through increasing 

literacy, math and life experiences 
starting at pre-K level 

3 

YES 2 Sue 
XXXXXXX 

Improve communication at all levels of 
interaction to enable us to interface 

more effectively 
1 
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    4/19/2007     
          

Person 
Responsible 

for Plan & 
Telephone 

Number 

Mark XXXXX 

 

(XXX) XXX - 
XXXX 

    

GOAL 
PROGRESS 

TO DATE 

PERCENT 
TIME 

REMAINING 
TO 

COMPLETE 
GOAL 

MONTHS 
REMAINING 
FOR GOAL 

COMPLETION 

GOAL COST 
ESTIMATE 

OBJECTIVES 
PROGRESS 

UPDATE FOR 
GOAL:  CLICK 

HERE 

58% 59% 19.38  $             
1,250.00  1 

20% 94% 27.34  $                         
-    2 

 
 

NUMBER OF 
OBJECTIVES for 

PLAN 

AGGREGATE PLAN 
PROGRESS TO 

DATE 

PERCENT TIME 
REMAINING TO 

COMPLETE PLAN 

PERCENT 
VARIANCE 

COMPLETION TO 
TIME (Ahead + or 

Behind -) 

4 39% 76.63% 16% 
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ABSTRACT 
 
This study investigated American consumer ethnocentric tendencies and its impact on their perception and 
evaluation of both domestic and foreign products.  Along with ethnocentrism, age, income, foreign residence in 
year and foreign country travel frequency were entered as independent variables for the step-wise regression 
analyses, while four dimensions of product evaluation and intention to purchase both  domestic and foreign 
products were entered as dependent variables for separate regression models.  The survey study involved 367 
respondents, and the results indicate that consumer ethnocentrism does have significant impact on perception of 
both domestic and foreign product dimensions.  Consumer ethnocentrism also influences purchase intention of 
such products.  Implications are discussed. 
 
 

INTRODUCTION 
 
This study focuses on an important aspect of American consumers’ predisposition, that is, their ethnocentric 
tendencies toward both domestic and foreign products.  We believe studying this consumer characteristic will 
provide us with important insights into how American consumers view and react to the marketing efforts by 
firms interested in the North American market.  This is because consumer ethnocentrism can become an 
enduring form of trade barriers against foreign products entering America.  Understanding the nature and impact 
of this consumer state will help marketers become better prepared to meet the challenges in marketing their 
products to American consumers.  Therefore, we set out to investigate the relationship between this variable and 
a variety of perceptual as well as behavioral variables in a setting which involves several major consumer 
electronics brands.  In the following sections, we will 
briefly review the literature surrounding the concept of consumer ethnocentrism, propose our hypotheses, outline 
our research design and methodology, present the research findings, and finally, discuss the managerial 
implications.  
    

CONSUMER ETHNOCENTRISM 
 
Ethnocentrism has been broadly identified as a prevalent syndrome of attitudes and behaviors, typically 
exhibiting in-group favoritism (hammond and axelrod 2006).  in a consumption setting, it indicates a general 
inclination of buyers to avoid imported products irrespective of price or quality considerations due to 
nationalistic sentiments (shankarmahesh 2006) .  in fact, consumer ethnocentrism is frequently used to describe 
the beliefs held by consumers about “the appropriateness, indeed, morality of purchasing foreign products” 
(shimp and sharma 1987).  it can be “institutionalized in the form of an informal government procurement policy 
that unduly favors domestic companies” (kotabe and helsen, 1998) or it can exhibit itself as “a general societal 
tendency” (see shimp and sharma, 1987).  from this perspective, purchasing foreign products is considered 
undesirable because it is harmful to the consumer’s own country and thus, unpatriotic. as a result, ethnocentric 
consumers are more prone to emphasize the advantages of domestic products, and to downplay or even ignore 
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the positive attributes of foreign products.  these observations are largely supported by empirical evidence, which 
generally finds that highly ethnocentric consumers tend to overestimate the merits of domestic products, and 
underestimate those of imported products (see Balabanis and Diamantopulos 2004; and Shoham and 
Brencinccirc 2003, among others).  Such a tendency may persist even in situations where there is no 
domestic brand or alternative available in a product category (see Shankarmahesh 2006, for a review of 
the literature).  
 

ETHNOCENTRISM: ANTECEDENTS AND OUTCOMES 
 
A variety of demographical antecedent variables have been studied.  Findings about the relationship between 
demographical variables, such as, education and ethnocentrism have been consistently pointing to a negative 
relationship (e.g., Klein and Ettenson1999; Caruana 1996). Such a finding is explained by the rationale that more 
educated people are less likely to have prejudices and tend to be less conservative (e.g., Watson and Johnson 
1972 and Ray 1990).  Several studies found a negative relation between income and CET.  A possible 
explanation is that increased income levels provide more opportunities for travel and purchase of foreign 
products, thus resulting in more cosmopolitan views (Sharma et al. 1995). However, the evidence is not 
conclusive.  Some studies (e.g., Han 1988) found no income effects, and yet another study (Tan and Farley 1987) 
found a positive relationship between income and CET. The linkage between CET and age is also worthy of 
research attention due to the increasing population of retiring baby boomers in the United States, and the global 
trend of aging population.   The rationale for a positive relationship between age and CET is based on increased 
cosmopolitanism and globalization in recent years and its socio-cultural influence on the belief structures of the 
young people.  Even though empirical evidence is mixed, there seems to be more empirical support for the 
argument that younger people will have lower CET scores than older people (Klein and Ettenson 1999; 
Caruana 1996).    
 
Foreign residence and travel experiences may also affect consumer ethnocentrism in that the more one is 
exposed to foreign cultures, the less he or she is likely to be ethnocentric due to the increase in interactive 
experience with other nationals. Consumers with extensive foreign travel and residence in years will bring more 
global perspectives back to the home country which results in reduced level of ethnocentric bias.   
 
Literature suggests that consumer ethnocentrism affects attitude toward purchasing foreign products negatively.  
CET also  has a negative impact on the perception of foreign product quality (Kaynak and Kara 2002; Suh and 
Kwon 2002).  Conversely, ethnocentric consumers will have high preference of domestic products and high 
purchase intention of domestic products (Shimp and Sharma 1987).  
 
This study adopts a product-specific, and multi-dimensional approach which included  technological innovation, 
product design, corporate image, and product quality  perception measures.  This multi-attribute approach is 
consistent with the non-compensatory model of consumer attitude formation (Ajzen and Fishbein 1980).  In the 
past, a single dimensional approach to the measurement of product perception for the study involving consumer 
ethnocentrism was often adopted (Yoo and Donthu 2005).  
 
Recent research found that the magnitude of influence of consumer ethnocentrism on consumer 
preference varies with the specific country of origin and the particular product category (Balabanis and 
Diamantopoulos 2004).  Therefore, this research included three countries-of origins (US, Japan, and Korea) 
for TV brands.  
 
Over all, the objective of this research is to assess the relationships among consumer ethnocentrism, age, income, 
foreign residence in years, foreign travel frequency,  consumer perception of four product dimensions for both 
domestic and foreign brands, and intention to purchase foreign products. The overall relationships suggest that 
demographic variables and foreign-related experiences influence consumer ethnocentrism. And consumer 
ethnocentrism along with demographic variables in turn affects four major perceptual aspects of both domestic 
and foreign products and future intention to purchase domestic and foreign products.  The exploratory 
investigation into the inter-relationships among the above variables will help shed light on the nature of 
consumer ethnocentric tendencies.   
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Based on the above, the following hypotheses are proposed and more specific relationships between independent 
and dependent variables for the are summarized in Table 1. 
  
H1:  Age, income, foreign residence and foreign travel frequency will affect 
          consumer ethnocentrism.        
 
H2:  Consumer ethnocentrism, age, income, foreign residence, and foreign travel 
         frequency will affect consumer perception of a variety of domestic product  
        dimensions.   
 
H3:  Consumer ethnocentrism, age, income, foreign residence, and foreign travel  
          frequency will affect consumer perception of a variety of foreign product  
         dimensions.   
 
H4:  Consumer ethnocentrism, age, income, foreign residence, foreign travel frequency,  
           and consumer perception of both domestic and foreign products  will affect  future 
           purchase intention of foreign products.  
  
 

Table 1: Hypothesized Relationships 
 
Dependent Variable                 Independent Variables & Direction of relationship 
 
CET (1)                                         Age (+), Income (-), FR (-),  FT (-)                                           
DTI, DPD, DCI, DPQ (4)*           CET(+), Age (+), Income (-), FR (-), FT (-) 
FTI, FPD, FDC, FPQ (4)              CET (-), Age (-), Income (+), FR (+), FT (+) 
DIP  FIP (2) *                               CET (-), Age (-), Income (+), DTI (-), DPD (-), DCI (-) 
                                                      DPQ (-), FTI (+), FPD (+), FCI (+), FPQ (+)        
_________________________________________________________________ 
DTI:  Domestic Technical Innovativeness    FTI:   Foreign Technical Innovativeness 
DPD: Domestic Product design                     FPD: Foreign Product design 
DCI:  Domestic Corporate Image                  FCI:  Foreign Corporate Image 
DPQ: Domestic Product Quality                   FPQ:  Foreign Product Quality 
CET: Consumer Ethnocentrism                     DIP: Intention to Purchase Domestic Brands 
FIP :  Intention to Purchase Foreign Brands  
(4)* represents number of regression runs 
(2)* DIP and FIP will have opposite hypothesized directions (e.g., CET (-) for DIP and CET (+) for FIP 

 
METHOD 

 
Data Collection and Sample Characteristics 
  
Two large senior-level marketing classes in the Northeastern United States participated in the data collection. 
The students recruited had shown their willingness to participate in contacting and distributing survey 
questionnaires to their parents and relatives. On average, one student surveyed a maximum of five respondents. 
One family was limited to only one questionnaire. The students contacted their parents and relatives in advance 
for their willingness to cooperate and mailed the survey questionnaires with a return envelope. On the cover 
letter, appreciation for the participation, the objectives of the research, and the guarantee of anonymity were 
provided. To verify the authenticity of the responses, the respondents were requested to provide their names and 
contact numbers on the cover-page of the return questionnaire with an assurance for confidentiality. Verification 
attempts were made on a random basis and revealed that all responses were genuine. 500 questionnaires had 
been sent out and 367 usable questionnaires were returned, yielding a 73.4% response rate.  
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Among the respondents, 51% were male and 72.2% were Caucasians; Catholics (52.6%), Jewish (13.9%), and 
Protestants (12%) represent the respondents’ religion affiliation. 37% had college education, 17.2% had high 
school degree while 21.5% held professional occupations.  Average income was $74,000, and median age was 
30. The average number of years of foreign residence was 1.43 years and the average visits to foreign countries 
were 6.5 times. 
 
Measurement 
 
The ten item ethnocentrism scale adapted from the original 17-item CETSCALE (Shimp and Sharma 1987) was 
used to measure the CET.  As Table 2 shows, these ten items exhibited high reliability (Chronbach’s alpha, 0.94) 
and loaded on one factor. Respondents were asked to indicate the extent to which they agreed or disagreed with 
each of the ten statements on a 5-point, Likert-type scale. 
 
Demographic variables (age, income, gender, ethnicity, religion, occupation, and education) were measured.  
Respondents were also asked whether they have resided in a foreign country and how many times they have 
traveled to a foreign country. 
 
For the measurement of the perception of technological innovation, product design, corporate image, and product 
quality, country-specific manufacturer’s brand names were used.  These four dimensions were adopted after a 
focus group interview (FGI) of eighteen consumers who had participated in the research. These consumers were 
requested to indicate and rank important product quality dimensions in terms of perceived importance. This 
approach is consistent with the compensatory model of consumer attitude formation (Ajzen and Fishbein 1980).  
 
To measure the respondents’ perception of the U.S. products, the brand names of RCA, Zenith, and Magnavox 
were used. While Sony, JVC, and Panasonic were used for Japan TV brands, Samsung, LG, and Daewoo were 
used for the measurement of the perception of Korean TV brands.  Japanese and Korean brands are combined to 
measure foreign TV brands since Japanese and Korean brands make up a majority of foreign TV brands in the 
United States. On the questionnaire, four aspects of product perception were given and the respondents were 
requested to indicate their perception for each of the all nine brands ranging from “bad” (1) to “good” (5). 
 
Purchase intention of both domestic and foreign product was measured with a 5-point scale ranging “very 
unlikely” (1) to “very likely” (5). 
 

Table 2: Consumer Ethnocentrism Factor Loadings (Varimax) 
 
1. Only those products that are unavailable in the U.S. should be imported (.629) 
2. American products first, last, and foremost (.833)     
3. Purchasing foreign-made products is un-American (.792)       
4. It is not right to purchase foreign products, because it puts Americans out of jobs (.863) 
5. A real American should always buy American-made products (.851) 
6. We should purchase products manufactured in America instead of letting other  
     countries get rich off us (.873) 
7. Americans should not buy foreign products, because this hurts American business  
    (.848)  
8. It may cost me in the long run but I prefer to support American products (.788) 
9. We should buy from foreign countries only those products that we cannot obtain  
     within our own country (.832) 
10. American consumers who purchase products made in other countries are responsible 
      for putting their fellow Americans out of work (.794) 
 
Explained variance of factor (total: 66.12%) 
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Analysis 
 
This study involved two-stage analyses that investigate the ethnocentrism as a dependent variable for the first 
stage, and as independent variable for the second stage. For the first stage, four regression analyses were run to 
test for a significant statistical association between antecedents and consumer ethnocentrism.  Four separate 
regression analyses were performed with consumer ethnocentrism as the dependent variable and age, income 
(two demographic variables), travel frequency, and foreign residence in years (two foreign experience variables) 
as the independent variables. 
 
The second stage involved ten regressions models, eight for the product perception for both domestic (U.S.) and 
foreign brands as the dependent variables and two regressions for the purchase intention of domestic (U.S.) and 
foreign products as the dependent variable. 
 
For the second stage, consumer perceptions of four product dimensions including technological innovation, 
product design, corporate image, and product quality pertaining to both US products and for foreign brands were 
predicted by independent variables that include consumer ethnocentrism as the independent variable along with 
two demographic variables and two foreign experience variables.  Finally, purchase intention of foreign products 
is predicted by consumer ethnocentrism, two demographic variables, two foreign experience variables, and four 
product dimensions of both domestic brands and foreign brands.  Table 3 reports the results of the two stage 
analyses. 
 
Multiple regression analysis is a useful multivariate statistical technique when the purpose is to predict one 
dependent variable with two or more independent variables.  The stepwise procedure appears to be appropriate 
for this study since it allows for the investigation of the extent to which each predictor variable explains the 
amount of variance in the dependent variable by examining the R-square level.  
 

Table 3: Regression of Predictors on All Dependent variables 
_______________________________________________________________________ 
 
                                              
 Predictors                 CET*   DTI   DPD    DCI   DPQ  FTI    FPD   FCI   FPQ  DIP  FIP         
________________________________________________________________________ 
Ethnocentrism              ns       .03   .009      ns    .017       ns        ns      ns      ns   .001 .004 
Foreign residence         ns        ns      ns       ns    .004       ns        ns      ns      ns     ns     ns 
Foreign Travel              ns        ns   .006      ns      ns        ns        ns       ns      ns     ns     ns 
Age                            0.14        ns   .009      ns      ns        ns        ns     .028    ns     ns     ns 
Income                          ns        ns    ns        ns       ns        ns        ns      ns      ns     ns     ns 
________________________________________________________________________ 
CET*: these abbreviations can be denoted as Table 1 

 
RESULTS 

 
When selected demographic variables (age and income) and foreign experience variables (residence experience 
and travel frequency) were entered in the model for the stepwise regression analysis, consumer ethnocentrism 
was predicted by only age, while all other predictor variables entered were excluded by the stepwise regression 
analysis (See Table 2). The finding suggests that the older a consumer is, the more likely that he or she is 
ethnocentric. But, contrary to the hypotheses, income and foreign residency and foreign travel frequency did not 
enter in the model as significant predictor variables.  
 
Results also show that consumer ethnocentrism is a significant predictor of the positive evaluation of  the US 
brands in all but one dimensions of the consumer perception of the product (See Table 3). All three aspects of 
technological innovation (p=.045), product design (p=0.009), and product quality (p=.017) are significantly 
related to consumer ethnocentrism with the exception of that of corporate image. Foreign travel frequency and 
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foreign residence length predicted product design and product quality, respectively.  A negative relationship 
between travel frequency and the US products’ design appreciation appears to suggest that the more frequently 
one travels the less positive about the design aspect of the U.S. brands. In the same vein, the longer one lives in 
foreign countries, the less positive he or she is about the quality aspect of the US brands.  
 
Overall, it can be stated that the more ethnocentric consumers are, the more positive perception of innovation, 
design, and product reliability they tend to have toward the U.S. brands. Corporate image, however, is not 
affected by ethnocentrism, but is a function of “age.” The older a consumer is, the more positive image of the US 
brands he or she has. It is quite interesting to note that ethnocentrism and corporate image are not statistically 
related. 
 
Regression results involving perception of foreign brands show that all independent variables including 
consumer ethnocentrism, foreign experience, and demographic variables do not predict American consumers’ 
perception toward three major dimensions of the foreign TV brands selected for the study (See Table 4). Only 
corporate image perception was predicted by age (p=.028). The older a respondent is, the more likely he is to 
have a positive corporate image perception of foreign brands. One notable finding from the results is that 
consumer ethnocentrism has no explanatory power in regard to the variations in the consumers’ perception of 
foreign brands.  
 
The results demonstrate that the respondents’ level of ethnocentrism does not significantly affect perception of 
all four aspects of foreign brands. This finding is quite interesting and counterintuitive since it can be expected 
that ethnocentric consumers evaluate foreign brands more unfavorably, while doing the opposite 
 
 
 
for domestic brands. The results of the study suggest that while consumer ethnocentrism positively affects their 
perception of the domestic brands, it may not necessarily affect those of the foreign brands negatively.  The 
asymmetry is a very interesting and significant finding of this study. Essentially, the US brands received more 
positive perception due to higher level of ethnocentrism among U.S. consumers, but the perception of  foreign 
brands were neither unfavorably nor favorably affected by ethnocentrism.  
 
The results also show that consumer ethnocentrism is still an important predictor of consumers’ intention to 
purchase foreign brands (See Tables 5 and 6). When the step-wise regression analysis was conducted, all the 
predictor variables entered were excluded except consumer ethnocentrism (p <.001). Contrary to our initial 
belief that product perception of domestic and foreign products may predict intention to purchase foreign 
products, these variables were excluded in the model. This finding reinforces previous findings that lower 
consumer ethnocentrism is central to the motivation to the purchase of foreign products. 
 

DISCUSSION AND IMPLICATION 
 
The present study explores the interrelationships among consumer ethnocentrism, its antecedents, and outcome 
variables with a focus on perceptual evaluation of four major product dimensions for both domestic (U.S.) and 
foreign TV products.  Results of the current research suggest that the concept of consumer ethnocentrism has 
both theoretical and managerial significance.  Age was found to be an important antecedent of consumer 
ethnocentrism; the older a consumer is, the higher his or her ethnocentrism is. Consumer ethnocentrism is also an 
important determinant of perceptual evaluation of domestic brands and intention to purchase foreign brands.  
 
One major contribution of the research findings is that the impact of consumer ethnocentrism on product 
perception is limited to the domestic brands, not to the foreign brands, contrary to the traditional belief that 
ethnocentrism negatively influences perception of foreign brands.  This has important marketing implications 
since this research reveals that U.S. consumers may not be as negative in their perception of foreign brands as 
indicated in other studies.  This may be due to the fact that the U.S. market is a highly competitive and global 
market, where foreign brands are highly visible and common.  In general, consumers are very accustomed to 
foreign brands and are more receptive to foreign brands as a result. 
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Consumer ethnocentrism was also found to have predictive power on foreign brand purchase intention. 
However, it is quite surprising that consumers’ dimension-specific evaluations of foreign and domestic products 
fail to predict consumers’ intention to purchase foreign products. This finding raises an interesting question: 
“Does ethnocentrism, while not affecting evaluation of specific dimensions of foreign brands, lead to lower 
intention to purchase foreign brand?  While seemingly contradictory, one possible explanation is that consumer 
ethnocentrism may be more of a predisposed behavioral direction (“Although foreign products are good, but I 
am not buying”), and is therefore independent of perceptual evaluation of product dimensions such as technical 
innovation and product design. Managerial implication is that if a firm wants to appeal to consumers’ 
ethnocentrism, which is a deeply embedded consumer psychological state, it should emphasize the U.S. brand 
without having to compare to foreign brands in terms of product dimensions such as innovation and design.  
 
 

LIMITATION AND FUTURE RESEARCH 
 
While this study adds to our knowledge about the ethnocentric tendency of American consumers, we should be 
mindful of its conceptual as well as methodological limitations.   
It should be cautioned that the finding of this study is limited to TV product category, and studies involving 
other products can exhibit quite different patterns of consumer ethnocentrism. It will be interesting to replicate 
the current study using a different product category in order to expand knowledge about consumer 
ethnocentrism.   
Also, the sampling and data collection processes can be improved in several ways. Despite cautionary measures 
to reduce bias associated with the sample selection and data collection, a more systematic random sample 
procedure will yield more representative samples, therefore, more convincing results.  Data collection approach 
can be a more realistic, evaluative scenario where consumers may engage in more involved purchase decision-
making.  Given such limitations, future studies can adopt a cross-national, cross-cultural, cross-industrial 
approach in both the conceptualization and data collection. The product-specific and one-country sample 
approach, while increasing internal validity, hampers the study’s external validity. 
 
Further, many studies have expressed the need to look at the economic environment as an important influencing 
factor of CET. For instance, Rosenblatt (1964) suggested that capitalism would be negatively related to 
ethnocentrism.  Schuh (1994) provided a framework that sought to link the different stages of economic 
development to consumers' preferences for foreign products. According to the framework, during the early 
stages of transition from a state controlled economy to a market economy, foreign products (Western products in 
particular) will be preferred because of good quality and novelty, status and curiosity motives. However, as an 
economy moves to the intermediate stage of transition, nationalistic motives behind purchasing become 
dominant. When an economy is in a developed state characterized by a large presence of MNCs, ethnocentric 
purchasing behavior tends to wane again.  Future studies should investigate this aspect.   
 
Undoubtedly, further research is needed as the dynamic pace of globalization increases trade, and ethnocentric 
sentiments affect consumer behavior in ways unanticipated before.  For instance, the linkage between the 
increase in internet usage and consumer ethnocentrism appears to warrant future research. Also, the aging 
population and its impact on consumer ethnocentrism over time also deserve further attention.  A longitudinal 
approach which tracks the changes in consumer ethnocentric tendency will be highly desirable. The is because 
the temporal change of ethnocentrism as consumers age and as they gain foreign travel and living experiences is 
of both theoretical and practical interest to academicians and global managers given the importance of the aging 
baby-boomers in the U.S. and in other parts of the world.   
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ABSTRACT 
 

At this moment in the European Union, one of the main regulatory changes and challenges intruding on 
the function of private industries to manage resources on the basis of competitive advantages is a revised EU 
Constitution. Since the rejection of the draft European Constitution, a revision of the fiscal powers of the EU 
does not seem to be a priority. The 2005 French and Dutch “no” vote, however, was a revolution, and it is said 
that half of all historic revolutions were fiscal revolutions. The present approach to what steps to take as a result 
of the rejection is almost guaranteed to be a very toilsome process inside the realm of partisan advocacy. 
Moreover the approach is almost irrelevant in terms of both explanatory content and normative potential.  

 
There is another way: fiscal constraints. Instead of streamlining existing EU Treaties and giving more 

room for majority voting, it would be better to shift the emphasis to the making of authentic fiscal rules. This 
paper is based on the idea that the EU is not a benevolent despot but a Leviathan: it shifts the grounds of the 
discussion to the question of within which constitutional alternatives should the EU’s fiscal powers be exercised. 
The paper gives the contours of such a model fiscal constitution: a separation of fiscal powers and a sharp 
border between tasks of the EU and its Member States seems to be required.  

 
In sum, the paper offers an alternative to the present non-constitutional approach: it examines the 

motivation for and possible elements of a model EU fiscal constitution. The paper emphasizes that political 
reforms in the EU may be appropriate if aimed at constitutional structure but are not if aimed at modifying 
patterns of resource use within the market order. 
 
 

INTRODUCTION 
 

After the French and Dutch voted “No” in 2005 to the proposed European Constitution, a revised fiscal 
constitution as part of the general constitution does not seem to be a priority. It seems more opportune first to 
look at the general lines for cooperation between Member States. If, however, the “No” of the French and Dutch 
citizens is a revolution, the truth counts that at least halve of all revolutions in world history were fiscal 
revolutions (Nef, 2002, Leen, 2006). It is telling that it is the fiscal policy with regard to the decrease in the 
amount of the Dutch contribution to the budget of the European Union and the income support of the EU for 
French farmers on which the governments have to hold the line to please their citizens. The EU’s budget is the 
cause of many of the bitterest arguments. The objective of spending seems to be to achieve acceptable net 
balances rather than agreed policy. The budget hovers between one that redistributes money between Member 
States and one that achieves certain EU-wide policies. The 2007-2013 budget has little relevance to the EU’s 
priorities; compromises come at a high price. It is said that the EU budget has never been used as a means to 
meet the objectives of the Union but rather as a negotiating tool for its members (Figueira, 2006). 
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The problems of the Pact on Stability and Growth are just as illustrative. The German government 
broke the rules on budgetary deficits of up to five years. They did not, however, expect any serious financial 
punishment. With the recently revised rules Member States can almost always get away with a larger deficit. 
Deficits are allowed if they are temporary, are exceptional, have been caused by an economic recession or have 
not been created by government policies. 

 
Fiscal decision-making is often based on the rule that policies have to pose as little resistance as 

possible for the majority that must approve of them. The feeling dominates that someone else pays (Spicer, 
1995). The results are ever-growing government tasks, budgets and taxation; less and less resources are directed 
by private owners into the most productive activities, as determined by the demands of the final consumers. In 
the last four years no member of the United States Congress has on total voted for a reduction in government 
outlays, notwithstanding the rhetoric in speaking of the need for fiscal responsibility (Dircksen, 2005). In the last 
years in hearings of the Congress with a balance of 145 to 1, witnesses arguing in favor of programs compared to 
those who spoke against them (Payne, 2006). Moreover, decisions on spending are made independently of those 
on taxing. From a revenue-maximizing government, the Leviathan approach to taxation, seems to be a 
reasonable starting point for fiscal analysis. A constitution, agreed on by citizens, binding the Leviathan seems to 
be the answer to ensure that the best remains a possibility by guarding against the worst (Brennan and Buchanan, 
2000). Unlimited government power to tax and spend undermines the ability of the private sector, producers and 
consumers, to plan and peacefully interact in managing resources for mutual improvement. Though it is said that 
the proposed EU Constitution was no real constitution at all, from a fiscal point of view it should have been one.  

 
The present strategy to save the rejected Constitution is almost guaranteed to be a toilsome process. 

Instead of emphasizing policies within rules for making the EU more efficient and giving more room for 
decision-making by means of simple or qualified majorities, the emphasis can be shifted to the establishment of 
the rules themselves. A constitutionally mindset is necessary. A fiscal constitution, voted for by the citizens, 
takes center stage in establishing trust between the Member States and forms the basis for a general constitution. 
The question then becomes what constitutional rules should guide fiscal constraint in the EU. 
 

CONSTITITUTIONAL POLITICAL ECONOMY 
 

Constitutional politics defines the basic rules for ordinary politics. We have to differentiate between 
day-to-day interaction and its constitutional framework. Constitutionalism shifts the grounds of the discussion 
and answers the question within which constitutional alternatives should the fiscal powers of the EU be 
exercised. 

 
There are no unique constitutional solutions; several combinations of electoral and non-electoral rules 

are possible to restrain and specify the powers of government. The 1974 and 1986 Nobel Prize winners in 
economics Friedrich Hayek and James Buchanan also aim at authentic fiscal constitutions. On the most general 
level what seems to be needed to guard against the EU Leviathan, is a clear separation of fiscal powers and a 
sharp border between tasks of the Member States vis-à-vis Brussels (Buchanan, 1994). For Hayek it is necessary 
to create a Legislative Assembly (upper house) that states the rules and a Governmental Assembly (ordinary 
legislature or parliament) that administrates within those rules (1982, Vol. 3). A new and differently elected and 
organized Legislative Assembly should draw up fiscal rules that should have the effect of permanent rules, and 
should not be subject to influences of particular groups. In the EU, however, there is an intentional combination 
of the European Commission, the European Council and European Parliament all of whom state what the budget 
is and make the policy within it (Treaty, 2005). Consequently the proposed change in policy of the EU from 
unanimity to majority rule is no effective constraint on the exercise and growth of government power (Baldwin 
and Widgrén, 2004).  

 
Constitutional economics is both thinking outside the box and back to basics. For the EU this is 

scientifically uncharted territory. Hayek’s model of bicameralism for fiscal powers for example, to my 
knowledge, has never been part of any political agenda. It is thinking outside the box of mainstream public 
finance (Rosen a.o., 1992). In due course the separate “taxation chamber” can even grow into an institution 
where all legislation in the EU is made independently from the direct policy use of it. For Buchanan the 
European constitution is an opportunity to be grasped by EU citizens for going back to constitutional basics 
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(1991, 1996). However, the constitutionalist mindset that persons owe loyalty to the constitution rather than to 
the government is (has become) foreign to European thinking (Buchanan, 2003). This lack of a constitutional 
mindset is a part of the present problem in the EU. 

 
 

THE SCOPE OF A FISCAL CONSITUTION: POLITICAL AND 
CULTURAL DIFFERENCES, AND THE ADVANTAGES OF 

DECENTRALIZED DECISION-MAKING 
 

Constitutionalism can be the core of fiscal constraints in which the consent of free individuals (trust) 
and subsidiarity (the primary liability for the solution of problems lies with the smallest functional unit) are two 
of the main problems.  

 
Often the identity of Europe is discussed as a problem of the real or illusory sovereignty of nations.  

Notwithstanding that, cultural and political differences make it difficult to have a fiscal constitution in the sense 
of an all-out democratic process in which majorities do decide (Leen, 2006). It is, however, the popular thing to 
do (Leonard, 2006). Democracy, however, can only be transposed to a supra-national organization under very 
restricted conditions (Gillingham 2003). The solidarity and trust that is necessary for policies within the EU is 
very tenuous. Even within one country if things do differ like language (Belgium), religion (Northern Ireland) or 
economic development (Northern and Southern Italy) solidarity is hard to find. Solidarity has to be bought with 
financial pet projects for local constituents. A shared framework, a fiscal constitution, however, can facilitate a 
robust democratic debate about EU objectives. 

 
Subsidiarity an organizing and enforceable principle that is congruent with the market (Backhaus, 2001) 

has become a part of the European constitution. It states that powers should only be shifted to Brussels when 
states themselves cannot achieve the same results. (Treaty, 2005, Title III, Article I-11). From this principle, 
which can also be described as economic federalism (Inman and Rubinfeld, 1997), flows the responsibility of the 
state to provide the legal conditions under which the citizens can accumulate wealth in order to satisfy their 
needs themselves. Freedom, however, is also a good in itself. Man is first and all a spiritual being. Real (moral) 
choices can only be made on the basis of individual freedom. A market economy makes room for human 
freedom and uses existing knowledge the best (Hayek, 1982, Vol. 1; Buchanan, 1986). The problem in a market 
economy is not giving central authorities, be it Brussels or a local government—even if benevolent — all the 
knowledge it needs to pursue their goals. The problem is to give each individual all the knowledge needed, 
mostly in the form of price signals, so he can decide for himself how to pursue his goals. In this way society uses 
unique individual knowledge and preferences that do differ in time and place.  

The above is also the core of Austrian economics (Houmanidis and Leen, 2001) a way of economic 
thinking, in which, knowledge dissemination and the discovery thereof is central. One of the failures of 
mainstream (equilibrium) economic analysis is that it assumes that equilibrium (the equilibrium price in demand 
and supply) is actually brought about. The difficulty, however, is to describe the possible realization of equili-
brium as the result of the systematic way in which individual plan revisions are made as a consequence of the 
disappointment of earlier plans. Entrepreneurial discoveries are the steps through which any possible tendency 
toward market equilibrium must proceed (Kirzner, 1985). Wealth is greater for all by minimal politicization, i.e. 
central decision making, of life. The change in (constitutional) rules that de-politicization involves is of potential 
advantage for all parties.   

 
THE APPROACH TO THE PROBLEM 

 
The construction of a model fiscal constitution requires carefully combined eclectic methods 

synchronized with the questions asked, the intended scope, and the policy advice generated so as to be fit for 
legislation and implementation (Voigt, 1996).  

 
What is needed is the approach of fiscal sociology; it is a fusion of economics and sociology. It is a 

change of socio-political rules we are looking at. How can social order be established and preserved? The fiscal 
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constitution must accommodate not only Member States with different constitutions, and economic and political 
systems, but also with different histories, cultures and socio-political visions (Backhaus, 2006). The burden of 
taxation can be properly identified as the focus of research in fiscal sociology. Fiscal sociology is a science that 
became necessary after the twentieth century separation of economics, sociology, politics and law with the 
resulting lacunae. Large comprehensive studies, which once characterized the activities of leading social 
scientists, became de-emphasized.  

 
The roots of constitutional-contractarian economics are to be found in the tradition of liberalism 

(Buchanan, 1994; Feulner and Wilson, 2006). Personal liberty and property both need protection, since both are 
the means (either in services in kind or in money) by which the state seeks revenue through taxation. They are 
the core subjects of constitutional economics (Buchanan, 1991; Voigt, 1997). The critical distinction between 
constitutional and within-constitutional rules and the real influence of the voters on the first, but not on the 
second, are central to our research program (Elster, 1992; Fossum and H-J Trenz, 2006). 
  

Austrianism (Kirzner, 1973), with its emphasis on the freedom of individual decision-making, fits into 
constitutionalism (Baird, 1989; Boettke, 1998; Buchanan, 1986). The Austrian method, praxeology, is a verbal 
axiomatic-deductive method. In the words of Böhm-Bawerk, one of the founders of Austrian economics, “I shall 
have to start with self-evident trivialities which are close at hand. I shall merely present them in a certain 
connection and lead them into certain conclusions, equally so manifest that they merely need to be formulated 
with full clarity and purpose” (1962; cp. Leen, 2005). It is a method suited to analyzing assumptions appropriate 
for a choice among rules instead of those relevant to making empirical predictions about outcomes generated 
under well defined rules.  
 

THE CONTOURS OF CONSTITUTIONAL RULES 
 

The central question of the paper---of which only a preliminary sketch of an answer can be given---is: 
“What are the possible electoral and non-electoral constitutional rules of a European fiscal constitution?” Part of 
the difficulty is that though we do have a hint of an answer, the problem it solves is not precisely known. The 
problem involves constitutional illiteracy. A constitutional mindset is needed: the choice by individuals who are 
related one to another in an anticipated set of interactions of a reciprocally binding constraint (Rawls, 1971). We 
have to shore up constitutional understanding. Rules and institutions rather than outcomes should be the focus. In 
general, orthodox public finance does not give an understanding of observed fiscal processes in the EU nor is it a 
basis for improvement on grounds that are acceptable to the taxpayers. As is to be tested in this research project, 
the logic of a constitutional approach can give such an interpretation, just as it gave an analytic interpretation of 
the popular tax revolts sweeping across the US in the late 1970s. 

  
The goal of every constitution is to legitimize political authorities, create limits on their power and 

institutionalize a distinction between regular politics and the rules of the game, as well as authorize other 
constraints, e.g., human rights. In constitutional economics two sorts of decisions have to be made. First, we 
must choose from possible constitutional rules and second we have to state rules for daily policies within that 
framework.  

 
(1). Behind a veil of ignorance, countries and people choose electoral and non-electoral constitutional 

rules. No one knows his future position. (Of all the Member States it was Germany, beforehand a most unlikely 
candidate that broke the rules of the stabilization pact). It is at this initial constitutional decision stage, where the 
basic fiscal arrangements are chosen, that citizens can really control the state and widespread public agreement is 
possible (Brennan and Buchanan, 2000). It is always easier to secure agreement on a set of rules than to secure 
agreement for example on who is our favorite player. Compare Odysseus choice of binding himself in advance 
so as to be later seduced by the Sirens (Elster, 2000). The tone of the discussions is theoretical and 
argumentative. Gains for all members are real. 

 
If free initiative of citizen is to be the rule, a constitution must contain a principled-based limitation of 

the role of government. An example is the constitution of the U.S. where, in principle, the central authorities 
have few and limited competences while the states have many and large ones (Markman, 2005). The former have 
powers related to foreign policy and national defense, latter have powers relating to the criminal justice system 
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and the protection of the family. In the proposed EU constitution, however, there seems to be little that does not 
fall under the jurisdiction of Brussels. The EU has tasks to do under all circumstances (e.g., customs, 
competition and monetary policy, fishing, and internal market policy), tasks that can be appropriated if necessary 
(e.g., environmental policy and consumer protection) and tasks it supports (e.g., tourism) (Treaty, 2005). The 
influence of the EU is also enhanced by the possibility of subsidizing activities. See how acute the gold rush 
response is with “matching” grants. Suppose the EU gives a subsidy of 50% to a certain activity. To accept this 
and the EU-influence that goes with it, the gain of the activity for the local government only has to be half of the 
total costs.  

 
Also we have to look at which specific fiscal rules are prudent in the setting of the EU. Examples are 

the TABOR (Tax payer Bill of Rights) rules (New and Slivinski, 2005) in several states of the US (Hawks, 
2003). These rules are the result of taxpayers revolts in the U.S. whose origins were, like the situation in the EU, 
populist and constitutional rather than elitist and legislative (Brennan and Buchanan, 2000).  

 
(2). We have to state rules for day-to-day policies within the framework. Making decisions by majority 

ensures the workability of the political process. The tone of the discussions is one of weighting up interests and 
bargaining (Elster 1995). Ordinary politics tend to be conflictual. In the proposed EU constitution, however, 
unanimous consent was given a smaller role, without making the above division in decision-making. 

 
SUMMARY AND CONCLUSION 

 
A fiscal constitution fights the sense of malaise that gripped the EU after French and Dutch voters 

rejected the EU constitutional treaty. It shifts the grounds for debate towards authentic tax reform — moved 
beyond the realm of partisan advocacy and the persistent mismatch between policy priorities and the allocation 
of funds. Scientifically, the paper suggests guidelines for exclusion and inclusion of provisions within a fiscal 
constitution of the EU that are not prizes to be captured in partisan struggle. The emphasis is not, as is usually 
the case on the basis of a benevolent EU government (a proviso that is rarely made explicit), on the enhanced 
economic efficiency of existing tax legislation or making government “work better” (e.g., more room for 
majority-voting and insuring that all interests are somehow “more fully” represented). A different approach is 
put to the test: an analysis of constitutional design that is defined by the limits it places on the powers of Brussels 
to tax and spend and hence on the possibility it creates for the private sector to allocate and coordinate the use of 
resources.  

 
The methods used in this paper are suited to problem at hand. There is a difference between 

assumptions for the analysis of choice among rules versus predictions about outcomes generated under well-
defined rules. The paper tackles the problems other sciences believe are too speculative and, because of their all 
too exclusively empirical approach are unable to define or cope with them. We focus on the choices among 
constitutional constraints, and not, as is usually the case, on choices within given constraints. Empirical tests are 
not possible since they are limited to behavior under constraints that have been historically experienced. Choice 
among rules is inherently speculative. Speculation, however, can be reasoned (Brennan and Buchanan, 2000; 
Hayek, 1952). Hypotheses are conceptually refutable as Austrian economics and constitutionalism both 
subscribe to in their methodology. 

 
As a result the research program creates a framework against the tendency to centralize decision-making 

that is often the result of the analysis applied to this problem of the mainstream approach of economics, politics 
and law (Sowell, 1996). Also, constitutional rules just as they do for individuals, substitute for (improving the) 
morals between countries (Buchanan, 2001). In the market it is not, as Adam Smith ([1776], 1974) said, because 
of the benevolence of the baker that we expect our daily bread, but because of his self-interest within a 
constitutional order of private property. We apply the (market) exchange perspective to politics. 
  

The model fiscal constitution emanates from belief in the people as the ultimate source of legitimate 
public power, instead of, as is now the case, from EU Treaties which have elements of a constitution but not this 
one. A constitution is an internal self-limitation of power, instead of treatises that are external limitations of 
power. The model EU Constitution also lays out first principles for institutional change that may constrain the 
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natural proclivities of politicians to subvert the genuine interests of the participants in the network of market 
exchange (Buchanan, 2001).  

 
In sum, the paper states the categorical distinction that must be made between reforms in the 

constitutional framework of the market order, the legal foundations of the free enterprise system, and political 
action directed at changes in resource usage. The proposed and for this reason fortunately rejected EU 
Constitution blurred the distinction. An understanding of constitutional economics suggests that a revised, fiscal 
EU Constitution may be appropriate if public policymakers aim at constitutional structure (and leave businesses 
the task of achieving competitive advantage through managing global resources), but not if they do aim at 
modifying patterns of resource use within the operation of markets themselves (Buchanan, 2001). 
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ABSTRACT 
 

In this paper we would like to focus on four emerging economies as drivers of globalisation: Brazil, 
Russia, India and China, the so-called BRICs economies. We analyze political, economic, social and 
technological criteria of BRIC countries development, using PEST method.  

 
 

INTRUDUCTION 
 

We chose four big and fast developing countries which we consider play important role in the world 
economy. Why? China is already a major player in world trade, and India is also becoming increasingly 
significant in such areas as computer software and back-office processing. Although smaller than either China or 
India, both Brazil and Russia have experienced accelerating growth in recent years. More important, these 
economies are poised for significant long-term growth. As Goldman Sachs, the originator of the acronym, notes: 
“If things go right, in less than 40 years, the BRICs economies together could be larger than the G6 in US dollar 
terms. By 2025, they could account for over half the size of the G6. Of the current G6, only the US and Japan 
may be among the six largest economies in US dollar terms in 2050.” These findings are mirrored by our own 
recent research, which suggests that what we call the E7 economies (the BRICs plus three other large, fast-
growing emerging economies: Indonesia, Mexico and Turkey) could be around 25 to 75 percent larger than the 
current G7 by 2050. 

 
Clearly, the BRICs economies are experiencing the benefits of globalisation. The explosive growth 

predicted for these economies is enabling them to engage in the same globalizing activities as their OECD peers. 
No longer perceived as underdogs, they are rapidly becoming full-fledged global competitors. 

 
What is driving this nearly universal move into the BRICs? Contrary to conventional thinking, non-

BRICs CEOs are not investing in the BRICs primarily to reduce costs. Overwhelmingly, their number one 
motivation is to access new customers and to service existing customers. This is true regardless of location or 
income. 

 

BRIC-COUNTRIES DEVELOPMENT 
 

Each of the BRIC countries has its specifics in customer sets, industries, growth tendencies, governance 
environments and resources which is worth deep study for the sake of reliable report. Herein we drive your 
attention to a brief summary of the research approach to the topic, i.e. PEST method. We will try to analyze 
political, economic, social and technological criteria of BRIC countries development. The importance of all the 
four stakes in analyzing the emerging markets is supported by PricewaterhouseCoopers' 9th Annual Global CEO 
Survey “A Complex World - The Global CEO Survey” 
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Figure 1. Competitive advantage  

(Compared with other emerging economies, how big a competitive advantage do you consider each of 
the following to be your country?) 

 
 
 

Political criteria 
 

Interest in investment into BRIC emerging markets is tightly dependent on the political situation and 
freedoms in these countries. There is a variety of studies and evaluations that depict ratings of political, 
economic and civil freedoms in Russia, 2005-2006 in comparison with selected BRIC countries.  
 

Table 1.  Economic and civil freedom in Russia. 

Rating 2005 2006 BRIC country lower or 
next to Russia 

Civil freedoms under Freedom House 
methodology  

5 – unfree 
country  5 – unfree country  China (6) 

GCI World Economic Forum (world 
competition rate) 53rd place  62nd place  Brazil (66th place) 

GCI World Economic Forum (private property 
protection) 

108th place 
(2004  – 88) 114th place  – 

Economic freedom rating, The Heritage 
Foundation и Dow Jones & Company, Inc. 

4th group –
mainly unfee  

4th group – mainly 
unfee (54,01 
pointsout of 100, 
120th place) 

China - 54,02 points, 
119th place, India – 
55,60 points, 104th place 

Political stability under CalPERS methodology, 
share in all country rating, % 

27,6 (2003  –
20,5) 29,2 (30,6 –2007) – 

Rating under CalPERS methodology  
(investment threshold – 2 while 3 is maximum) 

General 1,8 
(2002 – 1,15) 

General 1,9, country 
1,6 China  – 1,6 
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Social criteria 
 

According to forecasts BRIC countries will be populated by over 40% of world population. However 
Russia’s share in this pie will be considerably lower than China’s and India’s who already jumped over the 
threshold of 1 bln people. Russia’s only hope in this area is demographic project as a part of strong national 
project portfolio. Experts also highlight the fact that BRIC countries may be united by desire to withstand global 
US expansion but it is unlikely that they would build a political union like European union. However, economic 
integration would logically underpin alliances in the political area.  

 
Economic specialization of BRIC countries will not be homogenous. If India and China are excelling in 

goods and services production Russia and Brazil will be resource suppliers. Resource supply would be a fear and 
undesired development track for Russia if not for the benefits it could bring to growth and investment is such 
industries as Hi-Tech, information technologies, education, science and others.  
 
Economic criteria 
 

Gold and foreign exchange reserves 
Brazil, Russia, India and China are in advance of the seven leading countries in their gold and foreign 

exchange reserves. These countries have been demonstrating the highest economic growth rates and as a result 
their gold and foreign exchange reserves are over 1300 bln dollars. At the same time the big seven has only 1250 
bln dollars. 68% of the total reserves are owned by China while Russia’s share is 17%, i.e. 225 bln dollars and it 
is growing faster that China 

 
Stock and capital market, BRIC countries   
If we analyze emerging markets indexes we would immediately track common trend for all of them. 

(Fig. 2, Fig. 3., Fig. 4, Fig. 5) 
Figure 2. RTS-index 

 
 

The only difference would be China’s stock index which is growing rapidly and it is likely to be 
adjusted soon as it is already happening with India’s index. Herein we add weekly index graphs of RTS, 
Bovespa and BSE  that indicate the possible future adjustments. General analysis of BRIC stock markets does 
give some incentives for growth in early 2007.   

 
Figure 3. Brazil Bovespa 
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Technological criteria 
 

IT services market in developed countries is one of the biggest segments of IT market. Central and 
Eastern Europe are seeing a different situation. Although  IT market growth in this region outspans Western 
Europe its  segment structure is instantly taking after Western European model.  

 
Russian IT market structure is similar to Central and Eastern European markets while growth rate of its 

segments remain the highest in the world largely exceeding growth rates of most developed countries. In 
accordance with the model of the Russian IT market development designed by Analytical Center REAL-IT we 
believe that a conservative scenario where growth dynamics of the Russian IT services market (3,1 bln US 
dollars in 2006) in the coming 5 years will be 20% is a prevailing scenario. This predication is higher than 
growth forecasts for Russia’s neighbors (Poland 1,7 bln US Dollars and 15,3 % correspondingly; Czech 
Republic – 1,2 bln US dollars and 9,5 % respectively) as well as it outnumbers rates of BRIC countries (Brazil – 
7,1 bln US Dollars and 13,2% growth rate; India -3,5 bln US dollars and 15,7% of growth ratio; China – 6,1 bln 
US Dollars and 17,9% growth potential). 
 

Figure 4. India BSE 

 
 

The above described conservative scenario (which reflects the present market situation) is not the only 
one of all the options.  The model includes such scenarios as “New deal” (it is a self speaking name of scenario), 
“Not everyone will be satisfied” (scenario where oil prices are stabilized), “Horror” (long oil prices downfall) 
and “Utopia” (Russia’s transfer to postindustrial modernization). Whatever the Russian IT market development 
scenario is we should not underestimate the fact the IT services are turning into backbone segment of this 
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market. This is conditioned not only by the absolute numbers of IT services business but also by the fact that sale 
of certain types of IT services business (that is first of all IT consulting and system integration) stimulates HW 
and SW sales. As a result suppliers receive the so called leveraged sales of HW and SW evoked by previous or 
parallel IT services sales to the same customer. It is worth mentioning that the cumulative volume of leveraged 
sales now is considerably higher than the cumulative volume of all IT services sales in Russia  and its growth 
dynamics is higher than individual HW or SW sales. 

 
Thus the Russian IT service providers in 2007 will be competing for not less than 9 bln US Dollars 

(3,72 of IT services plus 5,175 bln  US Dollars of leverage HW and SW sales). This volume demands the market 
to be civilized.  
 

Figure 5. China Shanghai 

 
 

However, Russia was quoted on the last place (out of 37 totally) in international rating of IT market 
maturity published last year. Russia’s market is purely service oriented and targets the needs of different 
branches of economy. Information technologies in developed countries that live in postindustrial knowledge 
economy have turned into “nervous system” of some companies, industry sectors, markets and the whole 
national economy. They solve one important problem, i.e. providing the cutting edge technology, performance 
and compatibility to business. Some analytics say that information technologies evolved into business 
technologies as well as there is already a paradigm of business technologies.  
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ABSTRACT 
 
This research focuses on how consumer’s attitudes (trust, social exchange, knowledge about CRM, and 

procedural fairness), government involvement, and corporate policies influence their information privacy 
concerns in the Customer Relationship Management (CRM). This study shows that information privacy concerns 
in CRM are influenced by a complex social context. It means information privacy concerns are driven by 
consumers’ internal experience, attitude, and external social environment. Without efficient government 
involvement or corporate policies supervising fair use of personal information, consumers will not trust 
companies and build long-term relationships with companies. Also, more social exchanges and consumers’ 
correct knowledge about CRM will help companies to build good relationships with their customers. 
 
 

INTRODUCTION 
 
Customer Relationship Management (CRM) includes customer service management, relationship building, 

and electronic shopping (Fletcher, 2003). CRM has evolved as a business strategy to sustain a profitable 
customer relationship. Organizations can gather a vast amount of personal information from customers, 
especially online, and use it to improve sales and service effectiveness. The final goal of CRM is to maximize 
customer relationships with the firm. Consequently, this will increase customer satisfaction, customer retention, 
and customer revenue. However, as businesses have become more interested in gathering and using customer 
data, consumers have begun to be more concerned with how much of their personal information is contained in 
databases and how it is being used. They do not want computers to disclose their private information without 
their permission. This situation has created a fundamental struggle between an individual’s right to privacy and 
an organization’s legitimate business interests (Culnan, 1994). Based on the above reasons, this research focuses 
on how government involvement, corporate policies, and consumers’ attitudes (social exchange, procedural 
fairness, trust, and knowledge about CRM) influence consumers’ information privacy concerns in the CRM 
context. The study  will build a framework describing the primary dimensions associated with individuals’ 
information privacy concerns in the CRM context.  

 
LITERATURE REVIEW 

 
Customer Relationship Management 
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Customer Relationship Management (CRM) has been growing in the past few years. It includes customer 
service management, relationship building, and electronic shopping (Fletcher, 2003).  Greenberg (2000) argued 
that CRM is a business strategy to build and sustain a long-term customer relationship. Furthermore, Winer 
(2001) argued that CRM is an integration of information technology and business processes.  It makes marketers 
implement the relationship marketing at an enterprise-wide level. However, the issue of privacy is a big problem 
in CRM. Strong database and data mining techniques help marketers easily find consumers’ personal 
information (Franzak et al., 2001). Most CRM systems just focus on the benefit and technology of companies 
rather than on perception and attitude of customers. It is necessary to consider both sides. People should 
understand how customers view their relationships with companies because customers are not just passive 
buyers ignoring relationships with companies (Culnan & Armstrong, 1999). 
 
Information Privacy Concerns 
 

Information privacy means the ability of the individual to control his personal information (Stone, et al., 
1983). Furthermore, information privacy concerns include people’s attitudes, toward certain privacy risks, their 
perception of the nature of privacy, and their thoughts about privacy protection (Hsu, 2003). Burgoon (1982) 
believed information privacy is allied to psychological privacy but emphasizes legalistic and technological 
influence, especially in society. Some industry groups argued that information privacy is a basic issue of 
customer service (Dowling, 1993; Direct Marketing Association, 1994). Furthermore, Smith, Milberg, and Burke 
(1996) developed and validated an instrument that identifies and measures the primary four dimensions of 
individuals’ concerns about organizational information privacy practices: collection, errors, unauthorized 
secondary use, and improper access. 

 
Social Exchange 
 

Social exchange theory (SET) means both exchange partners evaluate relationships in a behavioral context. 
Both of them look beyond short-run benefits and concentrate on long-run mutual gains (Blau, 1964). 
Gummesson (1994) argued that an essential aspect of customer relationship building is the acceptance by both 
parties of the free transfer of information between the company and its actual or potential customers. A mutual 
exchange of benefits is argued as begin the stimulant to this reliable relationship process. Prior research on 
privacy also found that consumers tend to disclose personal information in exchange for some economic or 
social benefits to the “privacy calculus.” The privacy calculus make customers trust the company if their 
personal information is used fairly by the company and will not suffer negative consequences (Milne & Gordon, 
1993; Stone & Stone, 1990).  
 

H1: Consumers who have higher social exchanges with companies will have higher levels of trust in 
companies. 
 
Procedural Fairness 
 

Procedural fairness is consumers’ perception about a particular activity they think is conducted fairly (Lind 
& Tyler, 1988). Procedural fairness builds a “privacy leverage point” and provides an opportunity for companies 
to encourage customers to disclose their personal information (Culnan & Armstrong, 1999). Fair information 
practices make the “deal” with consumers fair (Milne & Gordon, 1993). The procedure fairness perceptions of 
customers will drive service quality and trust. If a service is perceived as being unfair, it will also be perceived as 
being lower in quality and trust (Clemmer & Schneider, 1996). Also, if companies can make consumers 
understand about the corporate policies and procedures of privacy protection more, consumers will tend to 
disclose more personal information to companies. A study of Internet users found that 78% of the survey 
participants would be likely to provide demographic information to the web site if “a statement was provided 
regarding how the information was used fairly” (Milne & Boza, 1998).  
 

H2: Consumers who perceive higher levels of procedural fairness of corporate practices will have higher 
levels of trust in companies. 
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H3: Consumers who perceive higher levels of procedural fairness of corporate practices will perceive higher 
levels of corporate policies (tighter policy approach). 

 
Government Involvement 
 

Previous research found that the increased of information privacy concerns is related to increased levels of 
government involvement in organizational privacy management (Milberg et al., 1995). Government regulation is 
an important issue to decide technology emergence and new market development (Milne, 2000). The public has 
had a hot debate about the consumer information privacy and corporate policies about the rights of consumers 
and the role of government (Franzak et al., 2001). The policymaking and management of corporate policies have 
also reflected what is happening in the real environment (Smith, 1993). A corporation’s privacy policy 
management processes will be different according to threats from government regulation (Culnan & Armstrong, 
1999).  
 

H4: Consumers who perceive higher government involvement (tighter regulatory approach) will perceive 
higher levels of corporate policies (tighter corporate policy approach). 

 
Corporate Policies 
 

Companies have revealed their values and attitudes as they set strategic direction, develop policies, and 
manage those policies through their implementation (Cyert & March, 1963; Mintzberg, 1973; Simon, 1976). In 
1999, FTC said that the appropriate corporate policies will drive organizations to comply with reliable 
information practices (Milne, 2000). People will trust companies if companies have good corporate policies or 
self-regulation about their consumer privacy. As above mentioned, people would be likely to trust the company, 
and then provide their personal information to the web site if a statement was provided regarding how their 
information is used (Milne & Boza, 1998). 
 

H5: Consumers who perceive higher levels of corporate policies (tighter policy approach) will have higher 
levels trust in companies. 

 
Trust 
 

Trust reduces customers’ perceived risk, enhances satisfaction and commitment, and encourages customers 
to build a long-term interaction and relationship with companies (Morgan & Hunt, 1994). In other words, trust is 
a major element in building interactive relationships and gaining the information for companies. If customers do 
not know what kind of services provided by the company, trust will be more important in the relationship 
(Shapiro, 1987). The advanced trust transfers the relationship style from a short-run oriented transaction into a 
long-term oriented exchange relationship between customers and marketers. If customers do not trust the 
companies or brands, some of them will have more privacy concerns and resist the CRM strategies (Jarvenpa et 
al., 2000). Finally, unpredictable results will depend upon whether consumers against companies or actually use 
CRM to gain their private benefits (Fletcher, 2003). 
 

H6: Consumers who have lower trust in companies will have higher levels of information privacy concerns. 
 
Knowledge about CRM 
 

Customers’ knowledge or prior experience about CRM will influence their willingness to disclose their 
personal information. Fletcher (2003) found that consumers’ knowledge and understanding are cognitive 
responses to CRM service. For example, customers with prior experience and knowledge about direct marketing 
prefer to understand the benefits, such as high quality service, from disclosing their personal information 
(Culnan, 1995). A knowledgeable customer on the Internet is very concerned about personal data misused by the 
Internet companies. They will have better trust in companies’ privacy protecting capabilities. Knowledgeable 
customers are also more aware about privacy threats regarding their personal information over the CRM (Harris, 
Van, & Lievens, 2003).  
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H7: Consumers who have more knowledge about CRM will have higher levels of information privacy 

concerns. 
 

CONCEPTUAL FRAMEWORK 
 

According the above literature review and hypotheses, we built the model as follows (see Figure 1): 
 

 
 

Figure 1: Information Privacy Concerns Model 
 

RESEARCH METHODS 
 

The researcher constructed the conceptual framework outlined above through intensive literature review. 
Quantitative research methodology was adopted for the empirical testing of this conceptual framework. Survey 
methodology was utilized for primary data collection. To establish expert and content validity of the 
questionnaire items, we invited five experts familiar with the CRM and privacy fields to screen all the items for 
those that do not appear consistent with the construct and the identified dimensions. They judged this reduced set 
of items. Items that were either inconsistently classified or were misclassified were eliminated or reworded. 
According to the expert judges, this resulted in a reduced set of 6 items in Trust, 5 items in Social Exchange, 5 
items in Knowledge about CRM, and 4 items in Procedural Fairness, 3 items in Government Involvement, and 4 
items in Corporate Policies. Besides, 15-item Information Privacy Scale by Smith, Milberg, and Burke (1996) is 
also in the final questionnaire. After completing the original questionnaire, we used a convenient sample to 
select 30 respondents for pilot study. Respondents were asked to complete the survey and provide comments on 
the question with which they had difficulty. 
 

The sampling frame is a convenience sample. 700 questionnaires were distributed in classes in several 
colleges and universities. Samples are from each of the following programs: EMBA, MBA, four-year 
undergraduate, and two-year undergraduate.  An introductory letter explaining the research purpose and survey 
instruction was included in the questionnaire. After the filter questions to select the respondents, all respondents 
are the customers with CRM experience. 595 valid questionnaires were obtained. The response rate is 85% 
(595/700). 
 

RESULTS 
 

Our results of the primary phase and cover the analysis performed to test all the hypotheses and the 
conceptual model. The results of the data analysis and testing are presented. Cronbach Alpha was used to access 
the reliability of the survey items. Subsequently, SEM was done to test each variable in the overall conceptual 
model.  The computer software, SPSS 12.0 and LISREL 8.54 were used to perform the data analysis. The data 
analysis of Cronbach Alpha accessed the reliability of the above dimensions: (1) social exchange (.6943); (2) 
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procedural fairness (.6335); (3) government involvement (.8595); (4) corporate policies (.8299); (5) knowledge 
about CRM (.6682); (6) trust (.6290). All Reliability Coefficients Alphas are more than .60. According to 
Cronbach (1951), an alpha score of 6 or higher is moderate and acceptable levels of reliability. We believe the 
constructs have good internal reliability. 
 
Model Estimation 
 

To assess overall model fit, we used a path model in LISREL 8.54 to estimate the relationships. The 
equations for the path model are: The maximum likelihood estimation results with standardized coefficients were 
reported in Table 1. The overall model fit was estimated. The chi-square test (χ2 = 15.85, df = 8, p < 0.05) in the 
study showed a possible lack of overall fit. While the chi-square statistic provided in LISREL is often used to 
assess the adequacy of the model’s fit, it may be a misleading artifact of a large sample size (Bentler and Bonett, 
1980). Therefore, we followed the recommendations of Bagozzi and Phillips (1982), and then used multiple fit 
indices to assess the goodness of fit. The fit indices show that the model exhibits a good fit with the data 
(Goodness-of-Fit Index (GFI) = 0.99, Standardized Root Mean Square Residual (SRMR) = 0.031, Root Mean 
Square Error of Approximation (RMSEA) = 0.044. Furthermore, Normed Fit Index (NFI) = 0.98, Non- Normed 
Fit Index (NNFI) = 0.98, Comparative Fit Index (CFI) = 0.99, andχ2/df =1.98). These findings sustained the 
overall adequacy of the model fit and provided support for the theoretical structure of the construct. 
 

Table 1: Overall Model Fit of Information Privacy Concerns Model 
 χ2 GFI SRMR RMSEA NFI NNFI CFI χ2/df 

Overall 
Model Fit 
Standard 

>.05 >.90 < .08 p< .06 >.95 >.95 >.95 <2 

Value .045 .99 .031 .044 .98 .98 .99 1.98 
Results Not 

Sustained 
Sustain Sustain Sustain Sustain Sustain Sustain Sustain 

 
Furthermore, in the following Table 2, the results in the study supported all hypotheses in path diagram. 

The details are as follows: (1) H1 examines the influence of social exchange (ζ1) on trust (η1). It is supported by 
our empirical results (standardized γ1=0.16, t =4.35), which indicates that consumers who have higher social 
exchanges with companies will have higher levels of trust in companies. (2) H2 examines the influence of 
procedural fairness (ζ3) on Trust (η1). It is supported by our empirical results (standardized γ2=0.40, t =8.80), 
which indicate that consumers who perceive higher levels of procedural fairness of corporate practices will have 
higher levels of trust in companies. (3) H3 examines the influence of procedural fairness (ζ3) on corporate 
policies (η2). It is supported by our empirical results (standardized γ3=0.51, t =13.70), which indicate that 
consumers who perceive higher levels of procedural fairness of corporate practices will perceive higher levels of 
corporate policies (tighter corporate policy approach). (4) H4 examines the influence of government involvement 
(ζ4) on corporate policies (η2). It is supported by our empirical results (standardized γ4=0.21, t =5.82), which 
indicate consumers who perceive higher government involvement (tighter regulatory approach) will perceive 
higher levels of corporate policies (tighter corporate policy approach). (5) H5 examines the influence of corporate 
policies (η2) on trust (η1). It is supported by our empirical results (standardized β1=0.19, t =4.39), which indicate 
that consumers who perceive higher levels of corporate policies (tighter policy approach) will have higher levels 
trust in companies. (6) H6 examines the influence of trust (η1) on information privacy concerns (η3). It is 
supported by our empirical results (standardized β2=-0.17, t =-3.75), which indicate that consumers who have 
lower trust in companies will have higher levels of information privacy concerns. (7) H7 examines the influence 
of knowledge about CRM (ζ2) on information privacy concerns (η3). It is supported by our empirical results 
(standardized γ5=0.17, t =3.77), which indicate that consumers who have more knowledge about CRM will have 
higher levels of information privacy concerns. 
 

Table 2: Estimation Results Path Model 
Hypotheses Parameters Standardized 

Coefficients 
t-value p-

value
H1 Social Exchange (ζ1 )   ->  Trust (η1) 0.16 (γ1) 4.35** < .01 
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H2 Procedural Fairness (ζ3)   ->  Trust (η1) 0.40 (γ2) 8.80** < .01 
H3 Procedural Fairness (ζ3)   ->  Corporate Policies (η2) 0.51 (γ3) 13.70** < .01 
H4 Government Involvement (ζ4)   ->  Corporate Policies (η2) 0.21 (γ4) 5.82** < .01 
H5 Corporate Policies (η2)   ->  Trust (η1) 0.19 (β1) 4.39** < .01 
H6 Trust (η1)   ->   Information Privacy Concerns (η3) -0.17 (β2) -3.75* < .05 
H7 Knowledge about CRM (ζ2)   ->  Information Privacy Concerns 

(η3) 
0.17 (γ5) 3.77* < .05 

 

CONCLUSION 
 

The critical finding in this study is that the two variables - trust and knowledge about CRM- significantly 
and substantially influence information privacy concerns. Information privacy concern as the dependent variable 
is well predicted by the two variables, trust and knowledge about CRM. Another important finding pertains to 
the mediating variable, trust, in explaining the relationships between the three variables (social exchange, 
procedural fairness, and corporate policies) and information privacy concerns. In addition, the link between trust 
and procedural fairness is stronger than both the link between trust and social exchange and the link between 
trust and corporate policies. In contrast to other models of privacy concerns, which focus on examining the 
determinants of privacy concerns, our model confirms that the above variables influence the mediator, trust, and 
thereby explain the information privacy concern as a dependent variable. Because the negative impact of the 
mediator on information privacy concerns is confirmed, the mediator, trust, should be enhanced to improve the 
above three factors. Finally, our study results suggest that consumers’ perceptions about corporate policies are 
significantly and positively influenced by their perceptions about procedural fairness and government 
involvement. These results imply that consumers’ perceptions about corporate policies depend on their 
perceptions about procedural fairness and government involvement. 

 
REFERENCES 

 
Blau, P. M. Exchange and Power in Social Life. New York: Wiley, 1964. 
 
Burgoon, J. K. Privacy and Communication. Communication Yearbook. Beverly Hills, CA: Sage, 1982. 
 
Clemmer, E. C., & Schneider, B. “Fair Service.” In T. A. Swartz, D. E. Bowen & S. W. Brown (Eds.), Advances 
in Services Marketing and Management.  Greenwich, CT: JAI Press, (1996): 109-126. 
 
Culnan, M. J. “The Privacy Checklist.” American Demographics, Vol. 16, No. 10, (1994): 55-56. 
 
Culnan, M. J. “Consumer Awareness of Name Removal Procedures: Implications for Direct Marketing.” Journal 
of Direct Marketing, Vol. 9, No. 2, (1995): 10-19. 
 
Culnan, M. J., & Armstrong, P. K. “Information Privacy Concerns, Procedural Fairness, and Impersonal Trust: 
An Empirical Investigation.”  Organization Science, Vol. 10, No. 1, (1999): 104-116. 

 
Cyert, R. M., & March, J. G. A Behavioral Theory of the Firm. Englewood Cliffs, NJ: Prentice-Hall, 1963. 
 
DMA. Fair Information Practices Manual.  New York: Direct Marketing Association, 1994. 
 
Dowling, M. When You Know Too Much. Catalog Age, (1993): 73-75. 
 
Fletcher, K. “Consumer Power and Privacy: The Changing Nature of CRM.”  International Journal of 
Advertising, Vol. 22, No. 2, (2003): 249-263. 
 
Franzak, F., Pitta, D., & Fritsche, S. “Online Relationships and the Consumer's Right to Privacy.” The Journal of 
Consumer Marketing, Vol. 18, No. 7, (2001): 631. 
 



436 ©Copyright 2007 by the Global Business and Technology Association 

Greenberg, P. CRM at the Speed of Time---Capturing and Keeping Customers in Internet Real Time. Osborne: 
McGraw-Hill, 2000. 
 
Gummesson, E. “Making Relationship Marketing Operational.” International Journal of Service Industry 
Management, Vol. 5, No. 5, (1994): 5-21. 
 
Harris, P. B., Werner, C. M., Brown, B. B., & Ingebristen, D. “Relocation and Privacy Regulation: A Cross-
Cultural Analysis.”  Journal of Environmental Psychology, Vol. 15, No. 4, (1995): 311-320. 
 
Hsu, C.W. A Cross-Cultural Examination of Online Privacy Issues: from an Adversarial Paradigm toward a 
Situational Paradigm: A Comparison of Regulations, Net Users' Concerns and Practices, and Websites' Privacy 
Statements in China, the Netherlands, Taiwan, and the United States. Unpublished doctoral dissertation, 
University of New York at Buffalo, Buffalo, 2003. 
 
Jarvenpa, S. J., & Tractinsky, N. “Consumer Trust in an Internet Store.” Information Technology and 
Management, Vol. 1, No. 1, (2000): 45-71. 
 
Lind, E. A., & Tyler, T. R. The Social Psychology of Procedural Justice. New York: Plenum Press, 1988. 
 
Milberg, S. J., Burke, S. J., Smith, H. J., & Kallman, E. A. “Values, Personal Information Privacy, and 
Regulatory Approaches.”  Association for Computing Machinery. Communications of the ACM, Vol. 38, No. 12, 
(1995): 65-75. 
 
Milberg, S. J., Smith, H. J., & Burke, S. J. “Information Privacy: Corporate Management and National 
Regulation.” Organization Science, Vol. 11, No. 1, (1996): 35. 
 
Milne, G. R. “Privacy and Ethical Issues in Database / Interactive Marketing and Public Policy: A Research 
Framework and Overview of the Special Issue.” Journal of Public Policy & Marketing, Vol. 19, No. 1-7, (2000): 
1. 
 
Milne, G. R., & Boza, M. E. “A Business Perspective on Database Marketing and Consumer Privacy Practices.” 
Marketing Science Institute Working Paper No. 98110. Cambridge, MA: Marketing Science Institute, 1998. 
 
Milne, G. R., & Gordon, M. E. “Direct Mail Privacy-Efficiency Trade-Offs Within an Implied Social Contract 
Framework.” Journal of Public Policy & Marketing, Vol. 12, No. 2, (1993): 206-215. 
 
Mintzberg, H. The Nature of Managerial Work. New York: Harper and Row, 1973. 
 
Morgan, R. M., & Hunt, S. D. “The Commitment-Trust Theory of Relationship Marketing.” Journal of 
Marketing, Vol. 58, No. 3, (1994): 20-39. 
 
Shapiro, S. P. “The Social Control of Impersonal Trust.” American Journal of Sociology, Vol. 93, No. 3, (1987): 
623-658. 
 
Simon, H. A.  Administrative Behavior. New York: The Free Press, 1976. 
 
Smith, H. J. “Privacy Policies and Practices: Inside the Organizational Maze.” Comm. ACM, Vol. 36, No. 12, 
(1993): 105-122. 
 
Smith, H. J., Milberg, S. J., & Burke, S. J. “Information Privacy: Measuring Individuals' Concerns about 
Organizational Practices.” MIS Quarterly, Vol. 20, No. 2, (1996): 167-196. 
 
Stone, E. F., & Stone, D. L. “Privacy in Organizations: Theoretical Issues, Research Findings, and Protection 
Mechanisms.” In C. Greenwich (Ed.), Personnel and Human Resources Management, Vol. 8, (1990): 349-411. 
 



 ©Copyright 2007 by the Global Business and Technology Association   437 

Stone, E. F., Gardner, D. G., Gueutal, H. G., and McClure, S. “A Field Experiment Comparing Information-
Privacy Values, Beliefs, and Attitudes Across Several Types of Organizations.” Journal of Applied Psychology, 
Vol. 68, No. 3, (1983): 459-468. 
 
 
Winer, R. S. “A Framework for Customer Relationship Management.” California Management Review, Vol. 43, 
No. 4, (2001): 89-105. 
 
 



438 ©Copyright 2007 by the Global Business and Technology Association 

BYPASSING COMPETITION THROUGH NEW BUSI-
NESS CONCEPTS 

 
 
 
             Martti Lindman and Jukka Peltoniemi 
                       University of Vaasa, Finland 
 
 
             ABSTRACT 
 
The problem of how to manage a given business firm successfully under prevailing and often highly intensive 
competition forms a continuous and challenging management task. The blessings of conventional means of 
competing have become at stake due to increasing globalization and the inherent demands of cost effectiveness. 
There are emerging views stating that the only way of managing competion is to change one’s existing way of 
doing business by developing such innovative new business concepts as make it possible to bypass competition. 
Presuming that value creation is the core of new business conceptualization this paper explores the key 
characteristics of change which managers face when the terms of value creation will be reconfigured. The 
results indicate that the mode of change varies a lot depending on the initiative circumstances. Good luck, ability 
to recognize opportunities, innovation and entrepreneurship play a major role in successful cases of establishing 
new business concepts and besides implies that one has to build new capabilities simultaneously. 
 

               INTRODUCTION 
 
A business firm’s ability to launch new products continuously in the market place has in many ways turned out 
in the past to be a necessary condition of competitiveness and sustenance of existing business position. One of 
the latest large scale surveys of new product development practises (PDMA, 2004) reveals that the share of new 
products of firms’ annual profits is permanently in the range of 30%. The survey also indicates that the number 
of incremental new product projects has been growing. One may conclude that firms are not willing to take high 
risks but rather prefer fast follower or imitation strategies. Participation in the competition of this type implies 
that the search for efficiency becomes a must even if there is some evidence that such an approach tends to lead 
to diminishing returns (Kim and Mauborgne, 2005). The inherent problem is that as long as competitors do the 
same through learning or simply by purchasing lacking assets, the underlying competence-based strategic 
thinking cannot necessarily change the competitive basis of strategy. However, any competitive advantage by 
definition presumes an ability to create and deliver such products and services as customers consider more 
valuable than the competing ones. As Ghoshal, Bartlett and Moran (2001) state literally, strategy is continuously 
considered an effort to position itself so that it guarantees full governance of a given competitive arena. In this 
respect added value can be created in a number of separate ways as regards a firm’s product offerings, pricing 
strategy or delivery systems (e.g. Gilmore, Carson, O´Donnell and Cummins, 1999).  
 
According to Hamel (2002) direct competition can be avoided totally by developing innovative new business 
concepts. In particular, one should develop value innovations which can cross the conventional incremental 
value creation (Kim and Mauborgne, 2005). Even if the basic logic behind reasoning of this type seems plausible 
and straightforward, relatively little of empirical research on the topic can be found at the firm level and the 
development of exclusive business concepts in particular. This paper aims to fulfil the gap by reporting certain 
basic results which emanate from a larger research effort regarding the demands managers may face in changing 
their business concepts. The objectives are more closely to explore the key characteristics of change underlying 
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the configuration of business concepts, to identify inherent development platforms preceding the emergence of 
new business concepts and to grasp on what basis the inherent value creation takes place. 
 

             TARGETING VALUE FOR CUSTOMERS  
 
One of the most common value concepts, Porter’s value chain takes it for granted that basically all activities 
performed in a firm can create value (Porter, 1985). Given the underlying sequential process, all activities at the 
level of basic operations and supporting actions thus form a firm’s value chain. Based on it one can also 
acknowledge what is the basis of a firm’s competitive advantage whether it is then either cost leadership or 
differentiation. Despite its indisputable merits the conventional value chain approach has started to face criticism 
in the sense that the individual character of firms is not taken reasonably into account (Normann, 2001; Stabell 
and Fjeldstadt, 1998). This is largely due to the fact that in line with the so-called resource-based view of the 
firm firms have been found to compete and be successful in many other ways than the original value chain 
suggests (cf. McGrath, MacMillan and Venkataraman, 1995). As an example only, time competition, e-
businesses or an ability to produce individual products at the cost of mass products indicates that the reality has 
changed since the days the value chain was originally introduced (e.g. Ohmae, 2005; De Leo, 1994). 
 
Whatever the acknowledged limitations of the value chain approach, a number of other approaches have 
emerged trying to discover what the value actually is or how it can be created. As to the first point – what the 
value actually is - literature in which value is linked to service quality indicates that perceived value is basically 
what counts: service quality enhances perceived value which in turn contributes to customer loyalty (e.g. Tam, 
2004; Petrick, 2002; Parasuraman and Grewal, 2000). Given the heterogeneity of customers, perceived value 
turns out to be a multidimensional construct and not only a pure trade-off between quality and prices. Such 
dimensions as quality and both benefits and sacrifices which form higher order mental abstractions start to play 
an important role (Sinha and DeSarbo, 1998). As a whole the consumers’ mental world and inherent general 
psychological dimensions of value have been extensively studied, focusing on the cognitive aspects of human 
value formation (e.g. Schwartz, 1992; Maio and Olson, 1995; Higgins, 2006).  Some in-depth attempts have also 
been made taking the modelling of the whole value structures as the target (e.g. Lin, Sher and Shih, 2005; 
Heinonen, 2004; Sweeney and Soutar, 2001).   
 
Given the latter point - how value is created - a prevailing view is that application of customer value strategies 
calls above all for new skills and capabilities (Marr, Schiuma and Neely, 2004; Bowman and Ambrosini, 2000; 
Woodruff, 1997). The literature dealing with the topics of value for customers (e.g. Khalifa, 2004; Slater and 
Narver, 2000; De Chernatory, Harris and Dall´Olmo, 1998; Lai, 1995) tends in turn to emphasize the importance 
of customer/market orientation. In this respect companies are mainly considered the bodies which create value 
for customers but - as Harmsen and Jensen (2004) state literally - little can be said about which competencies 
contribute to value creation and how companies create value in the market under particular circumstances.  
 
One should also acknowledge that value is not necessarily created by firms alone but also customers create value 
for themselves when they interact with firms. In this respect, co-creation and issues of relationship management 
turn out to be important dimensions of value creation (e.g. Pralahad and Ramaswamy, 2004; Umit, Martinez, and 
Parung, 2004; Ramirez, 1999; Ravald and Grönroos, 1996). As a consequence a whole set of relevant actors – 
business partners, manufacturers, suppliers, distributors and customers – becomes topical. These actors form the 
development platform underlying new business concepts and raise the question of how to combine and 
reconfigure the means of value creation. A parallel counter effect is that the focus of value creation moves from a 
single product approach towards a whole product offering and the underlying network of involved firms and 
customers (e.g. Payne and Holt, 2001, Normann and Ramirez, 1993). 
 

               EMPIRICAL RESEARCH 
 
Based on the discussed theoretical views the analytical focus of this report lies in the change context which 
presumes the generation of value for customers in a new and differentiating way. The underlying key premise is 
that the change of a business concept becomes possible only through a firm’s capability to recognize new 
business opportunities and to reconfigure value creating activities correspondingly (Lindman, 2007). Given that 
a highly holistic research setting is faced and the whole topic of business conceptualization is relatively new, a 
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case research methodology is applied in order to explore how the terms of change and value creation are in 
general met at the firm level (cf. Flyvbjerg, 2004; Gummesson, 1988; Yin, 1984). For this purpose five 
representative European design-oriented, internationally acknowledged case firms were originally selected. As 
the precondition was that each firm had changed its business concept successfully in the recent past and people 
were able to remember the change history reasonably. Based on theme interviewing, key persons who know best 
the change history of their firms have been interviewed. A detailed case description and a preliminary analysis of 
each case history were made thereafter, forming the basis of the findings to be reported. All interviewing data 
was checked and compared with any other relevant information made available. Three workshops were arranged 
among the involved researchers in order to discuss the data and its indications and to confirm the relevancy and 
results of preliminary analysis. In this paper results from four case firms are reported.  
 

                                                                      RESULTS 
 
Changes in business concepts of the focal firms can be analyzed along the nature and extensiveness of the 
change. In this respect any change may be discontinuing and intended due to the imbalance between the 
organization and its environment. Continuous changes in turn are considered small, cumulative changes 
concerning the whole organization (e.g. Pettigrew, Woodman and Cameron 2001: 704–705). The change may 
also be characterized as an adaptation which takes place in small steps as an incremental change. A slow change 
which is based on small steps forms the basis of an evolutionary transformation during which several elements 
are simultaneously reconstructed and which creates changes in paradigm. A revolutionary transformation in turn 
implies that a fast change is in question, capable of changing the whole paradigm (Balogun and Hailey 2004).  
 
Given the possible change mode, the key characteristics of change are summarized in Table 1. A closer look at 
the case evidence of case A indicates that generation of new business concepts may result from systematic 
construction work rather than through incidents or external pressures which characterize the other case firms. 
Systematic work became possible when an external designer group and the firm shared a common idea of how to 
exploit plastic in consumer goods and meet simultaneously such behavioral dimensions as affection, 
sentimentalism and proximity. Theories of two psycho-analysts in particular were considered highly useful due 
to their meanings of emotions and fantasies in human behavior and the underlying experiences of childhood and 
safeness. All this offered a chance to shake old notions of design and “welcome the new millennium”. As the 
firm manager put it, products should have “several layers of meaning if we wish them to gain emotional 
attachment”. Accordingly, imagination, precise knowledge of human behavior and available materials was 
combined so as to offer a platform for a new business concept, leading to change of existing product structures 
too. In this respect, a highly original and unique innovation pattern embedded by a pioneering spirit comes to the 
fore. 
 
An entrepreneur’s idea of how to apply a new material (polyurethane) he had seen in ”the ducks of the duck 
pond” can be seen behind the change of the business concept of case firm B. The entrepreneur could realize that 
new material was able to open new design opportunities and, besides, enable cost-effective production. Because 
the firm lacked information on how to connect design with the new material and to manufacture it extensive 
R&D was started at first in order to take advantage of the material’s potential. In this respect, the ability to 
recognize a new business opportunity, a definite will to take advantage of the opportunity and an ability to invest 
in R&D constitute the development platform along which generation of new business concepts become possible. 
Basically, more or less conventional entrepreneurship-driven innovation pattern is in question (cf. 
Weerawardena, 2003). 
 
As to the case firm C a new business opportunity emerged quite accidentally. The managing director enjoys 
remembering this occasion as follows: 
 
“Of course it (own store) was something we had been thinking about throughout the years but basically opening 
up the store was an accident. We were in some meeting abroad with a big customer and when I came home, one 
student called me. He wanted to write a paper on how our products are imported and we only had to tell him 
whether it was possible to put up our own store there. Later on he called and told us that he was preparing his  
                                              
     Table 1: Context of business concept changes  
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  Dimensions            Case A           Case B           Case C        Case D 
Initiating 
conditions 

Production of 
design products  

Production of 
traditional furniture 
 

Production of 
traditional furniture 
for dealers 
 

Small-scale 
production of 
functional products 

Underlying 
driving force 

New consumer 
challenges, 
potential new 
material 

Opportunity  
recognition, growth  
 

Need of strategic 
clarity, opportunity 
recognition 

Generation shift, 
opportunity 
recognition 
 

Path of change From design 
orientation to 
adoption of socio-
cultural research 
 

From traditional 
manufacturing to 
innovating. New 
view of industry 
 

From traditional 
manufacturing to 
retailing 
 

From 
craftsmanship to 
branding.  New 
view of industry 
 

Time dimension For years 
 

For years 
 

For years 
 

For years 
 

Development       
platform 
 

Imagination, 
knowledge of 
human behaviour, 
material 
knowledge 
 

Opportunity 
recognition, 
willingness to take 
advantage of;             
R&D resources 
 

Good luck, 
entrepreneurship, 
development 
orientation 
 

Design ability, 
good luck, 
opportunity 
recognition 
 

Key elements of 
the business 
concept 

Knowledge about 
consumer 
emotions, products 
with meanings, 
innovative NPD, 
efficient 
production 

Design innovation, 
innovative NPD, 
efficient and flexible 
production 

Modularity of 
products, consumer 
intimacy based on 
own delivery chain, 
integrated value 
chain, design 

Old products with 
new meanings 

Mode of 
capability 
building 

Incremental 
adaptation 
 

Evolutionary trans-
formation 
 

Evolutionary trans-
formation 
 

Evolutionary 
transformation 
 

 
report and  informed at the same time that he would have a place for a store for us and a fellow to run it. Hey, 
where’s that fellow? Let’s meet right away! And then I made a contract on the store. It is still existing and 
profitable”. 
 
The firm had also the resources and time for conducting the change which the establishment of their first own 
store implied because the old business concept was still usable. The owner himself was also active in developing 
new businesses and, besides, he was in general highly interested in the improvement of the firm’s cost-
effectiveness and price competitiveness. In this respect, good luck in combination with a proper entrepreneurial 
mindset and development capability turned out a working platform of business concept generation.   
 
As to the case firm D, a typical SME is in question in the sense that the firm had to struggle for its survival after 
the shift of generation. Neither the old business concept seemed to offer possibilities for growth nor did the 
organization itself possess such useful knowledge as would have made a steady and smooth development of the 
company possible. It was realized that the only option was to invest in product design. In the very beginning the 
new design did not turn out interesting at all and the firm started to run into difficulties. A tip that they should 
visit one design oriented department store in London was a lucky one, given that first orders were received, 
leading to a new start of business. Design, good luck showing the way towards new retail strategy and getting a 
foothold as a trend product were thus the factors enhancing the generation of new business concepts.  
  
As a whole, the case evidence indicates that the nature and extensiveness of change varies a lot depending largely 
on the initiative conditions. The change forces behind the development of new business concepts turn out to be 
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either a planned renewal (case A), an exploitation of new opportunities (case B, C, D) or a considerable weakness 
(case C) which forces to make changes. An evolutionary change typically takes a long time but a closer look at 
case evidence indicates that revolutionary changes too may “be coming” for years before the change bursts 
quickly out when new business opportunities are recognized or some deficiency becomes imminent. In this 
respect, the variety of changes implies that inherent change management becomes a highly dynamic task 
demanding sensitivity to change. An ability to manage change becomes an important topic simply because no 
quick-draw prices exist. The case evidence indicates rather that a many years’ development period will be 
necessary in order to complete and make desired changes workable. 
 

         FOUNDING VALUE  
 
Given that successful value creation is not possible without developing new capabilities (e.g. Marr, Schiuma and 
Neely, 2004 ; Bowman and Ambrosini, 2000; Woodruff, 1997) the basis of value creation is summarized in 
Table 2. Cases A and B witness that imagination and willingness to enterprise in combination with a high design 
or technology orientation form the key ingredients behind a firm’s ability to pass competition by setting trends. 
Not only innovativeness but capability to connect products to art becomes  topical. Interaction with customers in 
turn forms the major management demand in case one has to enter into new distribution channels. In this respect  
the case evidence of the case of firm C indicates in particular that the whole product offering and demands of 
distribution have to be rethought. Correspondingly an extensive reconfiguration of business activities has to be 
managed simultaneously in order to be capable of establishing such a mix of business activities as properly 
differentiate the firm from competitors. 
 
Given the value-based differentiation, development of technologies which can be applied in NPD forms the 
central means. As one may expect, the product and all the attributes attached to it typically serve as the most  
 
                                                           Table 2: Basis  of value creation 
 
           Case A             Case B             Case C       Case D 
Activity of 
capability 
building 

Introducing and 
integrating diversity 

Connecting products 
to art 

Innovative NPD 
process 

 

Introducing and 
integrating diversity 

Connecting products 
to art 

Managing innovative 
NPD process 

 

Intrapreneurship and 
commitment building 

Managing a cultural 
change 

Managing the  
comprehensive  
products 
value chain  

Communicating 
product 
meanings 
 

Path of  
value 
creation 

Design 
 
 
Trend setting 
 
 
New emotion-related 
meanings of products 
 
 
Image 

Design 
 
 
Trend setting 
New technology 
 
 
Trendiness 
 
 
Innovativeness of 
products 
 
 
Image 

Design 
 
 
Customer interaction 
Product modularity & 
value chain 
effectiveness 
 
 
Individuality 
Image 
 
 
Easiness and support of 
purchase 
 
Speed of delivery 

Reciprocal 
advantages 
with dealers: 
support to and 
from dealers 
 
 
 
New 
individuality-
related 
meanings of 
products 
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Compatibility of 
products 

 
important means of moving value to end customers. Alternatively products and production technology contain 
elements along which customers are able to customize solutions which suit to them best (case C). The product 
may also become a part of a dealer selection process, in which case new meanings is attached to the product 
because of the new dealer (cases A, D). 
 

            CONCLUDING NOTES 
 
The case evidence indicates that independent of lucky incidents firms can bypass competition successfully in 
case they possess a high innovation capability as in fact innovation and entrepreneurship literature has long 
witnessed (e.g. Cooper and Kleinschmidt, 1995; Drucker, 1985). Under these circumstances the scope of 
reconfigurable activities remains relatively narrow by definition because one can concentrate mainly on 
innovative activities and the development path they create in terms of new products and related business 
concepts. One may also expect that in the long run this turns out a good business policy too, given that firms 
which have been accustomed to developing highly innovative products do not consider it a more difficult job 
than their less innovative competitors (Gobeli, and Brown, 1987). The case evidence confirms also what has 
been found elsewhere, namely, that case by case entrepreneurial opportunities involve application of existing 
technology only and does not require exceptional creativity (Ardishvili and Cardozo, 2000). On the other hand, 
the case evidence indicates that a much broader set of activities has to be reconfigured now. The establishment of 
a new business concept tends to become a much more vulnerable management task too simply due to the 
increasing number of activities to be reconfigured. In this respect, given that basically an explorative research 
approach is in question, further research is highly desirable in order to define the scope of possible 
configurations and their impact on firm performance. 
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ABSTRACT 
 
Performance evaluation of production or service operations is vital to the economical consequences of 

almost any operating organization worldwide. Data Envelopment Analysis (DEA) is a powerful analytics tool for 
measuring and evaluating the performance of production and service operations. DEA is an application of 
linear programming methodology that tests whether decision making units are performing on their efficient 
frontier by computing their relative efficiencies. In this article, we provide an overview of the DEA approach by 
examining several related issues including the strengths and weakness, the model extensions, the new insights, 
the representative areas of applications, and the implementation using spreadsheet tools. A case of twelve 
Petroleum Refining Companies on the 2006 list of Fortune-500 is analyzed using the Excel Solver 
implementation of the DEA to determine their relative efficiencies. For the relatively inefficient companies, a 
benchmark procedure will be established through the construction of a benchmarking composite DMU as a 
guide for performance improvement.    
 

INTRODUCTION 
 
Performance evaluation is vital to the economic consequences of any organization. In the last three 

decades, Data Envelopment Analysis (DEA) has evolved into a powerful analytics tool for evaluating the 
performance of production and service operations. DEA has established itself as a popular and practical 
decision-support tool, as evidenced by its widespread applications to a broad spectrum of fields or organizations. 
Technically speaking, DEA is used to evaluate the relative (operating) efficiency of a collection of entities or 
Decision Making Units (DMUs) that participate in a wide variety of operations or processes in private and public 
organizations. For example, DEA has been used, worldwide, in evaluating and comparing the performance of 
bank branches, police forces, hospitals, mutual funds, universities, cities, and so on, just to name a few. In fact, 
DEA has provided a new methodology to solve difficult performance evaluation problems due to the complex 
(often unknown) nature of the relations between multiple inputs and multiple outputs involved in a variety of 
types of organizations or systems.  

The DEA approach was first introduced by Charnes, A., W. W. Cooper, and E. Rhodes in 1978. It uses 
an efficiency frontier methodology based on the modeling techniques and solution algorithms of the classical 
Linear Programming (LP) for evaluating and comparing the performance of a collection of peer DMUs. The 
logic of a DEA model is to identify and construct a (hypothetical) benchmarking composite DMU (e.g. 
composite facility) that can achieve the same or more output as the test DMU (e.g. test facility) while requiring 
less or the same input. If more output with less input can be achieved, the test facility is judged to be relatively 
inefficient. In practice, the manager of operations can then compare each relatively inefficient DMU to the 
efficient DMUs contributing to the composite DMU in learning how the operations of each inefficient one can be 
improved 
 

Here, we will provide an overview of the DEA model and examine several crucially related issues 
including the strengths and weakness, selection of input and output variables, the model extensions, the new 
insights, the areas of applications, and the implementation using spreadsheet tools. Spreadsheet software 
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packages, such as Excel, are so ubiquitous and user-friendly that they serve as an excellent delivery vehicle for 
understanding and solving almost any types, if not all, of quantitative and data analysis problems. The 
proficiency in the construction and analytic interpretation of spreadsheet models has become a valuable asset for 
all levels of decision makers in business, industry, government, education, and other areas. To illustrate, a group 
of twelve Fortune-500 petroleum-refining companies using real data will be analyzed using the Excel Solver 
implementation of the DEA in order to determine their relative efficiencies. Subsequently, a benchmark 
procedure for each relatively inefficient company (i.e. operating at lower than 100% among its peer companies) 
will be established through the construction of a benchmarking composite DMU as a guide for improvement.    
 

AN OVERVIEW OF THE BASIC DEA MODEL 
 

Let us consider a group of K similar DMUs (Decision Making Units), where each DMU has M inputs 
and N outputs. In production or service operations, the efficiency of a DMU (e. g. an entity or a facility) with 
multiple inputs and multiple outputs is defined as:  
 

Efficiency = Weighted total of outputs / Weighted total of inputs  (1) 
 

From (1), the efficiency of the kth DMU can be defined as: 

 Efficiency of the kth DMU = 

∑

∑

=

=
M

1m
mkm

N

1n
nkn

xI

yO
 (2)  

 where 
 Okn = amount of nth output generated by the kth DMU 
 Ikm = amount of mth input consumed by the kth DMU 
 yn = weight assigned to nth output  
 xm = weight assigned to mth input  
 k = 1, 2, …, K; m = 1, 2, … , M; n = 1, 2, … , N 

 
To assist in better understanding of the symbols in the DEA model, we organize the data of M inputs 

and N outputs and their corresponding weights for the K DMUs under study in the form of a data spreadsheet 
and it is shown in Table 1 below.  
 
 Output Input 
DMU 1 2 … N 1 2 … M 

1 O11 O12 … O1N I11 I12 … I1M 

2 O21 O22 … O2N I21 I22 … I2M 

… … … … … … … … … 
K OK1 OK2 … OKN IK1 IK2 … IKM 

Weights y1 y2 … yN x1 x2 … xM 

  Table 1. Data Spreadsheet: M Inputs and N Outputs for K DMUs 
 

Using the DEA approach, the objective is to maximize the relative efficiency score through finding of 
optimal input and output weights under the requirement that the weighted total of outputs is less than or equal to 
the weighted total of inputs for each of the DMUs within the group of study. The requirement enforces that the 
ratio (or relative efficiency score) of the weighted total of outputs and the weighted total of inputs is less than or 
equal to one. Note that the DMU is said to be efficient if the ratio is equal to one and inefficient if the ratio is less 
than one. Mathematically, the required set of constraints is now expressed as: 
 

 ∑∑
==

≤
M

1m
mkm

N

1n
nkn xIyO  or  0xIyO

M

1m
mkm

N

1n
nkn ≤− ∑∑

==

 , k = 1, …, K  (3) 
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Clearly, for each DMU, the finding of its relative efficiency is simply to solve the fractional program by 
maximizing the objective given in expression (2) subject to the constraints specified in inequalities (3). 
 

For each DMU, the fractional program can be easily converted to a conventional linear program by 

enforcing that the weighted total of inputs be equal to one, i. e. 1xI
M

1m
mkm =∑

=

. As a result, we need only to 

maximize ∑
=

N

1n
nkn yO  instead of the fraction specified in (2).  

In summary, to obtain to relative efficiency and the corresponding weights for the kth DMU at 
optimality, k = 1, …, K, we need to solve the following linear program: 
  

Maximize ∑
=

N

1n
nkn yO    

Subject to 1xI
M

1m
mkm =∑

=

        (4) 

  0xIyO
M

1m
mkm

N

1n
nkn ≤− ∑∑

==

 

   xm ≥ 0 ; yn ≥ 0,  for m = 1, … ,M,  n = 1,… , N 
 
The linear program formulated in (4) needs to be solved once for each KMU in order to obtain its relative 
efficiency. Hence, the formulation in (4) needs to be solved for K times when there are a group of K DMUs 
involved.  

As discussed in the conventional theory of linear programming, every linear program (called the Primal 
problem) has a corresponding Dual linear program. The dual of (4) is formulated as follows: 
 

Minimize βk 
   

Subject to 0IzI kkn

K

1k
nkn ≤β−∑

=

,   n = 1, 2, ... , N    (5) 

0OzO km

K

1k
mkm ≥−∑

=

,  m= 1, 2, … , M 

zk ≥ 0   for k = 1, … ,K 
Note that the variables, z1, z2, …, zK, are dual variables and the variable βk is referred to as the relative 

efficient index of the kth DMU. a If βk is equal to one, then the kth DMU is termed efficient, while if βk is less than 
one, then the kth DMU is rendered inefficient.  

Also, it is noted that LP formulation (4) is considered to be Output-oriented for it attempts to maximize 
output levels using at most the current input consumption. Similarly, LP formulation (5) considered to be Input-
oriented for it aims to minimize input levels while maintaining at least the present output performance. 

For every inefficient DMU, the dual formulation in (5) can be used to identify a benchmark for 
performance improvement. The benchmark will be obtained through the construction of a (hypothetical) 
composite DMU. We shall now illustrate this concept. In essence, each one of the M inputs of a composite DMU 
is easily computed as the sum of products of the scores of the same input variable in the group and the optimized 
values of the dual variables (or named shadow costs), z1, z2, …, zK as weights. Similar computations are also 
applied to the output variables of the composite DMU.  

Based on the theory of Complementary Slackness in linear programming, the values of the dual variables 
for inefficient DMUs are equal to zero. Hence, the computation of the input and output scores for the composite 
DMU use only the nonzero values of dual variables for efficient DMUs. This leads to the identification of a 
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benchmark of the targeted inefficient DMU by constructing the (hypothetical) composite DMU using the linear 
combination of efficient DMUs within the group under study.  

It is interesting to note that: to minimize βk in (5) is equivalent to minimizing the input resources available 
to a hypothetical composite DMU. This implies that the identified composite DMU produces at least as much 
output using the same or less input than the targeted inefficient DMU. In practice, the manager of operations can 
compare each relatively inefficient DMU to the efficient DMUs contributing to the composite DMU in learning 
how the operations of each inefficient one can be improved. 

In summary, the main characteristics of DEA are: it is an empirical study; it is LP-based; can handle 
multiple inputs and multiple outputs together; it searches for an efficient frontier surface for data while statistical 
methods frequently look for, for example, central tendencies (e.g. averages, modes, etc) for data; and it 
determines relative efficiency for a group of peer DMUs, but not the absolute efficiency. 

 
DEA APPLICATIONS 

 
The DEA methodology has shown a global acceptance as a powerful performance evaluation tool for 

management. Examples of widespread applications of DEA in diverse fields and organizations can be referred to 
a CD version of the DEA bibliography complied up to August, 2005 by Seiford. The bibliography accompanies a 
DEA book by Cooper, Seiford, and Tone [2006] includes approximately 2800 published articles and 
dissertations. Another useful bibliography of DEA works can be found in Emrouznejad (2001) which 
accumulates continuously a collection of the related working papers and dissertations in addition to the published 
articles in journals and conference proceedings.  

As stated earlier, DEA has been applied in many different types of organizations worldwide, e.g. banks, 
education organizations, fast food restaurants, hospitals, airlines, national government departments, and local 
authorities. Since the applications of DEA to fields that are so diverse and versatile, it is impossible to exhaust 
the list of them. For illustration purpose, we shall just tabulate, in the following table, a selected list of DEA 
application areas with truly solved examples cited in literature. Each example is listed together with its adopted 
inputs and outputs for learning purpose.  
 

Application Areas  Outputs Adopted  Inputs Adopted References 
Health care (hospitals, 
doctors, nurses) 

 Health outcomes 
 Health care 

activities 

 Labors 
 Capitals 

Jacobs, Smith, and 
Andrew [2006] 

Education (schools, 
universities, teachers) 

 % of students who 
pass the IETEP 
exam 

 normal curve 
equivalent scores 
for 3 basic courses 

 SES: % of 
students who fully 
pay for lunch  

 CSI: an ability 
measure  

 

Ludwin [2004] 

Banks (as financial 
intermediaries) 
 
 

 Loans 
 

 Interest expense, 
 Labor,  
 Capital 
 Operating costs 

Yue [1992] 

Banks (as institutions) 
 

 Accounts  
 Transactions 

 

 Labor,  
 Capital 
 Operating costs 

Yue [1992] 

Utilities 
 

 Energy distributed 
 Quality 

 Operating costs P. Korhonen, M. 
Syrjänen, and M. 
Tötterström (1999) 

Libraries 
 

*5 output variables 
used 

*10 input variables 
used 

Shim and Kantor 
(2003) 

Marketing 
(Advertising) 

 Sales 
 Earnings 

 Advertising 
expenses :Print, 
Broadcast, 
Outdoor, Internet  

Cheong and. Eckenby 
[2006] 

Mutual funds  Returns  Expenses Chehade, R. and J. C. 
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 Growths  Accepted risk Paradi [1998’] 
 
Various Issues When Applying DEA 

 
DEA can be a powerful tool for decision supports when used succinctly. Some of the characteristics and 

issues related to DEA are discussed below:  

1. Why is the term “data envelopment analysis” used? 
The two inequalities in LP formulation (5) are constraints to be satisfied for the optimal 

solution. The first set of inequalities implies that, for each output measure, the output of the composite 
DMU exceeds or equals to the output of the kth DMU; hence geometrically, the optimal solution will 
create an envelope (or a hyper-plane) to envelop the output of the kth DMU, from above. Likewise, the 
second set of constraints can be interpreted as that, for each input measure, the optimality generates, 
geometrically, a hyper-plane that envelops the input of the kth DMU from below. Since both outputs 
and inputs of the DMU evaluated are enveloped from above and below, the name exactly matches the 
geometric interpretation of the procedure. 

2. Strengths/Advantages of DEA  
• DEA is able to handle multiple inputs and outputs simultaneously without assigning arbitrary weights  
• DEA is empirical and it requires no priori assumptions of a functional form relating inputs to outputs 

together.  
• DEA is nonparametric and it has a comparative advantage over approaches that do require a particular 

parametric assumption of the methodology, such as the regression-based Stochastic Frontier Analysis 
(SFA). 

• DEA does not require the use of homogeneous measurement units for inputs and/or outputs. 
• DEA is LP-based and therefore, its model formulation can be easily constructed and solved 
• DMUs are directly compared against a group of peers. 

3.  Limitations/Weaknesses of DEA 
• Since DEA is a deterministic technique, the solutions generated by it are very sensitive to errors in 

measurement.  
• Since each DMU requires solving a separate linear program for, large problems can be computationally 

intensive. 
• Needs proper selection of Input and output variables 
• Some Input variables fluctuated remarkably from period to period which also made the efficiency 

scores fluctuate. 
• DEA is an empirical approach and its must be interpreted with care. 
• DEA provides only results for estimating "relative" efficiency, but not the "absolute" efficiency, of a 

DMU. It can only tell how well a DMU is doing against its peers but not compared to a "theoretical 
optimum."  

• The hypothetical composite does not exist in reality and an inefficient DMU and its benchmarks may 
not be similar in operating practices 

• The obtained DEA projections of potential efficiency gains may not be transferable into actual gains 
when other factors are fully considered in actual operations. These factors include maintaining service 
quality, fundamental differences between individual DMUs, and the costs of implementing changes, 
and so on. 

• Since DEA is a nonparametric technique, well-established statistical hypothesis tests are difficult to be 
combined into it.  

• It was found that the average branch efficiency score varied inversely with the number of DMUs and 
directly with the total number of inputs and outputs. It was also cautioned that using relatively small 
sample sizes in a model with as few as three inputs and three outputs could lead to a substantial upward 
bias in efficiency scores. (see Alirezaee, Howland and van de Panne (1998)) 
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• There are different rules as to what the minimum number of DMUs in the sample should be; one rule of 
thumb states that the number of DMUs in the sample should be at least three times greater than the sum 
of the number of outputs and inputs included in the specification (Nunamaker 1985). 

4. Selection of Inputs and Outputs 
Perhaps the crucial step in using DEA to evaluate the relative efficiency of DMUs is the determination of 

the scope and selection of appropriate inputs and outputs for the study. The selected inputs and outputs must 
relate to the goals and objectives of the organization, be consistent across organizations, and be quantifiable. 
Often, the selection of appropriate input and output variables is more an art than a science. Nevertheless, it helps 
to have a systematic search approach to identify the appropriate inputs and outputs for the model. A simple 
procedure for this is outlined as follows: 

1. Identify the smallest set of potential output and input variables that adequately capture all essential 
aspects of the organization’s operations. 
This is usually accomplished by: 
a.) involving managers and experts with a sound understanding of the operations of the organization 

being examined from the early stages of DEA study; and 
b.) comparing the intended problem to the similar historical DEA cases in literature, if available; 

2. Reduce the number of collected variables in step 1 above by: 
a.) using the graphic tools and correlation study to eliminate highly correlated variables; 
b.) using regression analysis and other comparative statistical test procedures (e.g. see Kittelsen 

(1993)) to drop variables of lesser significance.  
 

It should be pointed out that the process of developing a final model for performance evaluation is 
usually iterative, with trials and errors approach using different combinations of inputs and outputs. This 
procedure can then ensure that appropriate inputs and output, and their measurement data, are utilized in the 
assessment of relative efficiency. In doing so, it also has an added advantage by allowing the sensitivity of the 
model to different specifications to be explored and tested. 
Model Extensions to DEA 

The seminal DEA work done by Charnes, Cooper and Rhodes in 1978, is called the CCR model with 
Constant Returns to Scale (CRS). Since that time, there has been a rapid growth in the field. Numerous 
extensions to CCR model have been developed to account for the needs to solve a wide variety of DEA 
performance evaluation problems. Due to the space limitation given, we just list here some of the interesting 
model enhancements without detailed discussions: 

1. BCC model with Variable Returns to Scale (VRS): This is the case when a new constraint ∑
=

K

1k
kz is 

added to the DEA formulation (5) above to account for the variable returns to scale situation.  
2. Model with Categorical inputs and/or outputs: This enhancement deals with the situation that some of 
the input variables are discrete or categorical in nature. 
3. Model with non-discretionary input variables: The enhancement deals with the situation that some of 
the input variables cannot be directly controlled by decision makers. 
4. Adding restrictions to weights: The model allowing the weight restrictions constraints provide 
flexibility for decision makers to apply subjective preferences through the choice of different weights for certain 
input and/or output variables.   
5. Additive model: The model combines both the input and output orientations of the DEA formulation 
into one model. In essence, the additive model maximizes the input excesses and output shortfalls 
simultaneously.  
6. Incorporating Ranking into DEA: The model adds the ranking capability of DMUs to the basic model. 
7. Malmquist productivity index: The Malmquist index evaluates the productivity change of a DMU 
over two time periods. 
8. Window analysis: Window analysis is a technique that applies DEA to time-series data. In essence, it 
evaluates the performance of each DMU operating over several time periods by treating it as a separate DMU in 
each period. The procedure uses a technique, similar to the computation of moving-averages, to conduct 
progressively DEA analysis on a sequence of windows. Let us consider the case that data are collected for K 
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DMUs over T time periods. If we decide to use p periods of data, where p < T, in each window, then there will 
be a total T-p+1 windows to be constructed and analyzed with each window containing Kp units for DEA study. 
There are many other interesting developments of extensions to both the DEA models and their applications. For 
example, some of the interesting advances are: evaluation of allocative and overall (or cost) efficiency, profiling 
using DEA (e.g. see Wagner, Shimshak and Novak (2003), cases of with missing data (e.g. see Kao and Liu 
(2000)), DEA sensitivity analysis, just to name a few. 

 

SPREADSHEET TOOLS AND DEA 
 

As stated earlier, DEA is essentially a LP-based approach used in evaluating and comparing the relative 
efficiency for a group of peer DMUs. Its formulation can certainly be solved by a dedicated mathematical 
programming (including LP) software package such as GAMS, AMPL, and others. Yet, these dedicated 
industrial-strength packages tend to be expensive and are not readily available to most decision makers or 
practitioners.  

Spreadsheet software packages, such as Excel, are so ubiquitous and user-friendly that they serve as an 
excellent delivery vehicle for understanding and solving almost any types, if not all, of quantitative and data 
analysis problems. Excel supports a rich variety of operators and several hundred built-in functions, as well as 
user-written functions to build models for computation and analysis. Nowadays, the proficiency in the 
construction and analytic interpretation of spreadsheet models has become a valuable asset for all levels of 
decision makers in business, industry, government, education, and other areas.  

A number of dedicated Windows-based DEA software packages are currently available to 
purchase/lease for decision makers. The first type of them are running as stand-alone Windows applications (e.g. 
Frontier Analyst by Banxia Software) and the second type are executed on the platform of Excel by using an 
add-in tool as a linear program optimizer (e.g. DEA-Solver-Pro by SAITECH, Inc). All of these software 
packages provide the solving and report generation capability for a variety of DEA models and are usually at a 
relatively substantial cost. Barr [2004] in his survey paper gave a detailed review for eight of twenty or so 
available DEA packages: Four of them are commercial ones and the other four are non-commercial. In his 
article, it is also noted that some popular LP and Statistics software packages such as GAMS and SAS do have 
support tools such as modules and/or macros to execute DEA implementations. 

The Excel’s Solver add-in, developed by Frontline Systems for Microsoft, is a widely used general 
purpose optimization modeling tool in solving linear, nonlinear, and integer programming problems. Its standard 
bundled version is “free” and can solve problems with a limit of 200 decision variables, while the Large-scale 
Solver (a component of the Premium Solver Platform) is charged at a premium and can handle LP problems up 
to 80,000 variables.  

In general, optimization in Microsoft Excel follows following the steps: 1) construct an ordinary 
spreadsheet model for the problem; 2) invoke the Solver item on Excel’s Tools menu; 3) fill in the desired target 
cell (i.e. the objective function), changing cells (i.e. decision variables), and constraints in the Solver Parameters 
window; 4) select the appropriate options (e.g. Assume Linear Model, Assume Non-Negative, Iterations, etc.) 
provided; and 5) click the Solve button to proceed the computation.  

Ultimately, the Solver uses the obtained solution values to update the modeled spreadsheet and provides 
sensitivity and other summary information on additional report spreadsheets.  

Here we illustrate an application of DEA to evaluate the performance (by measuring and comparing the 
relative efficiency scores) of a group of twelve Fortune 500 petroleum-refining companies using Excel Solver. 
For the DEA model under study, we select two outputs: revenues and profits and three inputs: assets, equities, 
and employees. The data obtained for the year of 2006 from the CNN Money web site are shown in the range 
B10:F21 in Figure 1 below. 

Since there are twelve DMUs (i.e. 12 Petroleum Refining Companies), we need to solve 12 LP 
problems. We attempt to arrange a DEA spreadsheet model so that minimal modifications are needed when 
seeking for the Solver solution from one case to the next case. 

The development of the Spreadsheet Model is briefly outlined below: 
Step 1: Create formulas for the cells G7, H7, and H7: 

G7: = SUMPRODUCT(B7:C7,$B$20:$C$20) 
H7: = SUMPRODUCT(D7:F7,$D$20:$F$20) 
I7: = G7-H7 



 ©Copyright 2007 by the Global Business and Technology Association   453 

Step 2: copy the formulas in G7:I7 to G8:I18 
Step 3: Create formulas for the cells L2 and M2: 

L3: =INDEX($G$7:$H$18,K3,1) 
M3: =INDEX($G$7:$H$18,K3,2) 

 

 
Figure 1. The DEA Spreadsheet Model: the Solver Solution for DMU =1for the 12 Petroleum Refining 

Companies 
 

Now, the use of the SOLVER to solve the developed model proceeds as follows.  
 Step 0: Invoke the Solver by selecting the Tools/Solver menu item. 

Step 1: Fill in the boxes in the Set Target Cell, By Changing Cells, and Subject to the Constraints in 
the Set Parameters dialog box below: 

 
Figure 2. The Solver Parameters dialog box 

 
Note that the setting above is used to solve the case when DMU =1. 
Step 2: Click the options button to open the Solver Options dialog box and make sure that the   check 

boxes for Assumed Linear Model and Assumed Non-Negative are checked, 
Step 3: Click the Solve button to begin the solving process. 

 
The Solver run for DMU = 1 is shown in Figure 1 above. It is seen that the 5 optimal weights obtained for 

the 2 outputs and 3 inputs are shown in range B3:F3 and they are: 0.0000000, 0.0000277, 0.0000000, 0.0000022, 
and 0.0000091. The optimal output is given in cell K3 and is equal to one. Hence, the relative efficiency = 1/1=1 
(or 100%) for DMU =1. 
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 To solve for the case DMU =2, we now only have to substitute manually a new value 2 for cell K3, and 
then invoke the Solver and click the Solve button to obtain the result without changing any settings specified in 
the Solver Parameter dialog box.  Likewise, the same procedure is repeated for the remaining cases. The 
obtained optimal relative efficiency scores for the 12 Petroleum Refining Companies are summarized in Table 2 
below. 

 
DMU 1 2 3 4 5 6 
Efficiency 1.0000  0.6324 1.0000 0.6699 0.5094  1.0000 
DMU 7 8 9 10 11 12 
Efficiency 0.4000  0.9155 0.5286 1.0000 0.5962  0.8649 

 Table 2. Relative Efficiency Scores 
Clearly, DMUs 1, 3, 6, and 10 are considered to be (relatively) efficient since their efficiency scores are 

equal to one, and others are said to be inefficient. 
 
For every inefficient DMU, the benchmarking for performance improvement can be carried out by 

constructing a (hypothetical) composite DMU. For example, let us consider the case for DMU =12, which is 
relatively inefficient since its efficient score is 0.8649. To obtain its benchmark, we proceed as follows. 

1.) Obtain the twelve shadow prices from the SOLVER sensitivity report when DMU =12. The results 
are displayed in Table 3 below. 

 
0.0000  0.0000  0.0000  0.0000  0.0000  0.0219 
0.0000  0.0000  0.0000  0.6324 0.0000  0.0000 

Table 3. the 12 shadow prices for DMU = 12 
 

2.) Obtain the linear combination of the 12 shadow prices and the 12 revenues (see Figure 1). This yields 
3213, the revenue for the composite unit. 

3.) Repeat step 2 for the remaining inputs and outputs, e.g. profits, assets, equities, and employees. 
The following table summarizes the values of the inputs and outputs for the inefficient 12th DMU and its 
constructed benchmark composite unit. 

 Outputs Inputs 
 Revenues Profits Assets Equities Employees 
DMU=12 3,213 168 1,143 377 881  
Composite Unit 3,213 194 977 326 762  

Table 4.  
By examining Table 4 above, it clearly indicates that the benchmark composite unit produces at least as 

much the same output using the same or less input than the inefficient 12th DMU. Since the composite unit for 
the 12th DMU does not exist in reality and it is constructed as a weighted combination of the effective 6th and 10th 
DMUs, the manager of the 12th DMU can learn from the operations of the benchmarking 6th and 10th DMUs as 
guides for improvement.  

Finally, it is noted that the process for solving the DEA spreadsheet model depicted in Figure 1 can be 
improved greatly by automating the sequence of Solver runs for all the DMUs through the use of a macro. A 
macro is created using the Excel’s VBA (Visual Basic for Applications) language and make it powerful tool for 
decision support functions. The task to create a macro to invoke the Solver tool can be easily done since every 
interactive, GUI-based action supported by the Excel Solver has a counterpart function call in VBA. 

  

CONCLUSION 
 
With the growing acceptance of DEA as a powerful tool for performance evaluation across different 

disciplines around the world, it is anticipated there will be rapid advancements in applications and model 
extensions for the methodology. For example, DEA is a nonparametric technique and faces difficulty by 
combining statistical procedures into it to statistically validate the outcomes for decision making purpose. One 
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potential area of ongoing research is to combine the DEA methodology with regression analysis and Stochastic 
Frontier Analysis (SFA). 
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ABSTRACT 

 
The aim of the present article is to contribute to studies of the management of firms that enter into 

alliances, focusing on the issue of the latter’s strategic implications – opportunities, threats, strengths and 
weaknesses – given their relational characteristics. The study concentrates on the case of a Brazilian firm in the 
automotive industry – Forjas Brasileiras (FB) - that, in 1999, decided to establish two strategic alliances with 
foreign firms, and sought to answer the following question: is the firm’s competitve strategy, taking into account 
its strategic alliances with foreign firms, appropriate in the current competitive context? The data was collected 
using various methods in accordance with the methodology proposed by Yin (1994) for case studies. To assess 
strategic fit, the research adopted conceptual tools developed by one of the authors to conduct analyses from a 
relational perspective, that is, considering a firm’s relationships and their impact on its management and 
performance. The results of the research demonstrated the importance of conducting strategic planning using 
this relational perspective, in the case of firms that have established alliances, illustrating how it can provide 
new elements for business decision-making that could not be obtained through traditional analyses that do not 
contemplate the strategic implications of alliances. 

  

INTRODUCTION 
 

Organizations are increasingly seeking to assure their competitiveness through agreements with 
suppliers and distributors, organizations in other countries, rival firms or even firms with whom they have no 
affinity (TECHEMAYER, 2002). Such agreements, as well as other types of alliances (...) have been regarded as 
one of the most appropriate ways of dealing with current market demands, that a firm would be unable to cope 
with on its own (MACEDO-SOARES, 2001). 

This is especially so in the automotive industry, where firms are seeking to establish the most varied 
types of partnerships and alliances in their quest for competitiveness, belonging as they do to a mature segment 
of the economy in which gross operational margins are continuously declining, and are facing enormous 
competitive pressures in developed country markets. Another reason for the fierce competition between 
automotive firms is that they belong to a traditional technology sector, where firms are continously trying to gain 
scale to maintain their markets (TECHEMAYER, 2002). According to data from the ANFAVEA (The National 
Association of Car Makers) and the SINDIPEÇAS (Association of Auto Parts Manufacturers), the Brazilian 
automotive sector accounted for 13.5% of industrial GDP and 4.5% of overall Brazilian GDP in 2004.    

In this sector the trend towards the establishment of alliances is more accentuated because the 
automotive industry’s productive chain is currently characterized by the existence of direct suppliers, global 
sourcing, follow-sourcing and by the formation of technological cooperation networks between car makers and 
components and autoparts firms (SILVA, 2000). 

The Brazilian automotive sector has been undergoing profound changes in recent years, due to the 
opening up of the Brazilian market that has led to the installation of various auto firms, increasing competition 
between organizations and producing a transformation in the way they are managed. As a response to this new 
context of world and local business and the increasingly fierce competition, domestic firms have been adopting 
inter-organizational partnerships as a critical element of their competitve strategy (TECHEMAYER, 2002). 

Thus the question arises as to whether the strategies of firms in the automotive sector are appropriate to 
this context and what are the implications of their strategic alliances for perrformance and conduct.  

The focus of this article is Forjas Brasileiras - FB, a Brazilian firm that derives most of its revenue 
from the automotive chain. FB began to produce forged components for the auto industry at the end of the 1950s. 
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In 1999, FB established two important alliances with two German firms. At the beginning of 2001 it began to 
professionalize its management, hiring professionals to manage the firm.   

The research chose FB as an object of investigation, in the belief that an analysis of its strategy that 
focused on its strategic alliances with these two foreign companies could provide valuable lessons for other 
companies in the industry regarding the management of firms with alliances.  

Towards this end, the research attempted to answer the following question: is FB’s competitive strategy, 
considering its strategic alliances with foreign firms, appropriate in the current competitive context?  

 The questions listed below are designed to help identify elements towards an answer to this question. 
Note that they coincide with the steps of the strategy analysis methodology adopted in the research.  

1. What is the strategy of FB’s auto parts business unit?  
2. What are the strategic implications of macro-envirornmental factors and key actors in terms of 

constituting real and potential opportunities and threats?  
3. What are the strategic implications of organizational factors in terms of constituting real and potential 

strengths and weaknesses?  
4. What are the characteristics of each strategic alliance established by FB?  
5. What are the strategic implications of the alliances at FB’s organizational and macro-environmental 

levels, in terms of constituting, respectively, strengths and weaknesses, opportunities and threats, regarding the 
attainment of its main business objectives?  

6. What is FB’s performance?  
7. Considering its characteristics, does FB’s strategy enable it to mobilize organizational and relational 

strengths and minimize weaknesses, in order to exploit opportunities and diminish threats posed by alliances?  
8. What organizational or strategic changes may be neccessary to assure better corporate strategic fit, 

considering these two strategic alliances?  
Before making a succint description of the research’s theoretical references, it is important to explain its 

final aim and relevance, both from an academic and business point of view.  
At both levels, the research attempted to demonstrate the urgency in the case of firms that establish 

alliances of adopting in their strategic analyses a relational perspective, that is, that takes into account the 
characteristics and impacts of relationships, notably of alliances.  

During a preliminary bibliographic review, the research verified that the scientific literature on strategic 
alliances in the Brazilian auto industry’s supply chain was relatively scarce. Preliminary investigations also 
revealed that the sectors’ firms did not adopt a relational perspective in their strategic planning.  

The research sought to contribute to filling these gaps.  
The research’s scope was restricted to alliances established with firms in the domestic auto industry’s 

supply chain, specifically in the forged component segment, focusing on FB’s auto part production unit. The 
study limited itself to the period pertinent to the formation of strategic alliances at the company: 1999 to 2004.  

 

METHODOLOGY 
 

In accordance with the strategy suggested by Yin (1994) for case studies, the research followed the 
principle of method triangulation, collecting data from various sources through multiple means: (i) documental 
investigation; (ii) telematic investigation; (iii) survey of perceptions using structured questionnaires, responded 
to by executives and other employees of FB, as well as its partners and members of the shareholder council; (iv) 
a preliminary survey using interviews; (v) participant observation with company employees.  Most of the 
analyses were based on the confrontation, or even, when necessary, the cross-checking of data obtained from 
various sources (documents, questionnaires, etc.), using these methods, with a view to overcoming the inherent 
limitations of each method adopted and thus assuring the coherence of the information obtained.  

 

THEORETICAL REFERENCES 
 

Before describing the conceptual tools used in the strategic analysis of the FB case, we present below 
the definitions adopted for the research’s central concepts.  

 
Definitions 
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Although there are many definitions of strategy the research used the one proposed by Macedo Soares 
(2002), which drew upon Grant (1999): strategy is a unifying propostion that gives coherence to the actions and 
decisions of an organization, especially for levering and allocating the necessary resources for improving or 
sustaining its performance in keeping with its vision, and considering environmental conditions.  

In the case of the alliance concept, the study adopted Gulati’s (1998) definition of alliances as  “(...) 
voluntary arrangements between firms – involving exchange, sharing or co-development of products, 
technologies or services”. They can occur as the result of a wide variety of motives, assume various forms and 
cross the firm’s vertical and horizontal boundaries. They are strategic when their objective is to enhance the 
firm’s competitive advantage (MACEDO-SOARES, 2002). They can also be viewed as forming new units of 
competition, leading to a redefinition of the existing model of competition (GOMES-CASSERES, 1999). 

For the analysis of strategy the study used Mintzberg’s (1988) generic strategies typology that 
considers two dimensions: differentiation and scope of products and services. It includes five main kinds of 
differentiation: price, image, support, quality and design, besides the strategic option of non-differentiation. The 
scope may be broad or narrow, referring to various possibilities, ranging from non-segmentation to niches and 
customization. Mintzberg’s typlogy was considered the most appropriate for the study at issue due to its clarity 
and descriptive power, as observed by Kotha & Vadlamani (1995). 

Another central concept was that of strategic fit. It was assumed that, in the case of firms that operate 
in alliances and networks, there is strategic fit when the strategy, given its characteristics, enables it to capitalize 
on the strengths constituted not only by the firm’s own resources, but also by those of partners and relationships, 
in order to exploit opportunities created both by contextual, structural and relational factors, attenuating the 
threats pertaining to all of them (MACEDO-SOARES, 2002). It is an evolution of Barney’s (1996) definition of 
“good” (appropriate) strategy, in that it considers relational factors.  

 
Tools  
 
The tools used in the FB research drew on those of the GI – Generic Integrative – Model, and the SNA 

– Strategic Network Analysis – Model, both developed by Macedo Soares (2000; 2002) for the conduction of 
strategic analyses, respectively, from a traditional and relational perspective. They included methodologies, 
frameworks and reference lists, with constructs that were adapted for the FB study.  

For traditional strategic analysis the research adopted, besides Austin’s (1990),  Porter’s (1980) and 
Brandenburger and Nalebuff’s (1997) constructs, a list of indicators referring to organizational attributes that are 
necessary and desirable for the effective managment of a customer-oriented differentiation strategy, that were a 
part of GI conceptual tools (See Table 1). 

 
Table 1 – List of necessary/desirable attributes for each main variable in the case of the 

management/implementation of customer-oriented leadership by differentiation strategies (adapted for 
FB) based on Macedo-Soares (2000) 

Category of 
Variables  

Variable Necessary/Desirable Attributes  

Hard 
Organization 

Organizational 
Structure  

Flexible, flat with a high degree of decentralization of power.   

 Recognition and 
Rewards Systems  

Employee performance assessment and compensation system 
integrated with the company’s general performance measurement 
system.  

 Management Systems  Integrated through interfunctional processes, with a customer-oriented 
perspective.   

Soft 
Organization  

Organizational 
Culture  

Culture aimed at continuous organizational improvement and oriented 
towards stakeholders, with a concern for the quality of life, the 
environment, ethics and social responsibility.  

 Informal 
Communication  

Broad and interfunctional, favoring constant feedback regarding 
targets, action plans and performance measures.  

Hard 
Technology  

Information 
Technology  

Broad and integrated real-time systems (hardware and software), with 
ample access to all decision levels. 

Soft 
Technology  

Specific 
Methodologies and 

Training methodologies, programs encouraging the development of 
new solutions aimed at improving organizational processes.  
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Techniques  Corporate, sectoral and individual performance measurement 
methodologies and techniques that balance qualititative and 
quantitiative dimensions.  

 Innovation  Development of new ways of measuring intangible indicators such as 
quality in the development of new products.  

Physical  Fixed 
Assets/Installations  
Equipment 

State-of the-art installation in terms of technology, with gains in scale, 
a high standard of quality and high level of productivity.  

 Infrastructure Competitive and reliable logistics. 
People  Talents and 

Capacities/Skills  
Experience, skills, knowledge and potential to acquire the necessary 
competencies to apply new methodologies and practices, that include 
problem-solving process improvement and balanced measurement 
systems.  

Cashflow  Cashflow sufficient to assure adequate returns for shareholders, while 
maintaining the level of internal funds needed to finance current 
activities and long-term growth.  

Financial 

Capital Structure  Capital structure that assures a low level of financial leverage for 
obtaining lower-cost long-term funds to finance increases in capacity 
in accordance with demand.  

Performance Quantitative Financial: EBITDA and profitability above the industry average.  
  Operacional: high productivity.  
 Qualitative High product and service quality, above the competition.  
  Innovation capacity to meet the potential demands of customers  

For relational strategic analysis two reference lists of SNA tools were used. The first list included 
relational constructs at industry level, while the second included relational constructs at corporate level. At both 
levels the research focused on two main dimensions to identify the strategic implications of strategic alliances: 
membership and tie modality. At corporate level another dimension was also contemplated: alliance 
management. A description pertinent to each dimension is presented below: 

• Membership of alliances: characteristics of alliance partners – identity, status, potential of access to 
resources, etc. 

• Nature of alliance: patterns of relationships that include formal contracts and informal agreements 
between partners, whose implications vary in accordance with the nature of the tie – collaborative or 
opportunistic, strong or weak, multiple or simple.  

• Management of alliances: concerns the forms of coordination between participant firms and the 
management of the evolution of alliances and changes in expectations and in the relationships between partners, 
as well as alliance performance measurement systems and their governance mechanisms.  

Following Gulati, Nohria, and Zaheer (2000), the research adopted the premise that, at corporate level, 
each of these characteristics could be considered either a strength or weakness. Strengths are associated with the 
resources provided by alliances when they are unique, valuable and hard to imitate. Weaknesses on the other 
hand are undesirable assets or conditions that hinder their implementation or successful management. At industry 
level the strategic implications could be considered opportunities or threats. Whereas the potentially easier 
access to valuable resources of alliance partners constitutes an obvious opportunity, certain alliances create a 
limiting factor by hindering or even forbidding the formation of alliances with more productive firms. Table 2 
presents the constructs and indicators pertinent to relational analysis in the case of FB: 

 
Table 2: Constructs and indicators pertinent to the analysis of the strategic implications of alliances 
at corporate level (adapted from Macedo-Soares, 2002; Macedo-Soares andTauhata, 2002) Note that 

the positive implication is in bold type when applicable. 
Variable / 

Categories of 
Constructs   

Sub-constructs Indicators 

1. 
Membership 

Identity of the focal firm  
 

Multinational / domestic 
Success / Failure  
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Status of the focal firm  

 
 
Identity/status (generic role) of the partner  

 
 
 
 
 
 
 

Access to resources of the focal firm  
Access to resources of partners  

High Ranking in terms of leadership 
Growth Perspective  

 
Area of activity / industrial sector  
Size: gross turnover / number of 
employees  
Type, volume and quality of 
resources essential to the sector and of 
distinctive resources: rare, valuable 
and inimitable  
Easy / Difficult  
High degree of access to necessary 
and desirable resources  

2. Type of 
Alliance   

 

Strength of connections (Refers to the intensity of 
commitment to a partner: type of relationship or 
frequency of interactions. They are usually not 
symmetric, reflecting differentiation of roles and 
power imbalances between partners)  

 
Nature of ties (within the industry and those with 
customer and supplier industries)  

Strong / Weak 
Favors / Does not favor oligopolistic 
coordination  

 
 
 
 

Collaborative / Opportunistic 
Multiple / Unique 

3. 
Management 
of Alliances  

Use of governance mechanisms  
 

Development of information-sharing routines  
 

Realization of specific investments  
 

Development of processes and training in the 
management of alliances, and of changes and 
conflicts in expectations and in relationships between 
partners  

 
Experience with bilateral alliances  

 
 

Dynamic fit of partners; development of processes 
and competencies to assure the sustaining of fit  

 
Use of performance indicators that permit the 
assessment of  the contribution of strategic alliances  
to the firm’s overall performance  

Appropriate / /Inappropriate   
 

High / low stage of development  
 

Adequate/inadequate volume of 
investment  

 
High / Low stage of development  

 
 

Duration/Time of experience, its 
quality  

 
High / Low compatibility  
(operational strategy, culture, 
managment style, nationality)  
High / Low complementarity 

 
Possesses / Does not possess 

 
 

RESULTS AND DISCUSSION 
 

The order of presentation of the FB case results corresponds to the steps of the strategic analysis 
methodologies that are part of the tools used, beginning with the description of the strategy.  

 
Strategy adopted  
 
The results of the documental investigation and the interviews strongly suggested that Forjas Brasileiras 

adopted a strategy of differentiation by quality, in accordance with Mintzberg’s (1988) typology of strategies. In 
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fact it was one of the first Brazilian firms to receive QS 9000 certification, in November 1997, and it obtained 
other awards for the excellence of the quality of its products during the 1990s. Details are now given of the 
content of this strategy based on Fahey and Randall’s (1998) constructs.  

Scope of product: it was verified that the products were grouped into the following families: connecting 
rods, diesel injection components, CV joints outer races, cardan joint spiders, gears, axles, links for off-road 
caterpillar chains and polar wheels. 

Scope of market/customers: the research identified 12 active customers in this market, that included 4 
OEMs and 8 systemists. The scope of the market was narrow, enabling the firm to grow globally with its few 
customers, increasing its export base without needing to seek out new customers.  

Geographical scope: At the time of the study, FB had only one plant, located in the State of Rio de 
Janeiro, where it concentrated the production of auto parts and grinding bodies and all administrative and 
commercial areas. However, its geographical scope was considered to be potentially global, for in its quest for 
new export markets it was increasing its links with NAFTA and EU countries.  

Vertical scope: The need to add more value to forged products manufactured by FB coincided with a 
requirement of the local market: the customer wished to receive the component ready for assembly in its vehicle 
or system. This vertical growth led the firm to call itself an auto parts manufacturer rather than a forger.   

Stakeholders: According to the documental investigation, the main stakeholders, whose interests were 
given priority, were FB’s customers followed by its shareholders.  

Vision, mission and objectives: It was obvious from the firm’s documents that its vision was to be a 
benchmark in the segments in which it operated, constantly increasing its market share, and to be the first option 
in the development of new products. Its declared mission was to “promote the growth and development of the 
firm by meeting the expectations of customers, shareholders, employees and the community”.  

FB’s strategic planning for 2003 presented the following targets: (i) exports should account for 30% of 
gross turnover; (ii) real annual sales growth of 10%; (iii) return on sales of 7%; (iv) return on capital of 25%.  

 
Macro-environmental factors and key actors  
 
As regards macro-enviromental factors, the data obtained through documental investigation with the 

help of Austin’s (1990) constructs and indicators, strongly suggested that political and economic factors 
provided the greatest opportunities and threats. The main opportunities were: (i) goverment incentives for 
domestic consumption and exports and (ii) new businesses that required new, less polluting and more efficient 
technologies. The main threats were constituted by: (i) the reduction in the consumption of steel in saloon cars, 
increasing the demand for other materials such as cast iron, aluminium, or sinterized materials; (ii) the lack of 
specialized manpower in the area where FB was located, especially for higher echelons.   

In accordance with GI tools and constructs, the research identified the most significant strategic 
implications of the strategic actors in their respective roles, beginning with new entrants, as detailed below.  

New Entrants: their potential threat was considered to be low, due to high barriers to entry constituted 
essentially by: (i) overall excess capacity in the auto parts industry; (ii) high investments that needed a 
significant amount of capital available for a lengthy and risky payback period; (iii) the follow-sourcing 
movement that had been increasing in importance in the world auto industry and discouraged the entry of new 
independent competitors with no pre-contracted business; (iv) the need for learning, especially for the 
commercialization of products, as there were strong, generally long-term,  relationships with customers.   

Customers: in the automotive component industry, the bargaining power of customers was significant, 
for they were all multinational firms with worldwide purchasing alternatives. Thus, the negotiating strength of 
customers (assemblers and systemists), was assessed to be high, constituting a real potential threat.  

Suppliers: in the auto parts industry, the bargaining power of suppliers – steel companies – was 
extremely high, constituting the greatest real threat to the industry. 

 Substitutes: even if forged components were substituted by other technologies to reduce costs, forged 
parts had certain characteristics that assured their position as the only option in certain niches, where a high 
resistance with a small mass was needed. For this reason, the threat of substitute products was considered weak.  

 Competitors: although, at the time of the research, the SINDIFORJA (Association of Forges) had 43 
members, competition at country level occured in different market segments and in different groups of 
components.  As FB’s product portfolio was varied, it generally faced 3 or 4 competitors in each family of 
components. The rivalry between them was considered moderate, constituting merely a potential threat.  

Complementors: The role of complementors was not considered important.  
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Organizational factors  
 
Where organizational factors were concerned, the research´s results strongly suggested that the greatest 

strengths were constituted by technological, organizational (in a strict sense), physical and financial factors, 
highlighting the following: (i) capacity to provide modern technologies for its customers, in some cases as sole 
suppliers for the South American market; (ii) quality of products and processes perceived by part of its 
customers, demonstrated by the various awards received from customers; (iii) machinery that had been 
undergoing modernization since 2002 in order to replace obsolete equipment and to increase physical capacity in 
accordance with its investment plan; (iv) investment capacity enhanced through loans from financing agents 
such as the BNDES (Brazilian National Development Bank). At the same time it was verified that the FB was in 
a transition phase, in the sense of creating the necessary conditions to implement its customer-oriented strategy. 
In fact FB was adopting various measures to this end that represented potential strengths, such as TS-16949 
certification, professionalization of management with the development of management processes and systems, 
strategic planning, renewal of its machinery and the introduction of new production technologies.  

On the other hand, several weaknesses were identified in the categories of financial, technological and 
organizational variables, notably: (i) insufficient cashflow to assure adequate returns for shareholders; (ii) 
performance measurement systems not consolidated; (iii) centralized organizational structure, making it difficult 
to respond swiftly to customer needs, despite the changes implemented in 2001 to professionalize managers.  

 
Strategic Alliances  
 
The investigations confirmed that the alliances established by FB with each of its partners were strategic 

in that they were intended to help FB achieve a competitive advantage by better meeting customers’ needs that, 
in the mid-1990s had begun to modernize their plants to enable them to produce vehicles with world platforms. 
Modernization was also necessary due to the opening up of the market that had occurred during the same decade. 
This movement of assemblers began the process known as follow-sourcing that consisted of using the same 
technology all over the world for the production of each vehicle platform, preferrably with the same suppliers of 
the project’s place of origin. Thus, the assemblers could avoid duplication and assure quality. 

According to the interviewees this was an opportunity for FB’s partners to also attend to its customers 
in Europe that wished to make these modern technologies available in South América. By establishing these 
alliances with local firms, the German companies were able to enter a new market at a low cost. The study 
suggested that the firms sought mainly the exchange and co-development of products and technologies.  

 
Implications of strategic alliances at industry level  
 
The perceptions of executives, shareholders and employees that took part in the survey, were 

corroborated by the documental investigation and interviews, strongly indicating that the strategic implications 
of alliances contained both opportunities and threats, as shown in Table 3.   

Table 3: Strategic implications of FB’s alliances at industry level  
Construct Indicator Strategic implication of the alliance at industry level  

Access to 
resources 

Real opportunity as the alliances provided FB with exclusive access to 
valuable technological information for application in South America.  
Potential opportunity as the identity of partners associated with FB 
consolidated its image as a supplier with a high level of quality in terms of 
both its products and manufacturing processes.  

Membership 
of  alliances  

Identity of 
partners  

Potential threat, for the technologies provided by partners to FB could only be 
applied within South America, thus it could only export obsolete technology 
products, diminishing its external competitveness.     
Real Opportunity: FB’s ties with its partners were strengthened globally, 
for it was perceived as having a global presence through its partners. 

Type of 
alliances   

Nature of 
the tie / 
Strength of 
the 
connection 

Potential threat: consolidation of the automotive industry strengthened 
customers.  
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 Potential threat: alliances did not provide benefits in terms of purchasing steel, 
its main input, as it was locally supplied.   

 
It was clear from an analysis of the overall results that the alliances established by FB created more real 
opportunities than threats, as practically all the latter could be seen merely as potential ones. As the speedy 
access to modern technologies and the consolidation of FB’s quality image were associated with its partners, 
these alliances created real opportunities to maintain and increase its market. 

 
Implications of strategic alliances at corporate level  
 
In the interviews with FB’s partners, there was general agreement that the compatibility between firms 

was fundamental for the establishment of the alliance. In the case of respondents from FB, the criteria that were 
deemed important were operational strategy compatibility (50%) and resource complementarity (47%).  

According to the survey´s results, the alliances capitalized strengths for FB due especially to the 
following factors: (i) follow-sourcing that permitted the development of new businesses, notably exports to 
customers of partners and potential new businesses in Brazil; (ii) eco-efficiency, as the partners provided FB 
with the technology to produce forged fracture-split connecting rods, that permits the elimination of up to 5 
stages of the posterior machining process undertaken by the customer.   

 
Performance 
 
As regards performance, the study revealed that, despite improvements in financial and quality 

indicators in recent years, FB’s results in 2003 were still not on a par with its peers, especially in financial terms.  
- Financial: the financial results showed that FB’s performance had improved since the year 2000 – 

following the establishment of strategic alliances - both in terms of EBITDA and profitability.  However a 
comparison with other firms in the sector showed just how distant FB still was from the industry average.  

- Operational: in 2003, FB with net revenues of R$143 thousand per employee, was 10% below the 
sectoral average of  R$159 thousand per employee in terms of productivity.  

- Customer satisfaction: the awards received by FB in recent years from various customers clearly 
demonstrated the high degree of customer satisfaction in terms of delivery, quality and service.   

 
DISCUSSION 

  
In order to evidence the contributions of the relational perspective to the management of the company, 

the research compared the results of the traditional analysis with those obtained using a relational viewpoint.  
Tables 4 and 5 present a summary of these comparisons, focusing on the implications that were most 

significant for FB’s strategic planning from both perspectives.  
Table 4: Strategic implications: traditional versus relational analysis – opportunities and threats  

Traditional analysis  Relational analysis  
1. Potential opportunity: Government incentives for 
domestic consumption and exports;  

1. Real opportunity: exports could be increased with the 
help of partners, as they knew foreign markets where FB 
wished to expand its business;  

2. Potential opportunity: New businesses that required 
modern technologies that were less polluting and 
more efficient.  

2. Real opportunity: partnerships with foreign firms led 
customers in the local market to use the modern and less 
polluting technologies used in Europe. FB acquired 
these technologies available in the market.  

3. Real threat: High interst rates had a negative impact 
on the demand for vehicles, causing declining demand 
and price cycles, significantly compromising firms’ 
results.  

3. Potential opportunity: during moments of low 
domestic demand, the partners could import components 
from FB, increasing its exports and thus compensating 
downturns in the domestic market  

4. Real threat: reduction of consumption of steel in 
saloon cars, increasing the demand for other materials, 
e.g. cast iron, aluminium, and sinterized materials, etc.

4. Real opportunity: new technologies permitted the 
more efficient, less wasteful production of components 
lowering production costs and raising margins  
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As can be seen in Table 4, item 1, the potential opportunity represented by government export 
incentives, could be levered with the partners’ knowledge of external markets. This knowledge could help FB 
direct its efforts faster towards those markets that were better able to tap FB’s available capacity. Thus from a 
relational perspective, the potential opportunity of conquering new markets was, with the support of its partners, 
transformed into a real one. 

The traditional analysis identified the demand for more efficient technologies in South America (Table 
4, item 2) as a potential opportunity, following European manufacturing trends. Form a relational viewpoint, i.e., 
considering partnerships with foreign firms, this opportunity became a real one for, besides making modern 
technologies quickly available in South América, FB was able to immediately identify customer demands from 
the sophisticated European economy, assuring its speedy positioning in the market in relation to is competitors.  

However, it should be noted that these globalized relations could possibly oblige FB to make 
concessions to a particular customer in its domestic market, due to a global agreement with the same customer in 
another continent. In other words, although certain aspects of FB’s partnerships with foreign firms constituted 
real opportunities, others posed a real threat, notably as regards its operations in the domestic market.  

The high interest rates often charged in the Brazilian market, depressed the demand for vehicles in the 
local market, thus representing a real threat from a traditional viewpoint (Table 4, item 3). However when a 
relational perspective was adopted, the analysis revealed that the alliances established by FB led the partners to 
purchase FB’s products for a certain period of time until local conditions became more favorable. The fact that 
FB’s product technology was the same as that used by its partners in their continents, and the customers were 
also the same, made changing sources of production a simpler matter. Thus, according to relational analysis, this 
factor could be considered a potential opportunity, and the threat identified by traditional analysis neutralized.  

Item 4 of Table 4, in the “Traditonal analysis” column, refers to the threat created by the substitution of 
forged components in automobiles by cast iron, sinterized and aluminium components. The relational analysis 
showed that technologies brought by partners represented a real opportunity for FB, because they made possible 
the less wasteful manufacture of forged components, reducing production costs and consequently increasing the 
firm’s profit margins. This was yet another example of how a real threat was neutralized by alliances. 

Thus, the confrontation of the results of both types of analysis, made evident the importance of the 
relational perspective’s contribution. It showed that various threats identified by traditional analysis could be 
attenuated by the opportunities created by alliances or reinforced by new threats.  

Similarly, confronting strengths and weaknesses showed that strategic implications varied in accordance 
with the perspective adopted. Some examples are presented in Table 5.  

 
Table 5: Strategic implications of traditonal versus relational analysis – Strengths and weaknesses  

Traditonal analysis  Relational analysis  
1. Educational systems (training)   
Potential strength: Concern with employees’ education 
(1st and 2nd grade courses on site), university courses 
and MBAs for the management area.  

Real weakness: FB did not possess training and 
processes to prepare people for the management of 
alliances and the changes involved  

2. Management processes and systems    
Potential strength: Professionalization of management 
with the development of management processes and 
systems  
Potential weakness: Performance measurement systems 
still to be consolidated  

Real weakness: Lack of alliance management 
processes;  
Real weakness: Lack of processes/systems to assess 
and measures the performance of alliances  

  
From a traditional perspective, that is, without taking into account the implications of alliances, FB’s 

educational systems constituted a potential strength (Table 5, item 1), especially due to the concern with 
employee education at all levels. However from a relational viewpoint, there was a significant gap in these 
systems to the extent that they did not include training to prepare people for the management of alliances and the 
changes, including cultural ones, involved. The results of the relational analysis indeed showed that, in the light 
of its alliances, the firm’s educational systems were considered a real weakness. 

It is noteworthy, however, that in the case of training in specific methodologies and techniques, the two 
analyses revealed the opposite result. While according to the traditional analysis the lack of this kind of training 
represented a real weakness, the relational analysis revealed that the interchange of information between FB and 
partner engineers helped improve the former’s technological training, facilitating their preparation for the use of 
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neccessary methodologies. That is, the technological training made possible by the alliances constituted a 
potential strength.  

The relational analysis revealed negative strategic implications especially in the management process 
dimension. Whereas from a traditional perspective, FB presented a potential strength in the shape of the 
professionalization of its management and satisfactory management systems, the same could not be said from a 
relational perspective. There was a lack, not only of processes and systems to manage alliances and the changes 
they provoked, but also processes and systems to assess and measure the contribution of alliances to the 
performance of the firm. In the case of measurement systems, the traditional analysis had already identified a 
potential weakness, in that these had not yet been consolidated.  

 

FINAL CONSIDERATIONS 
 

The decision to choose a firm in the automotive industry for the study at issue in this article, was 
motivated by this industry´s importance in the domestic economy, not only in terms of the large number of jobs 
it generates, but also because it is a mature segment of the economy in which gross margins are constantly 
declining, obliging firms to seek out ways of maintaining their competitiveness. One of the main strategic 
solutions has been to establish alliances with a view to complementing resources. By analyzing the 
appropriateness of the strategy of one of the most important actors in this industry in Brazil – Forjas Brasileiras - 
that had established alliances with foreign partners, the study achieved its wider main objective to make evident 
the urgency of taking a relational perspective when carrying out strategic analyses in firms in this industry.  

Using concrete examples, the study showed that the relational perspective helps identify significant 
relational aspects for strategic planning in firms with alliances that would not be detected by a traditional 
analysis of macro-environmental factors, strategic actors and organizational factors. It illustrated how, by 
considering the strategic implications of alliances at corporate and industry levels, together with those of 
organizational and macro-environmental factors, forces and opportunities constituted by the latter factors could 
be potentialized, and weaknesses and threats could be similarly minimized or eliminated. 

It is hoped that this study will motivate researchers in the field of strategy to carry out similar 
investigations in the automotive industry worldwide, with a view to highlighting the importance of adopting a 
comprehensive view in the strategic management of firms in this sector, that operate in alliances, in the sense of 
considering all strategically significant factors – relational as well as organizational and contextual – and their 
implications for firm conduct and performance, in order to assure that the correct strategic decisions are taken.  
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ABSTRACT 
 
In most industries, networks of alliances have become increasingly important for firm performance. Yet, 

their strategic implications from a social and environmental responsibility perspective have hardly been 
investigated by academics and rarely considered in firms’ strategic planning.  This article intends to make a 
contribution to filling this gap by sharing the results of a study on the impact of alliances and networks for the 
strategic management of the largest energy company in Brazil, Petrobras, considering their socio-environmental 
dimension.  The study focused on this company because of the challenge it is facing to sustain its 
competitiveness when adopting a socially responsible posture. The data was collected by way of documental / 
telematic investigations, structured questionnaires and interviews. The interpretation and analysis of the data 
were carried out with the help of Macedo-Soares’– SNA Model (2002) for strategic analysis from a relational 
viewpoint, i.e. that takes into account the implications of relationships, notably, alliances and the networks for 
firm conduct and performance. The research’s results made evident that analyses using a relational perspective 
add value to traditional ones, for example, those of the positioning school, that do not contemplate these 
relationships, in that they provide new relational insights for Petrobras’ strategic decision-making in the socio-
environmental sphere. 

  

INTRODUCTION 
 
During the last decade, the business environment has been rather unstable and turbulent, with the world’s 

economic and productive process undergoing wrenching changes. Phenomena like the globalization of 
production and consumption have been accompanied by other changes such as, for example, increasingly 
demanding consumers who are using their purchasing power to express their concern with quality.  

The emergence of this kind of consumer is largely a reflection of societal changes in values and ideologies 
regarding corporations and business in general. The behavior of firms has begun to reflect this change in 
consumers’ attitudes, and their transactions are increasingly incorporating ethical values that are challenging the 
traditional way of obtaining profits. They are no longer mere producers of goods and services, and are gradually 
incorporating quality into their relations with stakeholders.  
 Social responsibility is thus becoming an important consideration in the development of firms’ 
competitive strategies, in pursuit of which they are adopting a proactive approach, implementing conceptual 
changes in their procedures and acting with clear goals in mind, either alone or in partnership with NGOs and 
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governments. They are seeking, through socially responsible actions, to reconcile growth with customer 
satisfaction.   

In order to sustain their competitive advantage, an increasing number of firms are establishing multiple 
alliances of different types and forming networks. Macedo-Soares (2002) observes that alliances are one of the 
most appropriate ways of dealing with the enormous market pressures that currently threaten to overwhelm an 
isolated firm. However, despite the growing importance of these networks for the performance and behavior of 
firms, the relational dimension of socio-environmental responsibility has hardly been investigated by researchers 
of strategic management.   

The aim of this article is to substantiate the importance of undertaking strategic analyses from a relational 
perspective, that is, taking into account the strategic implications of relationships in which organizations operate 
and the networks formed by them, and show that this perspective, in the case of  socio-environmentally 
responsible firms  operating in strategic alliances/networks firms, adds value by providing new and valuable 
insights for their decision-making processes.  

Great changes have occurred in the energy industry that have brought actors closer together in a shared 
concern with socio-environmental responsibility that can be attributed to the sector’s specific characteristics. For 
this reason, Petrobras was chosen to assess the strategic fit of firms that form networks to implement actions in 
the socio-environmental responsibility sphere.  

This article was divided into four parts: (1) Theoretical references and methodology; (2) Results of the 
analysis of the firm’s strategic fit, from a relational perspective; (3) Discussion of results; (4) Conclusion and 
issues for future research.   

 

THEORETICAL REFERENCES 
 
Socio-Environmental Responsibility  

 
Since the 1970s, the convergence of various economic forces has led some academics to reexamine the 

notion of “corporate social responsibility”, defined originally in terms of the principle of charity, that required 
the richer members of society to help less fortunate ones, directly or through churches and community funds 
(CARNEGIE apud STONER & FREEMAN, 1985). 

Current arguments in favor of corporate social responsibility can be classified as ethical or instrumental. 
Ethical arguments support the notion that firms should practice social actions because it is morally right to do so. 
The instrumental approach, on the other hand, defends corporate social responsibility due to the contribution it 
can make to a firm’s competitive advantage (JONES ,1996).  

Despite differences of opinion as to social responsibility’s merit, contemporary authors consider that 
changes in the role of corporations, government, and especially society have led to a new perception on the issue. 
For Ashley (2002, pp.6):  

“Social responsibility can be defined as the commitment an organization should have towards 
society, expressed through acts and attitudes that affect it positively, [...], acting proactively and 
coherently regarding its specific role in society and its accountability towards it. The organization 
[...] assumes obligations of a moral nature, besides those established by law, even if not directly 
linked to its activities, but which can contribute to the sustainable development of peoples.”  
For Ashley (2002) and Melo Neto & Froes (1999), social responsibility has recently assumed new 

characteristics, adding environmental conservation to its traditional concern with the welfare of internal and 
external publics, as vectors that direct firms’ investments in social responsibility 

 Reinhardt (1999), on the other hand, argues that environmental conservation should not be seen as a 
social responsibility issue. For this author, environmental investment is intrinsically related to the sustainability 
of the business, and, therefore, including this variable in the social responsibility field may lead a firm to ignore 
the opportunities and risks afforded by environmental problems.  

As regards socio-environmental responsibility and the performance of the firm, Hart (1997) affirms that 
firms need to create a vision of a sustainable global economy, developing strategies that are integrated with the 
environment.  

 
Strategic Alliances and Socio-Environmental Responsibility  
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According to what was evidenced above, socially responsible practices are becoming increasingly important for 
firms as a way of creating value for all stakeholders. In this context, alliances between firms of different sectors, 
especially between large firms and non-profit organizations are a crucial tool for incorporating the social and 
environmental elements into corporate strategy.   

Socio-environmental alliances can be defined as forms of relationships between firms, involving 
exchange, sharing or co-development of products, technologies or services, aimed at implementing policies and 
activities that include at least one non-profit partner who has non-economic objectives, that is, whose aim is to 
promote social welfare and environmental conservation. (BERGER, CUNNINGHAM & DRUMRIGH, 2004; 
HARTMAN & STAFFORD, 1998; GULATI, 1998). 
 Hartman & Stafford (1998) cite other factors that justify a socio-environmental alliance, especially with 
non-profit organizations: 

• an environmental group can constitute a great ally in developing environmentally 
responsible strategies, by strengthening links with society and institutions that provide the firm with critical 
resources; 

• environmental alliances can help a firm comply with environmental legislation; 
• environmental responsibility programs can help improve operational efficiency and reduce 

costs;  
• environmental alliances can provide new opportunities for “green” products and 

technologies.  
 Analyzing the nature of strategic partnerships, Austin (2000) classifies alliances between firms and non-
profit organizations into three categories: philanthropic (assistance), transactional (bilateral relation, with a two-
directional flow of value) and integrative (in which the relation is structured around the joint production of a 
good or service, in a common value chain). As the firm and its partner advance along this continuum, complexity 
increases, but so does the generation of value for both parties (see Table 1). 
 
Table 1 – The continuum of intersectoral collaboration (Austin, 2000) 
 Tie Modalities Philantropic  Transactional Integrative 
Level of commitment Low  High  
Importance for the mission Peripheral  Central 
Size of resources  Low  High 
Type of resource Money  Central  capabilities  
Spectrum of activities  Narrow  Wide 
Level of interaction  Not frequent   Intense 
Administrative complexity  Low   High 
Strategic value  Low   Considerable 

 
 Rondinelli & London (2003) suggest that greater attention should be paid to alliances in the 
environmental and social areas. As these alliances are relatively new, both partners lack experience in their 
management, and this causes greater difficulties compared to a conventional alliance.  
 
 Strategic Network Analysis  - SNA  Model  for the Analysis of Strategic Fit 
from a Relational Perspective  

 
Due to the growing importance of having a perspective that is at once systemic, integrative and relational, 

this research adopted  Macedo-Soares’ (2002) Strategic Network Analysis – SNA model for carrying out 
strategic analysis from a relational perspective, in the case of firms that operate in alliances and networks.  This 
model built on previous frameworks (MACEDO-SOARES & CHAMONE, 1994, MACEDO-SOARES & 
LUCAS, 1996), inspired by the socio-technical school (CHERNS, 1976) and Austin’s (1990), Porter’s (1980) 
and resource-based school – RBV (WERNERFELT, 1984) constructs. This resulted, firstly, in a generic 
integrative model (GI Model) that analyzes a firm’s critical internal variables in interaction with the most 
relevant external ones, in order to assess its strategic fit from a relational perspective (MACEDO-SOARES, 
2000). 

The SNA Model evolved from the GI Model by including constructs pertinent to relational analysis, notably,  
indicators that are relevant for assessing the strategic implications of  alliances and networks. The SNA model 
has the following conceptual tools: 1) methodology of analysis: steps to carry out assessments of strategic fit; 2) 



 ©Copyright 2007 by the Global Business and Technology Association   471 

reference lists: sets of constructs and indicators to capture and analyze the data needed for these assessments; 3) 
SNA model: framework to help map and analyze the strategic network.  

As the SNA model is concerned, by definition, with the network, and the level of analysis is the firm, it 
focuses on this firm’s ego net, helping to concentrate the analysis on the relational characteristics that have the 
most significant strategic implications. The concept of ego net was adapted from Knoke’s (2000) egocentric 
network, used to analyze the case of a specific – focal – firm. It refers to the network constituted by the focal 
firm, by its main alliances and by significant ties between its partners, in the context of a larger value network.   

It should be pointed out that the SNA model’s constructs were based on the studies of Gulati, Nohria and 
Zaheer (2000), Galaskiewicz & Zaheer (1999) and Knoke (2001) and contemplate the categories of variables 
presented in Table 2: 

Table 2 – List of fundamental construct dimensions for relational analysis with the SNA model (MACEDO-
SOARES, 2002) 

Construct Category  Significance 

Network  Structure General pattern of the firm or focal industry’s relationships. Describes the elementary 
properties  connecting the system’ actors, such as: network density and scope, structural 
holes, types and patterns of ties, structural equivalence, position and centrality. 

Network Membership Characteristics of  network members: identity, status, access to resources and other 
aspects of the focal industry and its partners. Important for identifying the network’s size 
and boundaries.  

Nature of Ties Refers to the set of institutionalized rules and norms which govern the network’s 
behavior. Describes the modality of ties and their strength.  

Network Management 
(corporate-level analysis 

of the strategic implications of 
relationships and networks ) 

This dimension’s constructs are suitable for a corporate-level analysis. They cover the 
use of appropriate governance mechanisms, development of inter-firm knowledge-sharing 
routines, routines for sharing knowledge between firms, making appropriate investments, 
network relationships, necessary changes to the partnership as it evolves, experience with 
alliances.  

 
As suggested by Gulati et al. (2000), at corporate level each of these characteristics can be considered as a 

strength or a weakness.  Strengths are associated with valuable and hard-to-imitate resources that the network 
can provide. Weaknesses are undesirable assets that accompany the relationship or conditions that hinder its 
implementation. The network’s implications at industry level, analyzed in accordance with the first three 
dimensions, present themselves as opportunities and threats (MACEDO-SOARES; TAUHATA, 2002). 

The SNA strategic analysis methodology, restricted here to relational analysis, involves the following 
steps:  

• Step 1: characterization of strategy; 
• Step 2: identification of alliances that constitute the firm’s strategic network, called 

the “ego net”.  
• Step 3: identification of the characteristics of the ego net and the analysis of their 

implications at firm and industry levels in terms of whether they constitute, respectively, opportunities or 
threats, strengths or weaknesses;   

• Step 4: assessment of these implications’ consistency with the strategy, in the light 
of the firm’s performance, in accordance with the concept of dynamic strategic fit (ZAJAC; KRAATZ; 
BRESSER, 2000); 

• Step 5: definition of  necessary changes to improve or create conditions necessary 
for strategic fit;  

• Step 6: adjustments or adoption of a new strategy, considering the interests of 
stakeholders and the quest for superior performance.   

Note that the research also undertook a traditional analysis, i.e. at both the corporate and macro-
environmental levels, without taking into account the influence of relationships/networks, given their 
characteristics. Some of its results are presented, for purposes of comparison with those of the relational analysis, 
in the “Discussion” section.   

 
METHODOLOGY 
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An individual case study was considered the most appropriate research method for this article, as it seeks 
to analyze contemporary phenomena in their specific real-life contexts (YIN, 2005). 

Following the strategy of method triangulation proposed by Yin (2005), the research used multiple means 
and sources for data collection: (a) documental and telematic research; (b) survey of perceptions using a semi-
structured questionnaire to be applied to professionals from CENPES (Petrobras’ Research and Development 
Center); (c) complementary survey of perceptions through interviews  with executives and professionals of the 
area under study; (d) survey of partners’ perceptions by way of interviews (a NGO and two Brazilian 
universities, using the accessibility criterion).  

Based on the concept of socio-environmental alliances mentioned previously, the scope of the survey of 
perceptions was restricted, with the help of questionnaires, to CENPES, as it was verified, through a documental 
survey and preliminary field research, that most socio-environmental projects undertaken in partnership with 
universities and research institutes are concentrated in this center, given the research it undertakes into 
environmental protection.  

As regards data treatment, the research adopted quantitative (descriptive statistics) and qualitative (content 
analysis) methods.  

 
RESULTS 

 
The results are presented below, in the form of answers to the questions that were posed at each stage of 

the method of strategic analysis adopted.  
 
Contextualization 

  
As Brazil’s biggest firm, founded as the result of a popular campaign, Petrobras considers that it has  a 

strategic role to play in the country’s development. Therefore, during its fifty years of existence, the company 
has invested in various social responsibility projects. According to internal documents and as reported in 
interviews, these efforts were made locally and in a rather un-integrated way, in accordance with the concept of 
philanthropy.  

However, in recent years, the company has been redefining its socially-oriented activities. Supporting and 
sponsoring social and environmental projects has been used by Petrobras as a strategy to establish links with 
society. In the social area, in order to associate itself with the government’s most important projects, the 
company created the “Petrobras Fome Zero” program in 2003, with investments totaling R$ 303 million forecast 
by 2006. In the environmental area, Petrobras has an even more impressive record. As it develops activities in 
very sensitive environmental areas, the company has been investing for a longer period of time in the 
development of environmental protection processes and technologies. These investments have been increased 
significantly since the accident that occurred in Guanabara Bay in the year 2000, and the sinking of the P-36 
platform in 2001, that resulted in oil spills and the death of employees, with negative consequences for the 
company’s image.  

 
What is Petrobras’ strategy?  

 
Based on the documental investigation undertaken, in accordance with Mintzberg’s  (1988) typology and 

Fahey & Randall’s (1998) constructs, the research suggested that Petrobras’ strategy was one of differentiation 
by quality, as it proposed to deliver a product with a superior performance whose price was comparable to that of 
its opponents.  Petrobras’ strategy also involved aspects of differentiation by image, for the company sought to 
occupy a benchmark position in technology. This differentiation by image was also linked to the company’ 
commitment to act with social and environmental responsibility, as is made explicit in its corporate vision for 
2005: “ Petrobras is an integrated energy company with a strong international presence and a leadership position 
in Latin America, focused on profitability and social and environmental responsibility”. (Source: 
www.petrobras.com.br, accessed on 08/04/05) 

The characterization of its strategic scope, in accordance with Fahey e Randall’s (1998) categories and 
constructs, was as follows: 

http://www.petrobras.com.br/
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a. Products: expertise in energy, operating in an integrated way in the exploration and production of oil, 
natural gas and its by-products, besides petrochemicals and renewable energy sources (solar, wind, 
etc.);  

b. Customers: government, society, energy sector regulators and partners;   
c. Geographical Scope: a presence in practically the whole country, besides South America, (Central 

America (Mexico), Africa (Nigeria, Angola, Tanzania) and the Middle East (Iran and Saudi Arabia);  
d. Vertical Scope:  covering all the industry’s value chain, from the exploration and production of oil to 

the commercialization and distribution of energy to the final consumer; possessing transportation and 
distribution subsidiaries: Transpetro and Br Distribuidora; 

e. Stakeholders: a mixed economy company under federal government control, having as main 
shareholders and controllers the Federal Government,   BNDESPar, ADR, Nível 3 and FMP-FGTS 
Petrobras.  

 
Which Petrobras alliances and networks of relationships are most pertinent 
to its strategy of social and environmental responsibility?  

 
The research indicated that most of Petrobras’ socio-environmental partnerships were established with 

universities/research institutes, NGOs, the Government and competitors. In some cases the company also entered 
into alliances with customers and suppliers.  Petrobras’ alliances were predominantly multilateral (40%),that is, 
they involved more than two partners, as was the case of universities/ research institutes and competitors. 
According to the data collected, Petrobras’ socio-environmental alliances typically involved joint financing and 
research and/or development agreements/contracts.  This impression was reinforced by executives’ perceptions 
regarding the main criteria of compatibility used to choose partners for Petrobras’ socio-environmental alliances, 
which highlighted operational strategies and resource complementarity 
 
Table3  – Petrobras’  main socio-environmental alliances and their characteristics  

Partners Structure Membership Modality 
 
Universities/ 
Research 
Institutes 

Scope: wide-ranging  in 
terms of size and number 
of ties  
Geographical scope: 
global 

Key resources: know-how, innovation, talents 
and skills 
Volume of resources: satisfactory 
Content of resources: sufficient 
Access: easy 

Connection: strong 
 
Nature: collaborative / 
integrative. 

 
NGOs 

Scope:  narrow in terms 
of size and number of  
Geographical scope : 
regional 

Key resources: social capital, reputation, 
talents  and skills   
Volume of resources: satisfactory  and  
sufficient 
Content of resources: sufficient 
Access: easy  

Connection: weak/medium
 
Nature: collaborative / 
integrative 

 
Government 

Scope:  narrow in  terms 
of size and number and 
number of  ties  
Geographical scope: 
regional 

Key resources: reputation 
Volume of resources : insufficient 
Content of resources: sufficient/scarce 
Access: easy 

Connection: strong  
Nature: collaborative / 
transactional 

 
Suppliers 
 

Scope: narrow  in terms 
of size and number of  ties 
Geographical scope: 
global 

Key resources: informational capital and 
know-how  
Volume of resources: insufficient 
Content of resources: sufficient to scarce  
Access: difficult 

Connection: strong 
 
Nature: collaborative / 
transactional 

 
Competitors 

Scope:  narrow in terms 
of size and number of ties  
Geographical scope: 
global 

Key resources: physical resources and 
informational capital  
Volume of resources : satisfactory  
Content of resources: sufficient 
Access: easy 

 
Connection: medium 
 
Nature: collaborative / 
transactional 

 
Customers 

Scope:  narrow  in terms 
of size and number of ties  
Geographical scope: 
global 

Key resources: informational capital  
Volume of resources:  satisfactory 
Content of resources: sufficient 
Access: diffícult 

Connection: medium 
 
Nature: collaborative / 
transactional 
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Table  3 presents a summary of Petrobras’ main socio-environmental alliances, highlighting those that 

stood out in each class of partners, as well as some of their most significant attributes. It should be emphasized 
that all alliances were perceived as being collaborative, that is, both Petrobras and its partners contribute 
significantly to alliances and profit from them.  

At first sight this result was a surprise. This is because the ties established with competitors are generally 
opportunistic, aimed at fulfilling specific objectives such as mitigating the risk of a specific project, while 
continuing to compete in other areas. However, as these were socio-environmental alliances, not involving the 
firm’s main activity, the partners realized that these ties could in fact be collaborative.  

As regards their nature, the alliances were classified as transactional or integrative philanthropy, in 
accordance with Austin’s (2000) model, which considers the alliance’s degree of commitment and importance 
for the firm (Tab. 1). 

Figure 1 shows Petrobras’ ego net, highlighting its main alliances oriented towards social and 
environmental responsibility. In accordance with the SNA model, Petrobras is represented at the center of its ego 
net, where the strategic actors that are part of its value network are placed along an ellipse. The pattern of ties 
represents the firm’s different types of alliances. 

The article now seeks to assess Petrobras’ strategic fit from a relational perspective.  
 
Figure 1 – Petrobras’ ego net  showing  its main socio-environmental alliances  
  
 
 
 
 
  
 
 
 
 

 
 
 
 
 
Given its characteristics, is Petrobras’ strategy consistent with the strategic implications of its networks of 
relationships oriented towards social and environmental responsibility, in terms of exploiting opportunities and 
minimizing threats? 

 
Tables 4 and 5 present the main strategic implications of Petrobras’ ego net aimed at social and 

environmentally responsible actions, in terms of the opportunities/threats and strengths and weaknesses  
identified by confronting the data from the survey (documental and replies to the questionnaire) with the 
reference lists at corporate and industry level respectively.  
 
Tabela 4  Strategic implications of Petrobras’ socio-environmental ego net  at industry level  

Construct Indicator Strategic Implications of the Network at Industry Level 
Network structure: 
Density 
 
 
Position and Centrality in 
the Network  

 
High  (large number of 
ties with most) ; 
Low with NGOs 
High centrality  

 
Real opportunity  
 
Real threat  
Real opportunity in terms of access to more information and other 
resources than its competitors.   

Membership: 
Identity of the focal industry 
and partners  

 
Strong / Success 

Petrobras’ partners in strategic alliances in the socio-environmental 
responsibility sphere have a solid reputation in these circles.  
Potential opportunity. 

Nature of connections: 
Strength 

 
Medium and  

Potential opportunity afforded by establishing medium strength 
ties with competitors, inasmuch as these can strengthen the firm’s 

Government

Universities
/Research 
Institutes

Agreements 

Competitors

Suppliers 

Customers 
NGOs 

Contracts 
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Strong 
 
 

negotiating position and enable it to acquire experience in 
partnership processes.  
Very strong connections with suppliers can lead to a certain 
vulnerability in the energy industry as they can lock the firm in, 
thus constituting a potential threat.   

 
 It is clear from an analysis of Table 4 that Petrobras’ socio-environmental ego net creates many more 
positive implications (opportunities) than negative ones (threats), due to its centrality, status and the strength of 
its connections. 
 
Table 5 –Strategic implications of Petrobras’ socio-environmental  ego net  at corporate level  
Variables / 
Construct 
Categories  

Indicator Strategic Implication of the Network at Industry Level   
 

High density of ties , especially 
with suppliers and universities  

Real strength. Petrobras possesses many relationships  with  different 
organizations that position it at the confluence of multiple flows of 
resources, besides attracting new partners due to its reputation.  

Low density (restricted number of 
ties) in the case of NGOs  

Real weakness. Restricted ties diminish the company’s perception.  

High centrality Real strength due to greater bargaining power in the value network. 

Network 
Structure  
 

Pattern of visible and invisible 
ties  

The main socio-environmental ties are conventional and visible, 
basically contracts and agreements. In cases involving the co-
development of  new products or  technologies, the ties are 
invisible, assuring the confidentiality  and inimitability of the 
information. Real strength.   

Identity of partners: 
- Universities/ Research 
institutes, NGOs, Suppliers, 
Competitors, Customers, 
Government 

Potential strength given the high status of its various partners that 
reinforce the company’s reputation and positive image.  

Volume of partners’ resources  
satisfactory (except suppliers and 
government)  

Real strength  because partners have valuable resources  (eg: know-
how in the recovery  of environmental areas)   

Network 
Membership 
   
 
 
 

Easy access to resources that are 
crucial for socio-environmental 
responsibility actions.   

No difficulties were identified regarding the focal firm’s access to the 
main partners’ resources. Real strength.  

Strong ties with universities / 
research institutes  

Real strength.  Strong ties contribute to continuous learning and the 
exchanging of experience between partners.   

Weak /medium ties with NGOs  Real weakness. Weak ties with NGOs constitute a significant negative 
implication, as NGOs are important partners in socio-environmental 
projects, due to their know-how.  

Collaborative ties with all 
partners  

The confidence and reciprocity between Petrobras and its partners may 
be considered a real strength.  

Tie Modalities  
 

Integrative ties with NGOs and 
universities  

Petrobras’ interaction with its partners is intense, involving the 
exchanging of experience and know-how, with a high volume of 
investments.  Real strength.  

Formal governance mechanisms  Real strength: formal mechanisms that establish rules of conduct for 
participants such as Shareholder Agreements, contracts and committees 
provide a greater assurance that participants’ actions will be oriented 
towards the achievement of desired objectives.  

Possesses performance 
measurement indicators   

Potential strength. Petrobras possesses indicators based on operational 
and financial criteria, as well as customer and shareholder satisfaction, 
but they do not yet receive the necessary emphasis.  

Large  investment  in socio-
environnmental alliances 
(budgeted)  

Real strength: specific investments in socio-environmental projects 
increase their strategic value and contribute to the formation of new 
partnerships.  

Network 
Management  

Managment of social alliances  -  
formal  initiatives 

Real weakness: Petrobras’ social alliance management processes 
have not yet been developed, but are necessary to assure that  the 
alliances are being conducted in the way desired so as to attain 
their objectives.  
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Network change management 
processes still incipient   
 

Real weakness: possesses still incipient change-management 
processes. The dynamic nature of the competitive arena and alliances / 
networks requires mechanisms  that facilitate their adaptation  to new 
circumstances.  

Experience with  social alliances 
– approximately  5 years  

Potential weakness. The experience with social alliances is still  being 
consolidated,  and this increases the challenges facing management.  

Experience with environmental 
alliances– 10 to  20 years 

Real strength  due the advantage conferred by this experience in  
terms of  the learning curve and acquisition of social and informational 
capital.. 

Partner compatibility 
(Operational strategy, resource 
complementarity , corporate 
culture) 

Real strength due to the quest for partners that are compatible in terms 
of operational strategies and valuable resource complementarity, as this 
contributes to Petrobras’ success in socio-environmental projects.   

 
As Table 5 shows, at corporate level, the characteristics of the dimensions relating to structure, 

membership and modality of ties of Petrobras’ ego net, constituted practically only strengths, by providing 
resources, such as continuous learning, that contributed to its social and environmental orientation strategy.  

The greatest weaknesses were to be found in the network management dimension, relating to change 
management processes and the relative lack of experience in social alliances, classified, respectively, as real and 
potential weaknesses. With respect to the “network structure” construct, the research identified real weaknesses 
relating to the low density and nature of ties with NGOs. These weaknesses were considered to be significant 
because NGOs were important partners for socio-environmental projects, due to their know-how and close 
contacts with communities.  

However the overall results of applying the SNA’s analytical tools to Petrobras strongly suggested that, 
given its characteristics of differentiation by quality and image, oriented towards shareholders, with an emphasis 
on the establishment of strategic alliances, the company’s social and environmental strategy was appropriate 
from a relational perspective. This was because it had the potential to capitalize the valuable and unique 
resources provided by the high density of ties that existed in most of its alliances (with the exception of NGOs) 
and by the unique structural pattern of a network of relationships with partners with a high status, 
complementary resources and compatible operational strategies.  
 

Survey of  partners’ perceptions  
 
The aim of the survey of perceptions undertaken with some of Petrobras’ partners in social and 

environmentally oriented alliances was to ratify previously obtained research results.   
The survey’s main finding was that, from the partners’ viewpoint, the company’s links with its partners 

were at once collaborative and opportunistic.  As an example of opportunism, the respondents cited the unilateral 
alteration of the alliance’s initial scope that took only the company’s interests into consideration. This result was 
important because it contradicted Petrobras’ perception that all ties aimed at socially and environmentally 
responsible actions were collaborative (see Figure 1 and Table 5, respectively), thus altering their strategic 
implication.  

If there was an opportunistic bias in its relations with universities, who played the role of complementors 
in the company’s value net, it was highly possible that opportunistic ties also existed with competitors, given the 
high degree of rivalry that existed in the industry. It is worth reiterating that the nature of the ties with 
competitors was perceived as being collaborative by Petrobras.  Due to this contradiction, the results of the 
survey of perceptions in Petrobras, with respect to the modality of ties with competitors in socio-environmental 
alliances, may be regarded as inconclusive. 

In the Network Management dimension, the research identified internal obstacles in the firm that hindered 
the development of social projects, namely, resistance to change and different viewpoints.  

Table 6 presents the implications of Petrobras’ socio-environmental ego net, at corporate level, that 
underwent changes due to the results obtained from the survey of partners’ perceptions.  
 
Table 6 – Strategic implications of Petrobras’ socio-environmental ego net after surveying partners’ visions/viewpoints  
Variables / 
Construct 
Categories  

Indicator Strategic Implications of the Network  at Corporate Level   
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Tie Modalities  Collaborative and 
opportunistic ties with NGOs 
and Universities  

Both potential strengths and weaknesses. The confidence and 
reciprocity between Petrobras and its partners that constitute a real 
strength also represent potential weaknesses to the extent that they 
can be jeopardized by opportunistic attitudes.  

Network 
Management  

Management of social alliances 
– Informal initiatives  
Formal processes being 
developed  

Potential weakness: Petrobras’ social alliance management 
processes are still being developed,  but this is already 
contributing to a better conduction of alliances.  

 

DISCUSSION 
  
Table 7 presents a summary of the strategic implications that are most significant for Petrobras’ strategic 

planning, as identified by the traditional analysis, compared to the implications revealed by relational analysis. 
This table focuses on opportunities and threats at industry level, where the intensity of the implication was 
characterized qualitatively as strong, medium or weak and takes into account the socio-environmental 
dimension.  
 
Table 7 – Strategic implications – Relational versus Traditional Analysis  

Traditional  Analysis  Relational Analysis  Implicati
on  

 Intensity   Intensity   
1. Potential opportunity provided by 
the new regulatory specifications that 
favor the establishment of partnerships 
for environmental projects  

 
Medium 

1. Real opportunity constituted by the 
fact that Petrobras possesses many 
relationships with various organizations 
(High density).  

 
Strong 

 
Real 

strong 
opportun

ity  
2. Real threat –Increase in the pressure 
from NGOs and goverrnments where 
Petrobras is present (Political factor). 

 
Medium 

2. Real threat due to the weak/average 
ties with partners that are important for 
socio-environmental projects (Type of 
connection).  

Medium  
Strong 

real 
threat  

3. Real threat posed by competitors 
(Rivals)  

 
Strong 

3. Real opportunity in terms of access to 
more information than its competitors.  
3. Potential opportunity provided by the 
average ties with competitors, to the extent 
that they can strengthen the company’s 
bargaining/ negotiating power (Type of 
connection).  

 
Medium 

 
Medium 
potential 
opportun

ity  

4.Real opportunity provided by the 
low degree of concentration of 
suppliers (Suppliers)  

 
Medium 

4. Potential threat – Very strong 
connections with suppliers can make the 
energy industry vulnerable by locking it 
into realtionships.   

 
Medium 

Weak 
potential 
opportun

ity  
5.Potential threat posed by the high 
vulnerability to public opinion, 
accidents (Socio-cultural factor)  

 
Medium 

5. Potential opportunity – solid 
reputation of socio-environmental partners 
(Identity / Status of Partners). 

 
Strong 

 

Medium 
potential 
opportun

ity  
6. Real threat The concession to 
exploit the production of energy is 
given by the government; continuous 
oversight on the part of  the ANP and 
environmental permits granted by 
IBAMA (Government) 

 
Strong 

6. Potential opportunity – Strong and 
collaborative ties with the government are 
beneficial to the company (Type of 
connection). 

 
Strong 

 
Medium 
potential 

threat  

7. Real threat. Capital intensive 
industry (Economic factor) 
 

 
Strong 

7. Potential opportunity provided by the 
high status of its various partners that 
helps to attract new partners 
(Identity/Status of partners).  

 
Medium 

Medium 
potential 
opportun

ity  
8. Potential opportunity provided by 
the high degree of complementarity of 
partners’competencies (Universities)  

 
Strong 

8. Real opportunity provided by the 
integrative ties with Universities. 
Exchange of experiences and know-how, 
with a large volume of investments.  

 
Strong 

 
Real 

strong 
opportun

ity  
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By confronting the results of the two analyses, the contribution of the relational perspective became all the 

more evident, in that various threats identified by the traditional analysis, could be attenuated by opportunities 
created by the network and vice-versa.  

As can be seen in item (1), new regulatory specifications relating to environmental conservation generated 
a potential opportunity for the formation of alliances, brought about by the high density of the network in which 
it operated, resulting in a strong real opportunity.  

Item (2) presents a real threat created by the world political situation. The research revealed that there was 
a growing pressure from NGOs and governments in regions where Petrobras was present, regarding the 
conservation of the Amazon forest and the risk to the community in areas close to the installations. In the light of 
a relational analysis, this situation was aggravated by the weak ties established with NGOs, given that they were 
essential partners in socio-environmental projects. Thus, this represented a strong real threat. Item (3) contains 
yet another threat – originating in the industry’s high degree of rivalry – attenuated by medium strength ties with 
competitors. A case in point is that of the partnerships aimed at sharing the costs of research that mitigated the 
deleterious effects of the processing of oil and by-products.  Moreover, its position of centrality in the socio-
environmental network provided Petrobras with access to more information than other partners, mainly in 
partnerships with universities and research institutes, generating a competitive advantage in the market, thus 
resulting in a medium potential opportunity.  In item (4), the opportunity provided by greater bargaining power 
with suppliers, due to their low degree of concentration, was partly diminished when Petrobras established very 
strong connections with them, as for example, for the co-development of new environmental technologies.  

Items (5), (6) and (7) present threats attenuated by opportunities. The threat (5) represented by the high 
vulnerability of public opinion was annulled by the opportunity of alliances with socio-environmental partners 
who possessed a solid reputation, mainly NGOS and universities. The resulting implication became an average 
potential opportunity. The real threat (6) represented by the government’s constant oversight, regarding the 
environmental licensing of Petrobras’ operations, was attenuated by its strong ties with the government. In item 
(7) the threat created by the nature of the industry itself, which requires the intensive use of capital and presents 
high environmental risks, was neutralized by the high status of Petrobras’ various partners that helped to attract 
new opportunities for socio-environmental alliances. In item (8), a potential opportunity resulted from the high 
complementarity of partners’ competencies, particularly the universities, who possessed valuable resources such 
as innovation. This opportunity arose from the integrative ties with universities, which enabled the alliance to be 
better exploited. 

In the next section we present some final considerations and recommendations for future research.  
 

CONCLUSIONS AND RECOMMENDATIONS 
Despite the methodological limitations, attenuated mainly by using method triangulation, the present 

research achieved its objective of demonstrating that compared to the traditional perspective (positioning school 
and resource-based view), the relational perspective adds value with new contributions for decision-making in 
the case of firms that engage in alliances and networks that are oriented towards socio-environmental 
responsibility (Table 7). Among the main results of the research, one should first mention that the latter strongly 
suggested that, from a relational perspective, the company’s strategy could be considered adequate for its 
complex context. The inconsistencies found were mainly in the area of alliance management. Moreover, the 
research revealed the considerable fragility of social alliances, due to the company’s relative lack of experience 
with this type of alliance. Although these alliances provided valuable competencies for Petrobras’ strategy, 
existing ties with NGOs were weak and had an opportunistic bias, which limited beneficial opportunities for both 
parties.  

Both from an academic and business point of view, this case study illustrates the importance of socio-
environmental alliances in levering strengths and exploiting opportunities, as well as attenuating weaknesses and 
minimizing the threats posed by macro-environmental and organizational factors and strategic actors. By 
undertaking strategic analyses from a relational perspective, firms should thus be able to gauge better the 
magnitude of the changes needed to achieve social and environmental responsibility. The results of analyses 
from this perspective should therefore be used to underpin their overall strategic planning.   

Besides contributing to academic studies in the strategic alliance area, by incorporating the social and 
environmental responsibility dimension, the research witnessed a new approach to the concept on the part of 
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firms. Currently, many contemporary authors consider that social responsibility embraces the conservation of the 
environment (ASHLEY, 2002; MELO NETO E FRÓES, 1999; amongst others). The Petrobras case makes one 
question the general nature of this viewpoint, for the company’s positioning with respect to social responsibility 
is different from the one it adopts in the case of the environment. This is quite probably due to the nature of the 
business, which puts the environment at great risk – so much so, that Petrobras possesses greater experience in 
alliances of the latter kind. Thus, depending on the firm’s problems and motivations, it may make sense to treat 
social responsibility and environmental issues separately.  

As a continuation of this study, it is suggested to extend the survey of perceptions to all partners with which 
the firm has socio-environmental alliances, in order to confirm further the research’s results.  

As a final conclusion, it is suggested that investigations be conducted in other companies that operate in 
industries with a similar environmental risk, in order to verify other cases that take a distinct approach towards, 
respectively, social responsibility and the environment. Such a study could enable both academics and managers 
of interested companies to achieve a better understanding of these phenomena.  
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ABSTRACT 
This paper introduces a real case study for projecting logistic cost for a Fortaleza City Thermoelectric Power 
Plant with an aim at making the logistic resources planning more efficient and effective. It introduces a logistic 
cost simulation model by using statistic models. 
 
 

INTRODUCTION 

“The problems faced by the industries, commerce, governments and the society as a whole continue to grow both 
in size and in complexity. The need of procedures and techniques to solve the problems is evident.” Pritsker, 
A.A.B. (1994, p.1). 
This paper introduces a real case study for creating a logistic cost simulator using linear and non-linear 
regression to help make a more efficient and effective forecast of the logistic needs of maintenance. 
Once the method is established, a maintenance logistic cost projection simulator model using linear and non-
linear regression techniques will be proposed, which will show the way to choose the best regression curve to 
make simulations. Finally, it will show the importance of implementing such model in a computer-based system 
that will greatly improve the effectiveness of planning. 

 

COST SIMULATION FOR MAINTENANCE LOGISTICS 

Due to the great transformations in today’s world, the companies are always seeking to reduce the costs of 
everything that is produced. There are planning and manufacture resources systems that through their modules 
provide information on supplies, sales, stocks, production volume, product materials lists, production order flow, 
among others. Information on cost is supplied by the Accounting. 
Through such information, the companies are able to realize the best equipment acquisition and maintenance (or 
any other service) possibilities at a lower cost. 



482 ©Copyright 2007 by the Global Business and Technology Association 

However, in many cases, surveying such information involves the collection of data throughout the company’s 
several areas. This ends up bringing about a long delay or incomplete information (in the case of short terms). 
Even with all the information on hand, there still has to be a detailed comparative analysis of the information for 
a decision to be made. 
In this context, the Maintenance Logistics Cost Simulator is a system that aims at simulating the maintenance 
costs of equipment, also taking into account its components, for a better logistic planning. 
The Maintenance Logistics Cost Simulator will use both historical information and information from the 
equipment market used in the Company. Based upon the aspects informed above, this tool will help in the 
decision-making processes for the maintenance or purchase of equipment. 

 SOFTWARE ENGINEERING 
When systems building and programming started, there were few standards or rules for software development, 
thus causing waste of time and money. Then, there came the necessity to set up standards that soon became 
renowned for developers (Martin & McClure, J.1991, p.3). With the development of the standards, a new 
engineering subject was born – the software engineering, which is, according to Pressman (2002), a technology 
in layers that interact in four: Tools, Methods, Processes and Quality Focus. 
This means that in software engineering the quality layer is a continuing improvement process that supports the 
product. Now, the process layer unites technology and work flow of the real world. In order to build the 
programs, there must be a method that program build-up techniques such as structured analysis, object-oriented 
etc. Finally, the engineering tools provide automated support to the development of a system such as a CASE- 
(Computer-Aided Software Engineering) tool (Pressman, R.2002, p.18 e 19). 
Over the years, several techniques and methodologies have been created such as prototyping, reengineering, 
integrated systems, object-oriented modeling. In order to manage and apply these technologies, there arises the 
systems analyst to try to improve the quality of information flow, seeking to optimize the processes. This 
professional uses methodologies that help implement a system within an organization (Fernandes, D, B.1999, p 
93). 
Any software has a development model that can, according to Sommerville(2003), follow the stages below as a 
cascade model: 

• Requirement definition – it is the specification of the system where the requirements and models to be 
met are placed. This article can be part of a requirement. 

• System and software project – it study the best way to present information and make it adherent to the 
user by suiting it to the hardware to be used. 

• Implementation and tests of the units – this phase encodes the programs and tests them singly. 
• System integration and test – the programs interact to one another and are tested as a complete system 

in which the analyst and the user verify the validity of the programs and information. 
• Operation and maintenance – the system starts being used and the corrective or evolutive maintenance 

takes place. (Sommerville, I.2003, p.37 e 38). 
With this basic information, the screens of the software built for the cost simulator can now be displayed. 
With the model proposed, the planning area manager shall simulate several scenarios and analyze various 
regression adequacy options that best meet their needs. (LAPPONI, Juan C., 2000) , ( GURJARATI, Damodar 
N., 1995). 

THE PROTOTYPE 
In Figure 1 below, the system’s opening screen is shown. It can be noticed that there are fields requesting user 
name and password. The user will only be allowed to access the system if a valid user name and password is 
informed. 



 ©Copyright 2007 by the Global Business and Technology Association   483 

 
 
 

Figure 9: Opening page of the Simulator Environment 
 

 
 
Upon scrolling the mouse cursor over the menu (or clicking on it), the functionalities that can be executed with 
that menu option are displayed. For example, in the COMPONENTES option, you can register, change or 
exclude components. 
 

Figure 2: The System’s Functionality Menu 
 

 
By clicking on one of the projects (‘Nome’ column), a new screen (Figure3) will open for the user to select a 
piece of equipment to be associated to the selected project. 
 

Figure 3: Registry of the Project’s Values 
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The purpose of the cost simulator is to express simulated values from a mathematical model that describes cost 
behavior from the variation of hours (of the equipment) to be used. 
In order to achieve this mathematical model that expresses in the best way possible the trend of a logistic cost, 
samples are required. Because of this, upon associating a project with some equipment, such information as 
quantity of samples and interval between them were registered. This way, for every project-equipment a mass of 
simulated costs can be generated, both for the equipment and for the components. 
The mathematical model has, as variation, the number of hours to be used (X), independent variables, and as a 
result the logistic cost (Y), dependent variable. In order to describe cost behavior, a regression analysis is carried 
out so as to attempt a description of the relationship between both variables, seeking to estimate one variable 
based on the other. 
Thus, in this menu option the user will have access to the following functions: 

GENERATE SIMULATED COSTS 
This function allows the user to register the simulated costs of a project, according to the quantity of samples as 
defined by the user and the interval between them. 
In Figure 4, there are two selection boxes that will be used to select the project and the time frame in which the 
simulations are to be conducted. After selecting them, a table informing on the quantity of samples, the interval 
between them and the initial strength (quantity of hours) will be displayed. 
In this very table, some more columns are also displayed. The first one concerns the amount of strength (in 
hours) and is filled out automatically, according to the data mentioned above. The two following columns are 
related with the costs of equipment and components and must be informed by the user. The last column is for the 
total cost, which is filled out automatically as the costs of equipment and components are informed. 
After the fields are filled out, the “Salvar” (Save) button shall be pressed in order to register the simulated costs 
in the data bank. 
 

Figure 4: Registry of Simulated Costs 
 

 
 
If one wishes to observe the costs generated for other functions, other function in the selection boxes located in 
the first table must be selected and then press the “Gerar Simulações” (Generate Simulations) button. 
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Figure 5: Cost Analysis 
 

 
GRAPHS 

This functionality allows the user to view, in a line graph, the progress of costs versus regression functions. This 
way, it is possible to compare with which of the functions the mathematical model is forecasting costs more 
accurately. 
In Figure 6, one can see three selection boxes that will be used to select which project and time frame one wishes 
to work on and for which simulation (either equipment or component cost simulation) the graph is to be 
displayed. 
After the selections, the “Gerar Gráfico” (Generate Graph) button shall be pressed to display it. 
 

Figure 6: Cost Analysis Graph 
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CONCLUSION 
With the new proposed methodology to be implemented, the planners can definitely make predictions on 
activities and reduce the uncertainties of components flaws. This activity renders the forecast more efficient and 
effective. 
By using the new approach, the planner can prioritize the activities, since each maintenance activity is predicted. 
In sum, the new methodology seeks, through a more scientific and professional work, to make prediction more 
reliable with an aim at restraining the constant flaws that are identified in the logistics of today (lack of material, 
low availability, high waste etc.), that is, to render meeting the needs more efficient and effective. 
It is general knowledge that the resources are more and more scarce, causing an accurate planning to be 
indispensable nowadays. 
This paper has showed that with an accurate cost simulator an efficient way of projecting the logistic cost can be 
achieved through the use of computing resources that will greatly help in future planning. 
It becomes clear that the simulator proposed seeks to conduct a more scientific and professional cost planning 
trying to make a prediction of future needs. 
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ABSTRACT 
 

The National Security Concept is presented under circumstances of global economy and market while 
Lithuania’s integration into NATO and EU structures is in process. The guarantee of national security is rapid 
development of national economy and market which is guaranteed by creating of national product, by production 
and realization in the national market, by decreasing of import flows and increasing of export volume. In order to 
reach this goal it is necessary to work out a project of harmonious development of State and society together 
with amendments to the constitution, which would guarantee project implementation in Lithuania and would 
serve as a guarantor to strengthen national security in the common NATO and EU space.  
  

INTRODUCTION 
 

In the tenth decade of the 20th century, reform of the political, economic and social system effected by 
the State institutions was the essential change in the forms of ownership, State institutions, methodics of 
management and self-management of other organizations, its implementation methods, laws, interrelation of 
people and their approach to work [Quality…]. 

At the beginning of the 21st century, the European Union (EU) and NATO structures set especially 
complex tasks to the Republic of Lithuania and society in the field of the rational exploitation of human, natural, 
material and financial resources, the optimum solution thereof would create the real conditions for forecast of the 
trends in national economy and market strategy. The implementation of those trends will be predetermined by 
the creation of the national product and realization in the national, EU and world markets [Makštutis 5]. 

It is possible to state that efficiency of the activity as well as competitive advantage of the State 
institutions and all organizations depend on the working personnel (the qualification of the personnel, 
professional experience, a degree of modernization of jobs, conformity of the application of progress, i.e. the 
rational use of human resources in each working place), the system of motivation for the work performed, and 
what working conditions of the internal and external environment are created by the State institutions and all 
organizations (labour relations, management, labour efficiency and motivation) [Makštutis 3].  

The environmental factors of all organizations depend on the labour efficiency of the State institutions, 
the quantity and quality of the services supplied to the society, acceleration of the development of national 
economy and increase of market competitiveness in the EU and world markets. Improvement in the political, 
economic and social relations of the State and society is the crucial scientific problem of the 21st century relating 
to the improvement of management and self-management, which is analyzed by the world and Lithuanian 
scientists, whereas the problem of permanent optimization of human labour in practice is becoming still more 
urgent, since its tackling requires the constant modernization of the State institutions and all organizations 
[Makštutis 2]. 

The objective of research is to prepare the project of the harmonious development of the State and 
society and to formulate the amendments to the Constitution for implementation of this project, as a new system 
of the 21st century in the geopolitical environment of Lithuania. 
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Research tasks are to specify the human activity optimization trends, to calculate the rational use of 
natural and material resources, to prepare the optimum model of management and self-management for the 
improvement of the environment in the organizations by applying quantitative and qualitative evaluation criteria 
of the personnel, to develop a model of the system for the creation and implementation of the national product, to 
present its implementation stages for the rapid development of national economy and market under the 
conditions of globalization. 

Research object is the system of the harmonious development of the State and society. 
Research results are the preparation of a model for the improvement of the system for the qualitative 

and quantitative evaluation of national, natural, material, financial and human resources, description of its 
implementation stages, creation and presentation of the models of the separate stages of a model for optimization 
of the activity of Lithuanian organizations, for forecast of national economy and market under the conditions of 
global economy and market, generalization of the results, formulation and presentation of the conclusions.  

 
IMPROVEMENT OF THE STATE AND SOCIETY 

ADMINISTRATION-SELF-GOVERNMENT SYSTEM 
 
The administration-self-government of the State and society is a complicated 21st century scientific and 

especially urgent practical national problem, the search of theoretical consideration and practical solutions of 
which extended throughout the history of the world nations. In the past, the science of administration was not a 
proper measure for solving that problem, change in the models of administration-self-government of the State 
and society was predetermined by the clash of political interests, actions of leaders and masses, military coups 
and revolutions [Paulauskas 1].  

At the beginning of the 21st century, the unity of democracy and progress creates favourable 
opportunities for analysis of the problems of the harmonious development of the State and society 
administration-self-government quality, adequacy of democracy and progress and for forecast of solutions on the 
basis of scientific-practical research: at the political, economic and social environment level in the common 
space of Lithuania and European Union (EU) within the world context – under the conditions of global economy 
and market [Kaziliūnas].  

In the EU 6th Framework Programme for Research and in the priority scientific research trend of the 
Republic of Lithuania “Citizens and Governance in a Knowledge-based Society”, the goals are specified and 
financial possibilities are created for searching the scientifically grounded solutions, ways for improvement of 
administration-self-government. In the Lisbon strategy, scientific research is foreseen as the major lever for 
acceleration of progress and development. This just confirms the special importance of the Project at the national 
and global level, therefore Lithuanian scientists, entrepreneurs, politicians and representatives of the public 
speak today for its necessary preparation and implementation, and the people of Lithuania anticipate hopefully 
the rapid development of progress [Geostrategic…]. 
 

HARMONIOUS DEVELOPMENT STRATEGY OF 
NATIONAL ECONOMY AND MARKET 

 
The restoration of the sovereignty of the Republic of Lithuania was conditioned by the cultural maturity 

of the nation, the capacity developed to solve independently and reasonably the issues relating to the 
administration-self-government of the State and society. The participants of the Reform Movement (Sąjūdis) 
were right to perceive that purposeful and qualitative development of administration-self-government, perfection 
of its democratic mechanisms may condition the growth of the development of social activity and of the potential 
of national economy and innovations, this creating the real conditions for the harmonious development of the 
State and society under the conditions of globalization in the 21st century [Bielinis].  

During 17 years following the restoration of Independence, sufficient opportunities existed for the 
advantages of the Constitution of the Republic of Lithuania and a model of the administration of the State and 
self-government enforced in it. The choice that was made enabled one to a greater part to dismantle the system 
of the administrative management that predetermined stagnation and to expand the normative regulation, to 
provide the administration of the State and self-government with legal normatives. In the first years after the 
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restoration of Independence, it was sought to decrease administration and to boost self-government. The 
essential lever of economic growth was considered to be the development of private initiative opportunities and 
business. The purposeful reduction of administration and the development of self-government predetermined the 
speed of the development of national economy and market, culture, education, and science [Paulauskas 1].  

However, the norms of quantitative type prevailing in the fundamental law of the country and the lack 
of qualitative principles created the opportunities for different interpretations of the development of self-
government, to narrow its meaning to the local self-government. At the scale of the country, the qualitative 
system of self administration was equally developed not the whole period, and in some cases the opportunities 
were created to oppose administration to self-government. Accession to the EU and the needs for implementing 
of the Structural Funds underpinned the strengthening of administration (specified as “public administration”) 
and the restriction of the development of self-government at all levels of the State and society structure, which 
also impedes the opportunities for the use of progress in the development of national economy and market under 
the conditions of the 21st century global economy [Makštutis 1].  

Even though the institute of enacting laws and other normatives, the Seimas of the Republic of 
Lithuania and the executive body, the Government of the Republic of Lithuania, are considerably overworking, 
the major part of the passed laws and amendments thereof are insufficiently oriented to the future and tackle 
short-term problems in the common space of Lithuania-the EU. The “language” of some legal acts is 
comprehensible only to the state servants; it is hardly perceivable by Lithuanian people. Owing to the complex 
system of control institutions, numerous constantly made amendments and contradictions, the adequacy of legal 
acts regulating energy, transport, organization of land exploitation, environmental protection and other important 
fields gives rise to the grounded reproaches on the part of society [The Constitution…]. 

The opportunities of strategic management are not used properly for assurance of the harmonious 
development of the State and society, even though three national strategies have been adopted; they are used for 
guidance to a low extent. The indefiniteness of strategic perspective and the prevailing management of 
deviations predetermine the leadership in the world expressed in the numbers of prisoners and suicides. The 
unclear future of the State and society drives to despair the major part of the population of the country, whereas 
young people constantly leave Lithuania for other states where they have better conditions for implementation of 
their dreams to live better and ensure the future of their families [Makštutis 3]. 

Currently, the system of administration and self-government of the State does not comply any more 
with the challenges of the 21st century, even though certain elements of democracy in Lithuania were 
implemented, namely: independent elections (of the Seimas members and the members to the municipal boards), 
the independent system of the courts and mass media; however, in the periods between the elections the interests 
of governance prevail, and the principles of self-government are violated. Self-government has been developed 
slowly, since the same persons initiate and prepare the draft laws, adopt them and are responsible for their 
implementation. The scientific potential of the country is used inefficiently, this resulting in the reduced 
opportunities for the harmonious development of the State and society. The activity of the institutes of 
democracy is often directed to the search of “ideal politicians” [Paulauskas 1].  

The 21st century globalization challenges, the EU harmonious development methodology and practice 
stimulate the improvement of the system of administration-self-government of the State and society, its institutes 
of democracy development. The needs for the implementation of the Lisbon strategic goals, the creation of a 
knowledge-based society, the acceleration of the development based on the creation of innovations and 
implementation of priorities point out to the essential trend in the improvement of democratic mechanisms, that 
is the restructuring of the system of administration-self-government of the State and society [Makštutis 4].  
 

THE STRATEGIC PROJECT  
OF THE HARMONIOUS DEVELOPMENT 

 
In the project, after application of the most novel methodological principles for the development of 

administration-self-government of the State and society, to assess the status of the development of 
administration-self-government of the Republic of Lithuania, to form the system of its harmonization, with the 
help of which it would be possible to tackle in a consistent way the accumulated life problems of the people, this 
covering the preparation of the project for the harmonious development of the State and society to comply with 
the challenges of the 21st century global economy to the national economy for assurance the national and private 
security [Rakauskienė]. 
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The key tasks of the project to be tackled. 
 

 To analyze the methodological and methodical preconditions of the administration of the 
State and of the development of self-government for the transfer from the existing 
inharmonious system to the system of the relations of the democratic society under the 
globalization conditions. For that purpose it is necessary to systematize the know-how of 
the EU states, USA and other countries and to develop a model of democracy and 
development harmonization, most acceptable to Lithuania. 

 To analyze the development of the administration and self-government of the Republic of 
Lithuania in the period following the restoration of Independence and to evaluate the 
possibilities of its harmonization. For that purpose it is necessary to evaluate the adequacy 
of quality and structure of the Constitution of the Republic of Lithuania, the structure of 
administration and self-government of the State, its functions and the adequacy of 
democratic mechanisms for their implementation, the adequacy of interaction of business 
self-management and administration of the State, the harmonization opportunities of 
democracy mechanisms. 

 
 To form the system for the creation and implementation of the long-term qualitative 

development strategy encompassing legal, organizational and financial mechanisms of its 
implementation, to prepare an optimum model of administration and self-government of 
the State, based on the objective tendencies of development, to guarantee its functions, 
structure and self-regulation mechanisms for the harmonious development of the State and 
society in the common space of Lithuania and the EU. 

 
 To prepare the project of the harmonious development of the State and society and 

amendments to the Constitution, necessary for its implementation. 
 

 
The project must be in compliance with the logic of investigation and solutions of research work 

dealing with social problems, while theoretical statements and models proposed should be based on the results of 
representative empirical research performed [Probst].  
The authors must submit the research material in the established form, including the Project (with the application 
of written, audio, video, computer and other modern means), the preparation, submission, approval and 
implementation conditions of which will be foreseen in the contract-order [www…]. 

The project structure is constituted of the introduction, methodological, methodical, research and 
project parts, conclusions, proposals with the terms for implementation of separate stages of the project in the 
Republic of Lithuania and for ensuring the harmonious development of society under the real conditions of 
democratic self-government [Paulauskas 2]. 
 

CONCLUSIONS 
 

1. The Foundation for the Harmonious Development of the State and Society accumulates the 
financial resources necessary for the funding of the Project. 

2. The Foundation for the Harmonious Development of the State and Society addresses to the 
Government of the Republic of Lithuania for allocation of the Project funding amount. 

3. The Foundation for the Harmonious Development of the State and Society signs the agreement 
with a group of Lithuanian scientists for the preparation of the Project, approves the estimate of 
works and the calendar schedule of works.  

4. The Foundation for the Harmonious Development of the State and Society coordinates the trends 
for the Project preparation and structure. 

5. The Foundation for the Harmonious Development of the State and Society organizes the 
international examination of the Project (with the participation of experts from Poland, Germany, 
Estonia or Netherlands), evaluation and Project approval. 
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6. The Foundation for the Harmonious Development of the State and Society approves the Project 
acceptance act and pays the Project preparation expenses according to the approved estimate in the 
procedure prescribed in the agreement. 

7. The Foundation for the Harmonious Development of the State and Society submits the Project to 
the Society and State institutions for implementing in the established procedure between the group 
of Lithuanian scientists, the Foundation and higher rank institutions of administration of the 
Republic of Lithuania: the Government, the Seimas and the President. 
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ABSTRACT 
 
Over the last few years a new understanding and acknowledgment of the economic impact of immigrant 
diasporas on both the home and host countries has emerged.. The way in which immigrants can have economic 
impact however is diverse.  Most research undertaken on the economic impact of migration has been measured 
in terms of impact on labor, growth, welfare and other internal economy dynamics. In terms of external 
economic impact some emphasis has been given to remittances from host to home country. Further research 
demonstrates, there are other equally important and effective forms of immigrant economic impact on the home 
and host country.  This paper seeks to understand the way in which postwar Italian immigration to Australia 
may have impacted on the Italian-Australian trade relations. The stereotype view was that the Italian diaspora 
played a role in this trade relationship. In what way, if any, was it manifested? These research questions will be 
investigated in this paper. 
 

INTRODUCTION 
 

There is consensus that the relationship between migration and trade has not been studied sufficiently to 
ascertain definitive relationships (Bacarreza and Ehrlich 2006). Economic aspects of migration and migrant 
transnationalism include diverse forms of activities and outcomes. Generally speaking the economic 
consequences of migration have manifested itself through its impact on merchandise trade, services, investments 
and remittances. There are also other indirect economic consequences of migration which would be too vast to 
elaborate. Portes and Guarnizo described Dominican Republic immigrants when returning from the US had 
pioneered new business activities including fast food delivery, software and video stores selling and renting 
mobile phones based on ideas and skills acquired in the US (1990). Other indirect economic consequences of 
migration include examples of Turkish immigrants in Germany, whereby half of them on their return from 
Germany started their companies within 4 years of coming home (Legrain 2006). There are also important 
studies undertaken on Mexican emigration towards the USA related to the impact of the North American Free 
Trade Agreement (NAFTA) and the effects on Foreign Direct Investment (FDI) (Aroca and Maloney 2005). 
These studies indicate that there are numerous possible economic effects of migration which require further 
investigation. 
 
The economic impact of migration 
 
Of the economic impact of migration certainly the most studied and discussed has been that of remittances. This 
is most evidenced by studies from organisations such as the UN and the World Bank (Bridi 2005). Most of these 
studies highlight the growth in remittances from immigration from the less than US$2 billion in 1970 to a 
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staggering US$150 billion in 2004. Moreover this figure fails to take into consideration the unofficial amount 
which is also transacted (Bridi 2005). What makes this figure important is that it is six times the level of public 
aid to these countries and nearly three times the US$166 billion in FDI in the developing countries received in 
2004 (Legrain 2006).  
 
One of the most illustrative examples of a dispora impacting economically on the home country is that of China. 
A 2005 report prepared by the UN indicated that 50 percent of all inward investments into China came from the 
Chinese diaspora community (Bridi 2005). Mexico, in its own right, received $18.1 billion in official remittances 
from Mexicans working abroad in 2004 and possibly a further $36 billion through informal channels. That could 
add up to nearly eight percent of Mexico’s economy (Ranis 2007). Acknowledgement of the importance of 
migration to the home economy was also evidenced in the Mexican example when the Mexican government 
referred to its citizens who migrated to the US and elsewhere as VIP’s and heroes who contributed to the 
Mexican economy. This was largely in recognition of the huge financial contribution they make to the national 
economy (Ranis 2007). The example of Mexican immigrants in the US had a further and more interesting 
highlight. In some instances they organised themselves within the host country (USA) into Home Town 
Associations. These organisations offered a collective approach, often with the involvement of Mexican 
government and consular authorities, to function together in order to coordinate their efforts, financial and 
otherwise, to assist their home towns back in Mexico.  
 
The two most provocative studies of interest to this paper are those offered by Bacarreza and Erhlich (2006) on 
Bolivian migration and Blanes (2005) on the economic impact of migration on Spain. Bacarreza and Ehrlich 
used a gravity model enhancing on previous models of measurement of the impact of immigrants on trade and 
other economic indicators on the host country. They applied co-oefficient ratio’s in their Bolivian model which 
involved a ten percent increase of immigrants would lead to a 0.8-0.9 percent increase in imports and exports. 
Bacarezza and Erhlich were careful in highlighting that this co-efficient relationship was more applicable to a 
developing country and not necessarily for a developed country like Australia.  According to their study they 
concluded that: 
 “… results confirm the existence of statistically significant positive effect of both  immigration 
and emigration on trade flows in a relatively closed economy of Bolivia. …the  data shows an increase in the 
level of immigrants in Bolivia; most of them qualified people  who try to make business and take advantage of 
the potentialities of the country, which  encourages the increases of bilateral trade. Flows of emigrants have 
increased, too” (Bacarreza  & Ehrlich 2006, p. 11).  
 
The more provocative view on the impact of immigration on trade however is that provided by Blanes (2005) 
who uses Spain as a case study. He too concludes that: 
 … immigration helps trade by reducing trade transaction costs and that this would benefit more  the 
trade in differentiated than in homogenous products (Blanes 2005, p. 264-265).  
 
Blanes however provides some qualifications to these conclusions which are most important especially in the 
Australian case study. He highlights factors which facilitated this relationship including that this model and 
impact is most felt on developing countries. The study also emphasises that a common language (example 
spanish speaking market to spanish speaking market) seemed to have played a role in enhancing trade impact 
from immigration flow. Most importantly the study indicates that the impact on trade from migration was most 
noticeable in manufactured goods (value added) than non-manufactured ones (Blanes 2005).  
 
In the light of this background and models presented above, the paper will now discuss the case of Italian 
migration to Australia and whether it meets any of the model criteria above or whether we are discussing a case 
all to its own. 
 
The case of Italian migration to Australia 
 
Italian immigrants arrived in their hundreds of thousands in Australia as part of the larger Australian migration 
program for the post-war economic development. It has been a force in postwar Australian economic 
development and especially in its prolific role in agriculture, and commercial activity. There is much evidence to 
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demonstrate that Italian migration has had a considerable economic and cultural impact on Australian society 
since its arrival on Australian shores (Cresciani 2003).  Moreover the famous Italian “Made in Italy” brands 
which dominate the world over, have made their own impressions on the Australian economy and are today 
household items in Australian cities. One only needs to think of the influence Italian food, design and fashion 
have had on our way of life. It is not surprising therefore that one would be led to believe that Italian migration 
also provided to Australia strong trade ties between the two countries. 

The number of Italian-born in Australia rose from 33,632 in 1947 to almost 120,000 in 1954, almost a four-fold 
increase in seven years. In the next seven years the numbers almost doubled again, reaching 228,296 to 1961. 
Italian immigration began to slow in the 1960s although the numbers of Italian-born reached the peak of 289,476 
in 1971. In the years following 1971 the migration flow slowed considerably and at the same time there was a 
net loss of Italian-born through “return migration”. Since that time immigration from Italy has almost come to a 
halt.  By 1996 the Italian-born population has declined from 280,154 in 1976 to 238,246 at the 1996 census, an 
overall reduction of 15% (O’Brien 2006).  .  

The great majority of the Italian immigrants paid their own fares, often with considerable hardship. In the 1950s, 
when two thirds of Australia’s Italians came, there were many adjustment difficulties, especially acute in the 
early years when expansion of industries had not kept up with the increased pool of labour from migration, or 
when in times of economic downturn immigrants were the first to experience the contraction of the labour 
market. Italian immigrant men in the 1950s found work in the heavy industries, in labouring work, building and 
construction, and as skilled tradesmen. Others were attracted to the large infrastructure projects such as the 
Snowy Mountains Scheme. Generally they were clustered at the lower end of the occupational scale. As time 
progressed many established their own businesses (O’Brien 2006).  

 

The economic impact of Italians on the Australian business landscape 
 
Italian immigration to Australia undoubtedly contributed to substantial remittances to the home country Italy. 
What is problematic is that, according to the Italian Banking Association (Gaggi 2006) there are no reliable 
records of these movements which will provide either a measure of the amount of the direction and use of the 
remittances. By the 1990s the ability of banking authorities to track money movements became more effective 
but by then Italian migration to Australia had essentially ceased.  
 
What is more intriguing is the potential impact of Italian migration to Australia on the pattern of trade between 
the two countries. The table below highlights very different conclusions from those reached in the Bolivian case 
study. As has been stated Italian migration to Australia between 1946 and 1973 involved 305,000 assisted and 
unassisted Italians (Cresciani 2003). During this period of mass migration of Italians to Australia, and especially 
the 1950s and 1960s, the trade relations between Australia and Italy actually and significantly declined as can be 
seen from table 1.    
 

Table 1– Australian trade with Italy – 1920 – 2005 (in $A 000,s) 
 1920-

21 
1930-
31 

1940-
41 

1950-
51 

1960-
61 

1970-
71 

1980-
81 

1990-91 2000-01 2004-05 

Exports 5,096 6,990 21 98,020 95,450 70,897 383,252 923,174 2,101,101 1,543,689 
Imports 1,656 1,317 247 33,310 31,558 86,089 426,320 1,390,348 3,258,245 4,495,559 
Total 6,752 8,307 268 131,330 127,008 156,986 809,572 2,313,522 5,359,346 6,039,248 
Source: Adapted by the author from DFAT historical trade index and from 2002and 2005 Composition of Trade 
figures. 
 
It should be highlighted that this decline was registered both for exports as well as for imports between the two 
countries. By the 1970-71, when Italian migration had all but ceased, the trade figures failed to be reflected in 
the trade realtions. Australian exports to Italy continued to decline while imports from Italy registered an 
increase of two and a half times. The following decade, in which Italian migration was essentially zero, both 
exports and imports between Australia and Italy exploded with Australian exports and imports registering a five 
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fold increase (see table 1). This trend continued into the 1990s and beyond with strong trade growth between the 
two countries but migration from Italy all but closed.  
 
The instruments with which to measure the way in which the market impacted on the increased or fluctuating 
trade relations between Australia and Italy are clearly less reliable. However a safe assumption would be that the 
world merchandise market was the factor at play here in dertermining merchandise growth between Australia 
and Italy rather than the role of Italian immigrants. Moreover the exceptional growth of the Australian and 
Italian economies during the 1950s and again in the 1980s might reasonable be assumed to be the real factors in 
explaining this strong trade relationship.   
 
Given the high rates of Italian migration between 1950 and 1970 it would be expected that the trade growth 
between the two countries might have emulated the coefficient ratio growth utilised by Bacarreza and Ehrlich 
(2006). An examination of the trends in Australian and Italian trade would indicate that these co-efficients were 
not reflected in the Australian case study where trade growth between Italya and Australia moved and fluctuated 
according to other factors and not that of immigration of Italians to Australia.  
 
Italian Australian trade relations and the immigrant factor 
 
The Australian market for Italian merchandise has a value of $A4.3 billion while Australian merchandise exports 
to Italy reach $A1.5 billion. In terms of ranking Australia is Italy’s 23rd largest export destination, while for 
Australia, Italy is the 15th largest as a trading partner (DFAT 2005).   
 
Figures recently released by DFAT for the year 2005-06 in relation to trade between the two countries registers a 
slight increase of Australian exports to Italy on the previous year (see Figure 1). Italy for the first time in a 
decade showed a slight decline in its exports to Australia possibly reflecting a stagnant home economy. 
Australian exports registered a second year of successive export growth to Italy and registered a marginal 
increase on the year 2004-2005. If we examine the total trade between Italy and Australia it reached a total dollar 
value of over $A5.7 billion.  
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Figure 1 - Balance of trade Australia/Italy 1997-2006 ($A000's)

Australian exports to Italy Australian imports from Italy Balance of trade

 Source: Adapated from DFAT Composition of Trade 1997-2006, Canberra 
 
The current documentation of the trade relationship between Australia and Italy is primarily that of government 
submissions, superficial country analysis and the occasional research/legal profile of the two countries for fiscal 
and export promotion. There is little academic scrutiny and more importantly there is little critical analysis of the 
role of immigration within the context of the development of the trade relations between the two countries. The 
media is very scant in its appraisal of Australian-Italian economic relations and at times is very prone to 
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stereotyping. The lack of documentation is surprising given that at the time the Italian market represented the 
second largest export market for Australian products in Europe after the UK. The local Italian Australian press 
on the other hand has been vocal and outspoken. In March 2001, Sydney’s La Fiamma underlined the passivity 
and immobility in which Italian-Australian trade relations were stuck (Randazzo 2001). On the academic front 
very little material has been published that makes any substantial or deeper reference to Italian-Australian trade 
relations. Most of the documentation on the two countries is limited to the language, migration and cultural 
relationships. It is for the above reasons that this study and research is timely and necessary.  
 
Over the decades the bi-lateral trade relationship between Australia and Italy has been substantially low key and 
of limited importance in the overall global commercial setting. The substance of this relationship has been 
generally framed within the context of normal international transactions in the global market and therefore 
driven by simplistic demand and supply mechanisms.  Its impact on the respective economies though real, was 
limited and had little or no strategic importance.  This common perception confirmed the urban myth about the 
importance of migration to trade, one which remained unchallenged for decades and became an accepted state of 
affairs. This perception was strengthened by other factors: 1) for a number of years Italy was Australia’s second 
biggest export market in Europe; 2) the presence of a large Italian descendant community within Australia, some 
argued, created a special business relationship between the two countries.  It is evident despite some popular 
rhetoric that this special trading relationship never eventuated. Italy and Australia, despite the large Italian 
immigrant community, developed a “normal” trading relationship and the role of the immigrant community in 
terms of its impact on trade has been greatly exaggerated.  
 
The Italian migrant factor and its impact on the Australian economy 
 
Was it a realistic to think that the Italian migration of the 1950s and 1960s could have become a business and 
skilled migration like that with which we associate the Chinese immigrants of today? The differences in skills 
between these two streams of immigration are stark, and go to the heart of the role which an immigrant 
community may or may not play in influencing the trade relationship between its new home and country of 
origin.  
 
Post-war economic growth in Australia required unskilled and skilled labor, and Australia hence embarked on an 
ambitious immigration program involving many poorer countries of the world, including Italy. Official policy 
prevented non-Europeans from immigrating between 1901 and 1966, while the White Australia policy was 
finally abandoned in 1973. By the 1980s Australia had over one million people who referred to themselves as 
being Italian, of these nearly 250,000 resided in Melbourne alone. In addition the Italian language became the 
second largest spoken language after English.  While the numbers are impressive, what is often neglected in this 
discussion of the potential impact of the Italian population is that the majority of Italian immigrants were from 
poor rural backgrounds with extremely low levels of education and lacking English (Jones 1997). These 
immigrants therefore had neither the skills nor the language to integrate into the higher professional 
employment. Moreover they lacked the business contacts and knowledge to be able to operate at the business 
level. Only after the 1970s did a different Italian immigration contain immigrants with qualifications and higher 
levels of education (Cavallaro 2003). By the mid 1970s Australia’s immigration focus changed to skilled 
migration with some emphasis on Asian immigration. This focus remains to date unchanged.  The Italian 
immigrant community has witnessed an upwardly mobile movement from modest immigrant beginnings to 
middle class status. As noted by a recent report: 
 

With regard to Italians in the Australian labour force, the last three decades of the twentieth century 
has seen a significant upward trend, which has arguably  become the vehicle for social and 
economic mobility within contemporary Australian class structure (Ruzzene & Battiston 2006). 

 
Moreover the new generations are significantly more educated and better equipped to engage in business 
including business with the origin country, Italy. Facilitators in enhancing Italian-Australian trade in the 1950s 
and 1960s did not exist. The Italian Chambers of Commerce and Industry in Melbourne was only established as 
late as 1984. What has also made it possible to view Italy in a stronger light is the slowly changing perception 
that Italy was a poor and underdeveloped country. Today we are finally in a position to recognise that there were 
prejudices towards Italy because Italy was already then, as it is today, the 7th largest economy in the world. 
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CONCLUSION 
 
That the Italian community is strongly entrenched in the Australian business community, and contributed to its 
growth is nothing new to observers of the Australian economy. Where the connection changes is in whether this 
Italian immigrant contribution to the economic growth of Australia was converted into contribution to stronger 
Australian-Italian trade relations. Today it would seem that on reflection Italian immigrants to Australia were not 
in a position to contribute to enhancing Italian-Australian trade relations. Our data, models and solid evidence 
presented in this paper is testimony to the reality of this relationship. It is clear that the constraints which tied 
down Italian immigrants in the past, lack of education, lack of language, business understanding, economic 
security and well being have altered dramatically since the period of mass migration of the 1950s and 1960s. 
There is a new type of immigration from Italy which breaks with the labour driven migration of the post war 
period. The level of education of the new immigrants from Italy has markedly improved. They come with skills, 
with knowledge of the English language, with business contacts, and most importantly an understanding of the 
sophisticated Italian economy. We therefore have reason to believe that the economic and trade impact of the 
Italian migration of the past between the two countries will be significantly different from the immigration from 
Italy today.  
 
It is safe to say that Italian immigration towards Australia in the 1950s and 1960s did not contribute to enhancing 
trade relations between the two countries in any signficant way. Australia and Italy found a matching in terms of 
world market conditions and most importantly grew in relation to their their own internal economic growth. 
Expansion of trade both in Italy and Australia reflected trade growth across a multitude of international markets 
and each country reflecting positive growth factors specific and particular to itself.   
 
In the furtherance of globalisation very important to both economies and the changing nature of current 
immigration patterns, new economic relationships will emerge. In this renewed environment, the new 
professional Italian presence in Australia, quite distinct from the unskilled and poorly educated migration of the 
past, and not forgetting the more business-oriented second and third generations of Italo-Australians, will engage 
in furthering the trade relationship between the two countries. In conclusion one is tempted to pose, albeit 
prococatively, the question of this research in a different way: Why didn’t Italy and Australia make more 
economically in terms of trade between each other from this very special relationship of mass immigration from 
Italy to Australia? 
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ABSTRACT 
 

The ethics of tax evasion has been discussed sporadically in the theological and philosophical literature for at 
least 500 years. Martin Crowe wrote a doctoral thesis that reviewed much of that literature in 1944. The debate 
revolved around about 15 issues. Over the centuries, three main views evolved on the topic. But the business 
ethics literature has paid scant attention to this issue, perhaps because of the belief that tax evasion is always 
unethical. 

This paper reports the results of a survey of students in Taiwan and the USA. The arguments that have 
been made over the centuries to justify tax evasion were ranked to determine which arguments are strongest and 
which are weakest. Male scores were compared to female scores to determine whether the responses differed by 
gender.  

 

INTRODUCTION 
 

The vast majority of articles that have been written about tax evasion have been written from the 
perspective of public finance. They discuss technical aspects of tax evasion and the primary and secondary 
effects that tax evasion has on an economy. In many cases there is also a discussion about how to prevent or 
minimize tax evasion. Very few articles discuss ethical aspects of tax evasion. Thus, there is a need for further 
research, which the present study is intended to partially address. 

A survey instrument was developed based on the issues that have been discussed and the arguments that 
have been made in the tax evasion ethics literature over the last 500 years. Similar survey instruments were used 
to test sample populations in China (McGee & An, 2006; McGee & Guo, 2006), Hong Kong (McGee & Ho, 
2006), Macau (McGee, Noronha & Tyler, 2006), Romania (McGee 2005b) and Guatemala (McGee & Lingle 
2005). The survey was also distributed to professors of international business (McGee 2005a). The present study 
reports on the findings of a survey that was distributed to students at Universities in Taiwan and the USA. The 
survey instrument consisted of 15 statements that reflect the three views on the ethics of tax evasion that have 
emerged over the centuries. Participants were asked to rate the extent of their agreement with each statement by 
placing a number from 1 to 7 in the space provided to indicate the extent of agreement with each statement. Male 
and female scores were also compared to determine whether the female responses were significantly different 
from the male responses.  

 

REVIEW OF THE LITERATURE 
 

Although many studies have been done on tax compliance, very few have examined compliance, or 
rather noncompliance, primarily from the perspective of ethics. Most studies on tax evasion look at the issue 
from a public finance or economics perspective, although ethical issues may be mentioned briefly, in passing. 
The most comprehensive twentieth century work on the ethics of tax evasion was a doctoral thesis written by 
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Martin Crowe (1944), titled The Moral Obligation of Paying Just Taxes. This thesis reviewed the theological and 
philosophical debate that had been going on, mostly within the Catholic Church, over the previous 500 years. 
Some of the debate took place in the Latin language. Crowe introduced this debate to an English language 
readership. A more recent doctoral dissertation on the topic was written by Torgler (2003), who discussed tax 
evasion from the perspective of public finance but also touched on some psychological and philosophical aspects 
of the issue. 

Walter Block (1989) sought in vain to find a justification for taxation in the public finance literature. He 
examined a number of textbooks but found all justifications for taxation to be inadequate. Leiker (1998) 
speculates on how Rousseau would have viewed the ethics of tax evasion. Alfonso Morales (1998) examined the 
views of Mexican immigrant street vendors and found that their loyalty to their families exceeded their loyalty to 
the government. McGraw and Scholz (1991) examined tax compliance from the perspective of self-interest. 
Armstrong and Robison (1998) discuss tax evasion and tax avoidance from the perspective of an accounting 
practitioner and used Rawls’ concept of two kinds of rules to analyze how accountants view the issue. Oliva 
(1998) looked at the issue from the perspective of a tax practitioner and commented on the schism that exists 
between a tax practitioner’s ethical and legal obligations.  

There have been a few studies that focus on tax evasion in a particular country. Ethics are sometimes 
discussed but, more often than not, the focus of the discussion is on government corruption and the reasons why 
the citizenry does not feel any moral duty to pay taxes to such a government. Ballas and Tsoukas (1998) discuss 
the situation in Greece. Smatrakalev (1998) discusses the Bulgarian case. Vaguine (1998) discusses Russia, as do 
Preobragenskaya and McGee (2004) to a lesser extent. A study of tax evasion in Armenia (McGee, 1999b) found 
the two main reasons for evasion to be the lack of a mechanism in place to collect taxes and the widespread 
opinion that the government does not deserve a portion of a worker’s income. 

A number of articles have been written from various religious perspectives. Cohn (1998) and Tamari 
(1998) discuss the Jewish literature on tax evasion and on ethics in general. Much of this literature is in Hebrew 
or a language other than English. McGee (1999a) comments on these two articles from a secular perspective.  

A few articles have been written on the ethics of tax evasion from various Christian viewpoints. 
Gronbacher (1998) addresses the issue from the perspectives of Catholic social thought and classical liberalism. 
Schansberg (1998) looks at the Biblical literature for guidance. Pennock (1998) discusses just war theory in 
connection with the moral obligation to pay just taxes, and not to pay unjust or immoral taxes. Smith and 
Kimball (1998) provide a Mormon perspective. McGee (1998c; 1999a) comments on the various Christian views 
from a secular perspective. 

The Christian Bible discusses tax evasion and the duty of the citizenry to support the government in 
several places. Schansberg (1998) and McGee (1994; 1998a) discuss the biblical literature on this point. When 
Jesus is asked whether people should pay taxes to Caesar, Jesus replied that we should give to Caesar the things 
that are Caesar’s and give God the things that are God’s [Matthew 22:17, 21]. But Jesus did not elaborate on the 
point. He did not say that we are only obligated to give government 10 percent or 5 percent or any particular 
percent of our income.  

There are passages in the Bible that seemingly take an absolutist position. Romans 13, 1-2 supports the 
Divine Right of Kings, which basically holds that whoever is in charge of government is there with God’s 
approval and anyone who disputes that fact or who fails to obey is subject to damnation. It is a sin against God to 
break any law. This interpretation is rather strong, of course, and not many people have such a view these days, 
but some individuals still do believe it. 

A few other religious views are also addressed in the literature. Murtuza and Ghazanfar (1998) discuss 
the ethics of tax evasion from the Muslim perspective. McGee (1998b, 1999a) comments on their article and also 
discusses the ethics of tax evasion under Islam citing Islamic business ethics literature (McGee, 1997). 
DeMoville (1998) discusses the Baha’i perspective and cites the relevant literature to buttress his arguments. 
McGee (1999a) commented on the DeMoville article. 

A similar survey of international business professors found that some arguments justifying tax evasion 
are stronger than others but none of the arguments were very strong, since most of the professors who responded 
to the survey were strongly against tax evasion. This survey also found that women were significantly more 
opposed to tax evasion than were the men (McGee, 2005a). A survey of business and law students in Guatemala 
reached a similar result. However, the law students felt less strongly about condemning tax evasion on ethical 
grounds than did the business students and female students were more opposed to tax evasion than were male 
students (McGee & Lingle, 2005). A survey of Romanian business students (McGee, 2005b) found that 
respondents often felt tax evasion was ethically justified. Males were slightly more opposed to tax evasion than 
were women. A survey of German business students also found that respondents were strongly against tax 
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evasion, although some arguments were stronger than others. A comparison of male to female responses was 
inconclusive, in the sense that it could not be clearly determined which group of respondents was more opposed 
to tax evasion (McGee, Nickerson & Fees, 2005). 
 

THE PRESENT STUDY 
 
After reviewing the literature that exists on the ethics of tax evasion, a survey was constructed and 

distributed to a group of students at Universities in Taiwan and the USA in order to learn the prevailing views on 
this issue. The survey consisted of fifteen (15) statements. Using a seven-point Likert scale, respondents were 
asked to place the appropriate number in the space provided to indicate the extent of their agreement or 
disagreement with each statement. Four hundred twenty-eight (428) usable responses were received. 

 
Survey Findings  
 

A total of 428 usable responses were obtained. Table 1 shows the breakdown by gender and country. 
 

Table 1 
Responses by Gender 

 Taiwan USA Total 
Male 80 93 173 
Female 116 139 255 
Total 196 232 428 

 
Table 2 ranks the fifteen statements from most acceptable to least acceptable. Scores ranged from 3.27 

to 5.78 for the Taiwan sample and 5.40 to 6.39 for the USA sample, indicating that there are circumstances when 
tax evasion can be ethically justified. Wilcoxon tests were performed to determine whether the differences 
between the Taiwan and the USA samples were significant. It was found that the differences were significant at 
the one percent level for each of the 15 statements. The USA sample was significantly more opposed to tax 
evasion than was the Taiwan sample. 

 
Table 2 
Ranking 

(1 = strongly agree; 7 = strongly disagree) 
 Taiwan USA 

Statement Rank Score Rank Score 
     
Tax evasion is ethical if a significant portion of the money collected 

winds up in the pockets of corrupt politicians or their families and 
friends. (S11) 

1 3.27 1 5.40 

Tax evasion is ethical if the tax system is unfair. (S3) 2 3.28 2 5.45 
Tax evasion is ethical if a large portion of the money collected is 

wasted. (S4) 
3 3.49 3 5.51 

Tax evasion is ethical if tax rates are too high. (S1) 4 4.12 6 6.05 
Tax evasion is ethical if I can’t afford to pay. (S14) 5 4.24 4 5.76 
Tax evasion is ethical if some of the proceeds go to support a war that I 

consider to be unjust. (S13) 
6 4.33 7 6.10 

Tax evasion is ethical even if tax rates are not too high because the 
government is not entitled to take as much as it is taking from me. 
(S2) 

7 5.06 10 6.18 

Tax evasion is ethical if everyone is doing it. (S10) 8 5.08 9 6.17 
Tax evasion is ethical if the probability of getting caught is low.  (S12)    9 5.15 12 6.23 
Tax evasion is ethical if a large portion of the money collected is spent 

on projects that I morally disapprove of. (S6) 
10 5.16 5 5.94 
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Tax evasion is ethical if a large portion of the money collected is spent 
on projects that do not benefit me. (S8) 

11 5.17 13 6.25 

Tax evasion is ethical even if a large portion of the money collected is 
spent on projects that do benefit me. (S9) 

12 5.45 8 6.16 

Tax evasion is ethical even if it means that if I pay less, others will 
have to pay more. (S15) 

13 5.46 14 6.26 

Tax evasion is ethical even if most of the money collected is spent 
wisely. (S5) 

14 5.70 15 6.39 

Tax evasion is ethical even if a large portion of the money collected is 
spent on worthy projects. (S7) 

15 5.78 11 6.22 

Average  4.72  6.00 
 

Chart 1 shows the range of scores. 

Chart 1  Range of Scores
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7
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The three strongest arguments to support tax evasion were in cases where a significant portion of the 

money collected winds up in the pockets of corrupt politicians or their family and friends; where the tax system 
is unfair; and where a large portion of the money collected is wasted. These were the top three reasons for both 
groups. The weakest arguments were in cases where the tax funds are spent wisely or where the taxpayer 
receives some benefit.  

Although the USA sample was significantly more opposed to tax evasion than was the Taiwan sample, 
the ranking of the various arguments was quite similar. The three strongest arguments to support tax evasion 
were ranked exactly the same for the Taiwan and USA samples and most of the arguments did not differ in 
ranking by more than one place.  

 If one were to draw policy conclusions from this study, it seems that one conclusion would be that if a 
government wants to reduce or minimize the amount of tax evasion that goes on, it should make sure that the tax 
system is perceived as being fair and that politicians and their friends and families should not be able to pocket 
tax funds. Governments must remove the philosophical justifications for evading taxes if they want citizens to 
pay their taxes.  

 
Gender  

 
Many studies have been conducted that compare ethical attitudes of men and women. Some studies 

found that women are more ethical than men (Akaah, 1989; Boyd, 1981; Hoffman, 1998) while other studies 
found that there is not a significant difference between the ethics of men and women (Browning & Zabriskie, 
1983; Harris, 1990; Nyaw & Ng, 1994). Some studies found that men are more ethical than women (Barnett & 
Karson, 1987; Weeks et al., 1999).  

Table 3 compares the scores of Taiwanese male and female respondents. The average male and female 
scores were 4.45 and 4.91, respectively. Males had higher scores for only 2 of the 15 statements and the 
differences in both of those cases were not statistically significant.  

Wilcoxon tests found that the differences in male-female scores were statistically significant at the 1 
percent level for 4 of 15 statements and scores for 2 statements were significantly different at the 5 percent level.  

 
Table 3 
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Comparison of Male and Female Scores - Taiwan 
(1 = strongly agree; 7 = strongly disagree) 

S# Statement Score Score Larger by  
P 

value 

 

  Male Female Male Female   
1 Tax evasion is ethical if tax rates are 

too high. 
3.61 4.47  0.86 0.0004904 * 

2 Tax evasion is ethical even if tax 
rates are not too high because 
the government is not entitled to 
take as much as it is taking from 
me. 

4.48 5.46  0.98 0.0001657 * 

3 Tax evasion is ethical if the tax 
system is unfair. 

2.85 3.58  0.73 0.002841 * 

4 Tax evasion is ethical if a large 
portion of the money collected is 
wasted. 

3.67 3.36 0.31  0.306  

5 Tax evasion is ethical even if most 
of the money collected is spent 
wisely. 

5.43 5.89  0.46 0.1018  

6 Tax evasion is ethical if a large 
portion of the money collected is 
spent on projects that I morally 
disapprove of. 

5.10 5.25  0.15 0.5554  

7 Tax evasion is ethical even if a large 
portion of the money collected is 
spent on worthy projects. 

5.43 6.04   0.61 0.02584 ** 

8 Tax evasion is ethical if a large 
portion of the money collected is 
spent on projects that do not 
benefit me. 

4.98 5.31  0.33 0.2487  

9 Tax evasion is ethical even if a large 
portion of the money collected is 
spent on projects that do benefit 
me. 

5.04 5.75  0.71 0.02842 ** 

10 Tax evasion is ethical if everyone is 
doing it. 

4.46 5.51  1.05 0.0007413 * 

11 Tax evasion is ethical if a significant 
portion of the money collected 
winds up in the pockets of 
corrupt politicians or their 
families and friends. 

3.14 3.37  0.23 0.2521  

12 Tax evasion is ethical if the 
probability of getting caught is 
low.              

4.69 5.49   0.80 0.2309  

13 Tax evasion is ethical if some of the 
proceeds go to support a war that 
I consider to be unjust. 

4.30 4.35  0.05 0.9502  

14 Tax evasion is ethical if I can’t 
afford to pay. 

4.26 4.23 0.03  0.8936  

15 Tax evasion is ethical even if it 
means that if I pay less, others 
will have to pay more. 

5.29 5.58   0.29 0.6626  

 Average 4.45 4.91     
 *Significant at the 1% level       
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** Significant at the 5% level 
 

 
The male-female differences for the USA sample were not significant. 

 

CONCLUDING COMMENTS 
 

This study reveals several things about perceptions of the ethics of tax evasion in Taiwan and the USA. 
The survey of university students found there is a widespread belief that tax evasion can be ethically justifiable 
in certain situations, although some arguments are stronger than others. The USA sample was more opposed to 
tax evasion than was the Taiwan sample. Women in Taiwan seem to be more strongly opposed to tax evasion 
than do men, at least in some cases.  

Although it is obvious that the people of Taiwan are not as opposed to tax evasion as are the people in 
the USA, the reasons for the difference in attitude are not readily apparent. Possible explanations include culture, 
the political system, the tax system and religion, among others. More research needs to be done to determine the 
reasons for the difference. 
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ABSTRACT 
 
The number of tourists visiting South Africa has increased significantly since 1994. Although there has been a 
significant increase in the number of tourists visiting South Africa, the country has not reached its tourism 
potential. It is expected that the 2010 Soccer World Cup scheduled to take place in South Africa will be an 
opportunity for the country to attract more tourists and showcase the beauty of the country with a view to 
maintaining an increased number of tourists. The paper provides an overview of the state of tourism in South 
Africa. This paper also elaborates on the role of different role-players responsible for the development of 
tourism sector in South Africa. These role-players include government, conservation agencies, South African 
Tourism Board and the private sector. The paper analyses the impact of tourism on the economy in terms of 
employment and contribution to the Gross Domestic Product. Finally, the paper addresses challenges such as 
limited integration of local communities, ground transportation, and crime. 
 
 
 

INTRODUCTION 
 
Tourism has become an important factor in the development of economies in both developed and developing 
countries. The challenge that faces developing countries such as South Africa is to claim its stake in the World 
Tourism Marked. The growth of the tourism sector in South Africa is an indication of the potential that the 
country has. To further improve the state of tourism in South Africa, the cooperation of different role-players is 
necessary. For the tourism potential to be harnessed, a number of challenges have to be overcome. These 
challenges include tourism funding, integration of rural communities, ground transportation, crime and regional 
stability.  

 

STATE OF TOURISM IN SOUTH AFRICA 
 
Tourism has increased significantly since 1994. South Africa is a popular tourism destination with arrivals 
growing from 640 000 in 1994 to more than 6, 5 million in 2003 (South Africa Yearbook 2005:539). The total 
tourist expenditure in 1996 was estimated to be R26, 8 billion. Domestic and international tourists’ expenditure 
in 1996 was approximately R14, 8 billion and R12 billion respectively. International tourism grew by 22% in 
1994. The overseas tourism grew by 44% from 704 000 visitors to 1 015 000 in 1995. Arrivals from the African 
continent grew by 12%. This accounted for an increase of more than R3 billion in foreign exchange earnings for 
the year, from approximately R7 billion to almost R11 billion (Mafunzwaini 2003). 
 

ROLEPLAYERS IN THE DEVELOPMENT OF TOURISM 
 
Effective tourism management in South Africa requires a synergistic approach which calls for the involvement 
of a number of role players. These role players are government, conservation agencies and private sector.  
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Government 
 
Schedule 4 of the Constitution of the Republic of South Africa, 1996 classifies tourism as one of the functional 
areas of concurrent national and provincial legislative competence. This implies that the national and provincial 
legislatures can make laws relating to tourism. Such laws must be based on the authority and the area of 
jurisdiction of each sphere. Coordination envisaged in chapter 3 of the Constitution of the Republic of South 
Africa, 1996 is necessary to avoid conflicts and duplication.  
 
Government has the responsibility to create positive economic, social, cultural, environmental, political and 
technological benefits and security for both local citizen and tourists (Lubbe 2003; Elliot, 2002). The extent to 
which the three spheres of government will be involved in tourism depends on the prevailing political ideology 
of the government-of-the-day at the national government 
 
The question is, however, which ideology does the current African National Congress government subscribe to? 
A closer observation of the functions performed by the South African government gives the impression that the 
government-of-the-day is neither purely communist nor purely capitalistic. The current South African 
government attempts to address poverty through the development of tourism and effective management of 
natural resources. Furthermore, government offers the private sector a chance to prosper while standards are set 
through minimal regulation. An analysis of the principles of the political ideologies suggests that South Africa’s 
African National Congress lead government-of-the-day is more sympathetic towards the social welfare ideology. 
The rise of a social welfare state such as South Africa represents the rejection of communism and socialism as 
both extremes are not suitable for the future of the individual and that a balance should be found between the two 
(Gildenhuys 1993).  
 
Government in South Africa provides essential services and basic infrastructure. It is only national government 
which can negotiate and make agreements with other governments on matters such as immigration procedures 
which may have a major impact on tourism as a result of international tourists’ intent on visiting the country. 
Public services are part of the total tourism product and can either add or detract from its attractiveness (Elliot 
2002). There are a number of reasons for government to be involved in tourism. 
 
According to Lubbe (2003) reasons for government involvement in tourism include amongst others the 
following: 
 

• tourism creates foreign exchange earnings (balance of payments); 
• coordination of development and marketing; 
• employment opportunities; 
• regulation-consumer protection and prevention of unfair competition; 
• public goods and infrastructure; 
• protection of resources and environment;  
• regulation of behaviour such as gambling; and  
• monitoring and statistical surveys 

 
Most of the foregoing roles played by the government cannot be left in the hands of private companies. The 
government therefore provides an environment that is conducive for tourism to flourish. Political stability, 
infrastructure as well as safety and security are basic government functions which are necessary for the 
development of sustainable tourism in South Africa. The importance of tourism has necessitated the 
establishment of a Department that is responsible for tourism.  
 
The Department of Environmental Affairs and Tourism plays a key role in tourism management in South Africa. 
The Tourism Branch within the Department of Environmental Affairs and Tourism leads and directs policy 
formulation and implementation towards tourism growth. It works in partnership with South African Tourism, 
the nine provincial tourism authorities, and other stakeholders such as the private sector. The aim of the Branch 
is to accelerate practical delivery of tourism benefits to South Africans (South Africa Year Book, 2005). Raising 
awareness about opportunities for domestic travel is a priority of the Tourism Branch. The challenge of the 
Branch is to encourage South Africans to travel more and explore their own country, make tourism accessible to 
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all, facilitate the development of a culture of tourism, and encourage South Africans to create a safe and 
welcoming environment for both local and foreign visitors (South Africa Year Book, 2005: 537). The 
Department of Environmental Affairs and Tourism is supported by semi state institutions such as the South 
African National Parks Board (SANParks) and the South African Tourism Board in its endeavour to achieve its 
objectives relating to tourism and natural resources management. 
 
Conservation Agencies 
 
SANParks is a national conservation agency. SANParks is a statutory organization governed by the National 
Parks Act, 1976 (Act 57 of 1976) and continue to exist in terms of the National Environment Management: 
Protected Areas Act, 2003. SANParks and its provincial counterparts play an important role in developing and 
managing state conservation land for tourism purposes. SANParks is a statutory body which manages a number 
of parks which include the Kruger National Park (About SANParks, available at: 
http://www.sanparks.org/about/defauld.php. 12/06/2006).  The roles of tourism agencies are to: 

• ensure the protection of biodiversity in South Africa within a network of protected areas which 
contribute to nature conservation and tourism; 

• proactively integrate areas under their control into the tourism resource base by providing controlled 
access to and use of protected areas to the public and commercial tourism operators; 

• provide tourist facilities and experiences in areas under their control in a responsible manner; 
• promote the diversity of tourism experiences offered within protected areas; 
• make tourism affordable to the average South African; 
• facilitate and support the establishment of partnership tourism ventures among communities, private 

business and conservation agencies; 
• promote and provide opportunities for local entrepreneurs to integrate their operations with tourism 

activities inside protected areas;  
• assist tourism authorities in conducting environmental tourism awareness programmes, and  
• contribute to the development of policies and plans for the tourism industry. 

 
An analysis of the functions performed by tourism agencies and the Tourism Branch of the Department of 
Environmental Affairs and Tourism shows that there are similarities in goals and functions. This suggests that 
coordination and consultation mechanisms should be reviewed regularly to avoid duplication. The successful 
protection of biodiversity in South Africa is a function which requires the commitment of members of the public. 
If members of the public are aware of the consequences of environmental degradation and the positive spin-offs 
of conserving the environment, the role of conservation agencies becomes easier. The establishment of 
partnership with communities and local entrepreneurs will lead to the economic empowerment of previously 
disadvantaged communities (mostly blacks) who live in rural areas, and to poverty alleviation. 
 
South African Tourism Board 
 
The South African Tourism Board is established in terms of section 2 of the Tourism Act, 1993 (Act 72 of 1993). 
The South African Tourism Board consists of members who are not fewer than nine and not more than 15 
appointed by the Minister of Environmental Affairs and Tourism by virtue of their knowledge of tourism or their 
potential active involvement in the tourism industry. The Minister of Environmental Affairs and Tourism may 
appoint one official of the Department of Environmental Affairs and Tourism as a representative of the 
Department on the South African Tourism Board. Members of the South African Tourism Board occupy their 
offices for a period of three years and are eligible for reappointment. Two members of the Board are appointed 
as Chairperson and Deputy Chairperson. 
 
In terms of Section 13 of the Tourism Act, 1993 the South African Tourism Board has the power to: 

• enter into agreements within and outside the Republic of South Africa for the promotion of tourism; 
• compile, make, publish and sell or make available free of charge, books, guides, maps, publications, 

photographs, films, and videos intended to promote and inform potential tourists about attractions in 
South Africa; 

• give advice and guidance to all persons engaged in the tourism industry; 

http://www.sanparks.org/about/defauld.php. 12/06/2006
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• Negotiate and cooperate with educational institutions with a view to the institution, continuation or 
expansion of courses for the training of persons who intent working in the tourism industry. 

 
South African Tourism Board is a statutory body responsible for marketing and promoting tourism in South 
Africa. South African Tourism Board has representative offices in the international marketplace (Department of 
Environmental Affairs and Tourism, 1996 White paper on the Development and Promotion of Tourism in South 
Africa, available at: http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006).  
 
South African Tourism aims to (Lubbe 2003): 

• make tourism the leading economic sector in South Africa and to promote sustainable economic and 
social empowerment of all South Africans; 

• market South Africa as an integral part of Africa and particularly the Southern Africa; 
• increase the number of international arrival; 
• assist provinces to market and promote themselves; 
• increase the wider deployment of visitors across South Africa with a view to spread the economic 

benefits and encourage development; 
• promote national tourism culture, environmental awareness and build partnerships; 
• coordinate data, research, statistics, and product information nationally for the industry; 
• promote Southern Africa, through cooperation, as a tourism hub for the benefit of the whole region; 
• promote unique African experiences; and  
• Offer visitors quality experiences. 

 
To achieve the foregoing objectives, South African Tourism participates in major travel shows. It further 
coordinates advertising, public relations and direct mailing campaigns. It organizes educational work sessions 
with international partners of South Africa’s travel industry.  
 
Private Sector 
 
At private sector level, there are a variety of institutions which represent specific interests- from car rental, guest 
houses, to hotels and tour operators. In 1996, the Tourism Business Council of South Africa (TBCSA) was 
established. The TBCSA has a Board which consists of 16 members appointed by different member categories. 
The TBCSA membership comprises tour operators, accommodation establishment, restaurants, providers of 
transport facilities and crown members. Crown members are corporations from various business sectors, which 
appreciate the value that tourism has to add to their business. Crown members are Coca-cola, Johnnic 
Publishing, Nedbank and the South African Breweries (TBCSA: available at: 
http://www.tbcsa.org.za/tbcsa.html. 27/07/2006). The TBCSA is a private sector representative body in tourism 
which enables the private sector to speak with one voice (Department of Environmental Affairs and Tourism, 
1996 White Paper on the Development and Promotion of Tourism in South Africa, available at: 
http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006).  
 
The private sector plays a significant role in the development and promotion of tourism. The private sector bears 
major risks regarding tourism investment as well as large part of responsibility in satisfying needs of tourists. 
The delivery of quality tourism services and providing the customer with value for money are largely private 
sector responsibilities. In addition, the private sector is in a position to promote involvement of local 
communities in tourism ventures by, inter alia, establishing partnership tourism ventures with communities. The 
private sector role in tourism include amongst others, the following(Department of Environmental Affairs and 
Tourism, 1996 White Paper on the Development and Promotion of Tourism in South Africa, available at: 
http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006): 
 

• advertising and promotion of individual tourism as well as the country locally, regionally and 
internationally; 

• developing and promoting socially and environmentally responsible tourism; 
• ensuring the safety, security and health of visitors in collaboration with the government and other 

private sector members; 
• collaborating with government in planning, promoting and marketing tourism; 

http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006
http://www.tbcsa.org.za/tbcsa.html. 27/07/2006
http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006
http://www.polity.org.za/html/govdocs/white_papers/tourism.html. 25/05/2006
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• involving local communities and previously disadvantaged groups in tourism industry through 
establishing partnerships ventures with communities, outsourcing, purchasing of goods and services 
from communities;  

 
The role played by the private sector in the development of tourism and attraction of both local and international 
tourists as well as the involvement of communities and their empowerment is significant. Tourism Business 
Council of South Africa contributes to the funding of the international marketing of South Africa. However, one 
should consider the main reason why the private sector gets involved in tourism. The primary reason for private 
sector involvement in tourism is the desire to make profit. The Department of Environmental Affairs and 
Tourism, tourism agencies, and South African Tourism Board should collaborate with the private sector but bear 
in mind that the profit motif could motivate private companies to sway public policies and plans in a way that 
would be detrimental to the environment. 
 

ECONOMIC SIGNIFICANCE OF TOURISM 
 
The post World War II years have, according to Edgell (1999), seen a worldwide increase in leisure time for 
millions of people in both the developed and developing countries. Shorter working hours, greater individual 
prosperity, faster and cheaper travel, and the impact of advanced technology have all helped to make leisure and 
travel a fast-growing industry. 
 
Tourism plays an important role in the economic and technological development of countries. It stimulates the 
development of basic infrastructure such as roads, airports, sewers and electrical power. It contributes to the 
growth of domestic industries that supply the tourism industry (transportation, agriculture, food processing and 
construction). It attracts foreign investment. It facilitates the transfer of technology. Transfer of technology has 
been evident in the hotel industry as hotels in developing countries have acquired computer based reservation 
systems Edgell (1999).   
 
Tourism is South Africa’s fastest growing industry and its contribution rose from 3% in 1986 to 6% in 1999 and 
about 7,1% of the GDP in 2005 (South Africa Year Book 2005). Tourism follows manufacturing and mining in 
its contribution to South Africa’s economy (Jackson, C and Cloete, L., Lessons from www tourism in South 
Africa, Available at: http://www.isoc.org.  21/08/2006).Tourists makes an important contribution to the balance 
of payments in South Africa. The total income earned from international tourists, minus payments made by host 
country’s tourists on their travel abroad, represents the balance of payments on the tourism account (Bennett 
2000). Positive changes in the GDP and the balance of payments are signs of an improving economy. Economic 
prosperity is linked to stability. A stable country in terms of politics and economy has the potential to attract 
more tourists. 
 
Tourism employs an estimated 3% of the total South African workforce and is regarded as potentially the largest 
provider of jobs and earner of foreign exchange. It is projected that in 2010 the South African tourism economy 
will employ more than 1.2 million people directly and indirectly (South Africa Year Book 2005). This projection 
is based on the anticipation of the hosting of the 2010 Soccer World Cup in South Africa. It is hoped that the 
Soccer World Cup will be an opportunity for South Africa to attract more tourists and sell its tourism products to 
the World. 
 

CHALLENGES FACING TOURISM IN SOUTH AFRICA 
 
For South Africa to realize its tourism potential, a number of challenges have to be overcome. These challenges 
include amongst others, inadequate funding of tourism, and limited integration of local communities, ground 
transportation, crime and regional stability. 
 
Inadequate Funding of Tourism 
 
One of the problems facing the tourism industry is that the government has had a limited view of the potential of 
the industry. The result of this narrow view is that marginal resources were devoted to developing and promoting 

http://www.isoc.org/
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the sector. Tourism is still narrowly viewed as tourists and hotels (Department of Environmental Affairs and 
Tourism. 1996. White Paper on the Development and promotion of Tourism in South Africa. Available at: 
http://www.policy.org.za/html/govdocs/white_pepers/tourism.html. 25/05/2006). The diversification of tourism 
in South Africa can lead to increased number of tourist who visits South Africa. 
  
Limited Integration of Local Communities 
 
Local communities can increase the diversity of the tourism product offered by South Africa and the Great 
Limpopo Transfrontier Park in particular. According to the White Paper on the Development and promotion of 
Tourism in South Africa (Available at: http://www.policy.org.za/html/govdocs/white_pepers/tourism.html. 
25/05/2006) local communities can offer services such as guest houses or bed and breakfast establishments; 
taverns and shebeens; taxi services; historical attractions, entertainment such traditional music, dance, theatre 
and story telling; craft shops, hair salons.  
 
However, these are not fully utilized as rural communities are mostly not regarded as tourist destinations by tour 
operators and guides. This perception need to be reversed. The change of perceptions implies that a number of 
challenges need to be overcome by rural communities. Local communities lack access to tourism markets as 
visitors are kept within hotels and resorts. Large companies are in control of the market. This makes it 
impossible for small businesses to enter the market.   
 
Ground Transportation 
 
There is a major hype around the improvement of the transport system in South Africa in view of the 2010 
Soccer World Cup. However, major developments are focused on towns and cities.  The underdevelopment of 
rural infrastructure and transport systems relegate rural areas to no-go areas for tourists.  
 
The review of policy on taxi operation and the speed train in Gauteng are some of the attempts aimed at 
improving the ground transportation. The Taxi Recapitalisation Programme which aims to scrap old and unsafe 
taxis focuses on all roads in South Africa. The speed train also known as the Gautrain is only confined to the 
Gauteng Province. These improvements are aimed at catering the needs of South Africans and soccer fans in 
2010. The improvement of the transport system in South Africa needs to focus on the needs of the rural areas and 
efficient operation of the current train services. This implies that government needs to invest more on rural 
infrastructure development. 
 
Crime 
 
Crime impacts negatively on tourism. Tourists visit areas which are peaceful and safe. Crime is a major problem 
which has the potential to frustrate South Africa’s attempts in realizing its tourism potential. The increase in the 
number of violent crimes reported in the media and in the World Wide Web can influence the decision of the 
tourist to visit South Africa. Ferreira and Harmse (2000) believe that widely publicised crimes committed against 
foreign tourists have an immediate impact in terms of declining foreign tourist visits. The power of the media in 
forming images of an area must not be underestimated. Personal experience and word of mouth communication 
are most important factors influencing tourist decision to visit South Africa.  
 
Robbery with aggravated circumstances has for instance increased from 84 785 cases reported in 1995 to 133 
658 in 2004 (Crime information analysis, available at: http://www.statsa.gov.za. 21/08/2006). The more the 
tourist realizes that chances of being robbed, the more the likelihood that such a tourist would choose an 
alternative destination. 
 
Regional Stability 
 
Stability in Southern Africa is essential for the attraction of visitors. Apart from crime, perceived safety from the 
perspective of terrorism affects the decision of the tourist to visit South Africa. Economic migrants for an 
unstable country such as Zimbabwe can have a negative consequence on tourism. Economic migrants can 

http://www.policy.org.za/html/govdocs/white_pepers/tourism.html. 25/05/2006
http://www.policy.org.za/html/govdocs/white_pepers/tourism.html. 25/05/2006
http://www.policy.org.za/html/govdocs/white_pepers/tourism.html. 25/05/2006
http://www.statsa.gov.za/
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contribute to a higher crime rate in South Africa. The stabilisation of Southern Africa is the responsibility of the 
Southern African Development Community and governments of different states.    
 

CONCLUSION 
 
The private sector and the public sector need to collaborate if efforts aimed at the improvement of tourism were 
are to be to be translated into economic development. Tourism policies should be based on the will of the 
majority, the private sector and international dictates. The challenges faced by South Africa in its attempt to 
develop its tourism sector can be achieved. The hype created by the 2010 World Soccer World cup should result 
in sustainable tourism and economic development.   
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ABSTRACT 
 
 

Nature is the key resource in the assortment of modern views of tourism such as country tourism, health 
tourism, wellness, eco-tourism, scientific-tourism, cultural tourism, and products of complementary industries.   
 Harming nature and natural heritage is an outcome of intensive development of tourism and tourism 
infrastructure during the last decade. Cutting forests, cleansing grounds and detouring rivers for the purposes of 
agricultures, traffic, construction works and other industries have caused a decrease of forests and plants. Use 
of pesticides in agriculture has caused distinction of many animal species.      
 For the purpose of preserving nature and natural heritage, considering the need for maintaining the 
sustainable development and sustainable tourism, other than ethical principles of tourism, many scientifically 
supported solutions come to mind. These solutions should be based on multidisciplinary approach of preserving 
nature and natural heritage, as advocated by the authors of this study. Economical and ecological, as well as 
technology and marketing aspects get special meaning in considering natural resources and potential as a 
source of a comparative advantage of a country.    
 Country tourism, in which’s very purpose has maintaining and preserving the values of natural 
environment, as a cultural and a natural heritage of our country, could be the pacemaker of changes for better 
positioning of our country in the international markets, based on national comparative advantage – nature.  
 
Key words: nature, comparative advantage, eco tourism, safety and healthy food 
 
 

INTRODUCTION 
 

The use of marketing concepts as a skill of living gains respect in all the social areas, as well as in tourism. 
Tourism was one of the largest and fastest growing industries in the world during the late twentieth century. It is 
an increasingly important source of income, employment and wealth in many countries. For many regions, 
tourism represents one of the few opportunities for local development, employment and revenue generation.   

 
The tourism sector is an increasing source of employment such as for construction and agriculture work, and 

primarily for unskilled labor, meaning people who prefer to work part-time and notably women.  
 
With the unique opportunity for advancing the economical growth and investments, decreasing the 

unemployment rate and speeding up development of complementary efforts such are agriculture and food 
producing in developed and developing countries, tourism has a chance of pulling transitional countries out of 
poverty. Managing tourism industry has for goals: creating new needs for tourists with different views at tourism 
products and services, popularizing tourism industry, and growth of profits and income from tourism.  

Natural and cultural heritage is a foundation of the tourism industry. A good starting point is to plan a 
sustainable future for tourism, heritage and the environment protection. Visiting places important for their 
natural, indigenous and historic value is often a major part of a tourist’s experience. It is important to provide 



 ©Copyright 2007 by the Global Business and Technology Association   515 

opportunities for people to enjoy natural and cultural heritage. Generally, most important lifestyle and personal 
factors for the community are: quality of life, quality of environmental, quality of education and quality of health 
services. 

 
 Environmental protection became a major issue after the introduction of the concept of sustainable 
development. Clean and healthy environment are more important elements of competitive advantage for an 
economy based on natural resources. This healthy environment is an essential base for the tourism sector but it 
equally applies to other sectors just as well (industries such as agriculture, horticulture, fishing, etc.). 
Furthermore, in many destinations tourism could be threatened by global environmental problems.  
 

In the best interest of nature preservation and natural heritage, having in mind the need for carrying out the 
sustainable development of tourism, the World Trade Organization came out with General Ethical Codex for 
tourism. Nature, as the key resource of tourism becomes more important in the global picture, because it is in the 
roots of all modern views of tourism like country tourism, agro-tourism, eco-tourism, health-tourism, wellness-
tourism, mountain-tourism, nautical-tourism, cultural-tourism, scientific-tourism and others.  

 
Ecotourism is often presented as a form of nature based tourism and has become an important alternative 

source of tourists. Growth in tourism has generated problems in local community such as the destruction of 
traditional ways of life. The main environmental impacts of tourism are: pressure on natural resources, pollution 
and waste and damage to ecosystems. Intensive tourism activity in natural areas can interfere with vegetation and 
wildlife and bring damage to ecosystems. Uncontrolled tourism activity also can lead to the severe disruption of 
wildlife habitats and increased pressure on endangered species. 

 
In many maintain regions and other ecologically places visited by tourists, there is an increasing concern 

that the negative impacts of tourism on the natural environment can ultimately hurt the tourism industry itself. 
The negative impacts of intensive tourism activities on the environmental quality of mountains, rivers, forests 
and other ecosystems also compromise the viability of the tourism industry.   

 
On the contrary, nature becomes a national resource and a comparative advantage of countries characterized 

by untouched and specific nature, because modern shapes of sustainable tourism are based on individuality of 
tourists and an assortment of a modular tourism product that fits the needs of individuals or smaller groups.  

Fundamental changes in tourism are reflected by the appearance of new destinations worldwide, new 
consumers (market segments) and tourism products, specific needs of tourists for new experiences, travels 
intended to enhance health, enhance the balance between the spiritual and physical sides, culture and education, 
to increase quality time spent with the family etc. 
 Serbia’s comparative advantage is actually its pure nature, huge natural potentials and national heritage, 
dominated by traditional knowledge and hospitality of Slavs. Republic of Serbia appears to be a small country 
with plenty of natural and cultural attractions.  
 
 
Comparative overview of tourism development in the world, Europe and 
Serbia  
 
 By the World Tourism Organization (WTO) stats, international tourism, as a fast-growing industry has 
encountered for over 800 million tourists by 2006, 50 percent of witch has visited Europe, 20 percent went to 
Asian-Pacific region, and over 16 percent went to United States.  
 

Out of total number of visits, over 50 percent were vacation and recreation oriented, while 24 percent had 
health as the cause for their travel. The biggest income from tourism had south Europe and the Mediterranean 
area. The leading world destinations countries are France, Spain and Italy in Europe, United States and Mexico 
in North America, and China in Asia. Compared to 1950, the percentage of other courtiers as final destinations 
has grown from 3 to 45 percent in 2006. The most popular generators of tourists are Germany, Great Britain, 
France, and Italy in Europe, USA in North America, and Japan in Asia.  
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According to some WTO’s estimates, in the international migrations of tourists, all the countries will sum up 
to 1 billion visits by the year of 2010. and in the year of 2020. this number will rise up to 1,56 billion (75 percent 
of which will come from inside the region). It is to expect from the traditional carriers of tourism industry and 
tourism destinations to fall back in their development. Southeastern and Eastern Asia is expected to grow in the 
tourism sector. For poor countries, regions, towns and cities, tourism is seen as the fast track to development. 
The main reason why governments, particularly in developing countries encourage tourism investment is 
because of the expectations that it will contribute to economic development. Thus, an economic initiative such as 
tourism should be based on the idea the economic development should conform to the concept of sustainable 
development. The main thrust of the concept of sustainable development is the utilization and management of 
renewable resources for the benefit of today’s generations and at the same time making the same resources 
available for future generations. Mass tourism development encounters skepticism mainly because it’s impact 
and linkages are not necessarily sustainable. 
  

Ecotourism is defined as tourism for the enjoyment and understanding of nature and culture of a destination, 
while producing economic benefits and actively promoting environmental conservation [1]. It is one of the 
fastest growing segments of the tourism sector and its rapid growth is expected in the future. It includes all forms 
of nature tourism, support for the protection of natural and cultural heritage and efforts to minimize the human 
impacts on the natural and socio-cultural environment. Ecotourism can be important in promoting the socio-
economic development of rural communities while generating resource for the preservation of natural and 
cultural heritage.  

Economic growth and development are of particular for social progress in Serbia. In this regards, ecotourism 
receives attention in the literature, mainly because it’s economic role is considered to be minimal although it is 
one of the fastest growing sectors of tourism, and it’s impacts, are especially significant for developing countries. 
However, as both an economic as social development growth driver, ecotourism should be made 
environmentally sustainable in sense that the action of the ecoturist should not compromise the ability of future 
generations to sustain their livelihood. Ecotourism as an economic growth instrument can be described as the 
expansion of economic activity in a rural area with the purpose of raising average incomes of the domestic 
population. On the other hand, ecotourism’s economic development refers to a broader concept which, refers to 
ensuring that appropriate changes in the structure of economic activity. Economic sustainability, includes the 
two previous criteria, but also adds to the ecotourism argument, the following dimensions:  

o Having the right balance between investment in ecotourism infrastructure and levels of eco 
tourism consumption (activities and events) 

o Having the right balance between the ecotourism offerings and the prices paid for these offerings; 
and 

o Having continuous improvements (productivity) in the methods employed to foresee in the needs 
of the ecotourist. 

 
The tourism sector is still underused, because even in spite of 7-8 million tourist-nights, of which around 90 

percent was made by domestic tourists, Serbia still isn’t a tourist country.  The key factors for this order are lack 
of information about attractions and assortment translated to foreign languages; bad destination management; 
lack of awareness of locals about the importance of preserving natural and cultural values of the country; poor 
navigation boards and signs; undesirable level of pollution and noise; poor level of complementary services and 
public transport; low level of hotel service and capacity; an poor level of professionalism and human resource 
potential, followed by little interest for investing into Serbia. Even though all these factors are not in favor of 
Serbia’s tourism development, its natural tourism resources are promising a bright future for our country. The 
most popular Serbian products are springs, mountains, and administrative centers. Lately, we could notice an 
increase of popularity of country (Vojvodina and South-eastern Serbia) and event-tourism (EXIT festival, Guca 
– the trumpet festival)  
 

The chances of Serbia in tourism lay in the products that are connected to the use of nature and co-tourism, 
country-tourism, health, special interest tourism, and business and MICE tourism (meetings, incentive, 
conventions and congresses, fairs and exhibitions).  
 

Europe has lately been the global leader in the country tourism field. The biggest receptive and emission 
areas are France, Germany, Austria, Great Britain, and Italy–jointly representing nearly 80 percent of European 
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country tourism. Famous European country tourism brands are Gites de France (France), Urlaub am Bauernhof 
(Austria) and Agroturismo (Italy).  
 

Serbia’s country tourism is based in the clustered areas: Vojvodina, South-west Serbia, and southeast Serbia. 
Well-developed agricultural sector, which is a base of agro-tourism, traditional and other values and hospitality 
and some other qualities certainly only help the tourism in this area. The development strategy showed that the 
tourism clusters were unequally represented in the development of country tourism, as well as some nature 
loving and cultural activates. The worst potential in developing of country tourism has the Belgrade cluster, 
while Vojvodina’s  and South-west Serbia’s clusters have a very great potential.  
 

The advocates of country tourism in Europe could be in the mature stage of life, singles, youth urban 
experts, foreign workers, young people, young families with children, families without children and with 
working spouses, while this group in Serbia is usually represented by families with kids, couples without kids 
and retirees, and individuals (cyclists, artists, observers)     
 

Authentic experience and an active vacation connected to agro-tourism, natural resources and culture, 
represent the new profile of tourists that favors Republic of Serbia. Participating in traditional agricultural 
activities, gastronomy, visiting lakes and mountains, visiting historical and cultural monuments, hunting, fishing, 
cycling, riding, climbing, and other activities are the main motives for country tourism in Serbia.  
 
 

NATURAL POTENTIALS AS A SOURCE OF SERBIA`S 
COMPARATIVE ADVANTAGE 

 
Key factors in positioning Serbia as a tourism country are its geo-strategically position and approachability 

from neighbor countries, pure nature and the beauty of its landscapes, resources and attractions interesting to 
tourist, local gastronomy and hospitality. Going back to nature and natural resources, gains in importance as a 
life motto.  
 
 

NATURAL PRECONDITIONS FOR THE OFFER OF 
HEALTHY-SAFE FOOD AND THE DEVELOPMENT OF 

COUNTRY TOURISM 
 

The main environmental impact of tourism is pressure on natural resources. Sometimes, this is a very 
serious problem. The fact that most tourists chose to maintain their patterns of consumption when they reach 
their destinations can be a serious problem for developing countries and regions. The management of natural 
resource to reverse this trend is thus one of the most difficult challenges for governments and local communities. 
One way to protect natural resources and local ecosystems from pressures of mass tourism is organic farming. 
The offer of products of organic agriculture-healthy and safety foods are representing an inevitable part of 
modern eco-tourism. The environment has economic roles to play: life support, resource provision, waste 
assimilation and recreation. Life support, include the regulation of climate, the composition of the atmosphere, 
and the maintenance of the biodiversity. Resource provision, include non-renewable resources such as fossil 
fuels, renewable resources such as plants, animals and fishing, and continuing resources such as sunlight, wave, 
wind and tidal energy (the environment of source). Waste assimilation includes the assimilation of natural and 
produces waste, whether by dispersal into low concentrations, reconstruction into usable compounds, or storage 
in inert or polluting form (the environment as a sink). Recreation includes space for recreation, scenery and 
wildlife and ecotourism.  As with other forms of tourism, the impact of ecotourism is tied to the volume of 
activity in a given destination. In addition to changes in annual visitation, tourism destinations face seasonal 
fluctuations and competition from adjoining areas. Therefore, host destinations must accommodate the seasonal 
shifts in visitor arrivals by adjusting accordingly. In many remote areas, local people mark time as being either 
the tourist season or off-season. Because of the limitations that seasonality imposes for the expansions of the 
national tourism industry and the maintenances of specific host destinations, efforts are continually made to 
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develop off-season activities and to maximize activity during the regular season – at the risk of exceeding natural 
and social carrying capacities. 

 
Organic agriculture is a holy way of farming, besides the production of high quality products. An important 

aim is the conversion of the natural resources such as fertilized soil, clean water and rich biodiversity. The 
successful management of agricultural resources has to satisfy ever changing human needs, while maintaining or 
enhancing the quality of the environment is an imperative of a stable food production. Organic production of 
honey and medical herbs are some of the activities of environment preservation and production of healthy and 
safety food. The goal of organic production is not in the quantity of products.  

 
Level of land usage, for the needs of organic agricultures is low, even though almost 55 percent of all land is 

usable for this purpose. Only 60 percent of this potential is being taken advantage of, while 27 percent are 
covered in forests. As far as the European healthy and safety foods production is concerned, Italy accounts for 29 
percent, Germany for 18, Austria for 13, France for 9, Spain for 8, and GB for 4 percent.  

 
The need to preserve certain natural values, ranging from the medical herb fields, forest harvests to 

endangered animal species, is in harmony with modern tendencies of going back to nature and natural resources.      
A smaller area of agricultural lands in rural areas does not constitute an obstacle to the development of organic 
cultivation. Organic cultivation is nothing new to Serbia. The country has been practicing the traditional ways of 
using indigenous technologies and inputs mostly in line with modern organic farming principles. The per capita 
consumption of fertilizers and pesticides in Serbia is far below the usage of developed countries.  

 
In Republic of Serbia, an agriculturist, due to a harsh financial situation in the recent past did not have an 

opportunity to implement intensive agricultural means, and thus had moderately used fertilizers and pesticides. 
During the period of last seven years, Serbia’s network of ecological organizations for development of healthy 
foods has been spreading out. Many farmers show interest in organic cultivation. The concept of organic farming 
has caught on in Serbia. It is very important to produce safety and healthy food and preserve the environmental.  

 
There has been land certifications (legislated by Larry Ledhard, a Canadian expert in the field of healthy 

foods), of almost the entire area of Žagubica and Petrovac on Mlava river, which reach across almost over 
100,000 hectares, and it was done by the strict international standards. The area entirely fits the regulations and 
requirements for healthy food production. Southern Serbia also has certifications for production of healthy foods, 
such are several brands of brandy liquors, forest harvests, sheep, cheese and honey.  

  
The world demand for organically produced foods is growing rapidly in developed countries like Europe, 

USD, Japan, and Australia. Worldwide, food trends are changing with a marked health orientation. Since organic 
foods are free from chemical contaminants, the demand for these products should increase in the new 
millennium. The European market for organic products was worth 20.7 billion euros in 2004 and has grown by 
26 percent since 2001. This is a growing concern about the environmental impact of artificial fertilizers and 
pesticides, as well as mainstream concerns about the consumption of possibly dangerous chemicals.  

 
The consumers are purchasing biologically high quality, and healthy safety foods mostly out of health 

concerns (46 percent), or for better taste (40 percent). A typical European consumer of healthy safety food is a 
representative of a younger generation of consumers (between the age of 25 and 35), or health oriented families 
with small children that could also be target groups for some shapes of tourism, Table 1.  

 
     Table 1 The market of organic products in Europe 

Country Percent 

Germany 28 

France 15 

Great Britain 15 

Italy 13 
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Nederland  7 

Sweden 4 

Switzerland 4 

Austria 3 

Belgium 3 

Denmark  3 

Finland 2 

Spain 1 

Others 2 

     Source: LIR , Development of organic agriculture production clusters in  
                 North-west part of Bosnia&Herzegovina, Banja Luka March 23.2005. 
 
Sooner or later, consumers are going to wake up to the fact that where food is sourced, and how it has 

arrived on the table. By developing organic cultivation and increasing the offer of healthy safety food, we create 
an opportunity for deduction of poverty in rural regions of Serbia. In the offer of healthy safety foods, an 
important place could be dedicated to fruits and vegetables, meat and processed meat products, eggs, medical 
and aromatic herbs, forest harvests and others. 
 
The other natural resources, gastronomy, and hospitality as tourism 
potentials 
 

Serbia satisfies the majority of requests necessary to do country tourism: it has a preserved nature, 
hospitality, gastronomy, large number of communities that have less than 5000 inhabitants, a tradition in doing 
agriculture and old craftsmanship, connections with local communities and traditional culture, local products, 
and culture (folklore, craft products, practices, and heritage). In the tourism offer of Serbia there are five national 
parks, twenty natural parks, and few localities under the protection of UNESCO.  

 
The water resources of Vojvodina are: rivers Danube, Sava, and Tisa and Lake Palic. The cluster of 

Vojvodina is characterized by multiculturalism and Petrovoradin fortress. Fruska Gora, a mountain in Vojvodina 
represents a unique and a neat landscape, since it is a mountain in the middle of a heath. Characteristic way of 
living, wine and local cuisine differs a village in Vojvodina from other villages in the other parts of the country.    
 

South-east Serbia’s pure nature values such are spas and mineral springs (Soko Banja), lakes (Vlasina lake), 
and mountains (Stara Planina), have potential for becoming interesting destinations. There are also some antic 
monuments such are Felix Romulijana, Medijana-an ancient town near by city of Niš.  

 
Pure nature, crisp waters, sharp mountain edges and cloughs , local foods, and traditional cultural heritage of 

South-east Serbia are favoring the development of country tourism (Vrnjačka banja, Zlatibor Mt., Kopaonik Mt., 
Tara Mt, Guča, Mokra Gora Mt.). Cultural objects are dominated by the monuments dating from middle ages 
(numerous monasteries and churches). Sabor trubača (Congress of trumpeters bands), annually held in small 
place called Guča, has grown out of its local boundaries and became interesting to international tourists, thus 
also popularizing country tourism. On Mokra Gora Mt., the famous movie director Emir Kostunica has founded 
the first ethno-village that uses its natural beauty and some of the food specialties to attract both domestic and 
international tourists.  
 

ENCOURAGEMENT OF PRESERVING NATURAL 
RESOURCES AS AN SOURCE OF  

Serbian`s comparative advantage 
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The development of exclusive tourism as an offer of healthy safety foods and country tourism, through the 
offer of fresh domestic products and tourists’ participation in organic agriculture demands revitalization of 
existing country communities, the forming of eco-villages, and ensuring of revered migrations into the villages. 
It is also important to provide proper education for production of healthy safety foods.   

 
Without integration of marketing, technology, finances, human and other resources, of a large number of 

partners in a chain, there is no organized organic cultivation, and production of healthy safety foods, but there 
can be no eco-tourism just as well. The key partners should be the agricultural households, companies of the 
processing sector, mediators, companies as buyers, individual consumers, scientific institutes, and other 
institutions and organizations from outside the economic sector, and especially from the tourism sector.   

 
The growth of demand for an active vacation is dictating a richer offer of small residing capacities, which 

actually favors country tourism. By renewing old houses, they can be converted into appropriate 
accommodation. By refreshing important historical monuments we can create solid capacities for education, 
science, vacation, and recreational activities. Serbia might have an easy time of meeting these demands if 
appropriate institutions support the idea. The help of local municipalities, investors and creditors, tourism 
organizations, mediators and promoters is necessary for an organized manifestation of country tourism. 

 
By adequate marketing campaign, we will need to attract foreign investors who would support the 

development of eco-tourism in Republic of Serbia, especially investors from countries that are large importers of 
organic foods and most important players in the tourism industry (North America, Japan, Australia, and Western 
Europe). The goal of marketing experts will be creating a national ecological mark as a part of development of a 
domestic brand product and geographical identity. 

 
Serbia still doesn’t have right potentials and the needed infrastructure to attract foreign investments. In 

Czech Republic, the little business owners were the drivers for origination of special shapes of tourism such as 
weekend and shopping tourism. Slovenia has succeeded to, with serious management and small foreign 
investments, position themselves as a destination. Scientific and mass tourism with little foreign capital and ever 
learning management is typical for Bulgaria, which it was actually learning from Turkey.    

 
Marketing strategy of country tourism is a strategy of a single or multiple market segmentation in which’s 

very purpose is concentrated or differential marketing. A product is being modulated by the demands of 
individuals or smaller groups. New electronic technologies are allowing for new channels of distribution and 
retail. Partnerships inside the sector are for the purpose of raising efficiency and success. To be successful in 
country tourism translates to having good relations with local municipalities, and tourist organizations and 
agencies. The economic growth paths are defined high investment and pollution levels (consumption initially 
grows rapidly and then declines as the environment deteriorates), a lower pollution level (resulting in lower 
consumption levels but improving environmental quality and ongoing economic growth), lower pollution levels 
and also lower investment outlays (the environment improves and consumption grows slower until the growth 
rate stops) and a stationary economy (where investment equal depreciation and pollution equals absorption 
capacity at each moment). 

 
Promotion of country tourism should be pointed towards the segments of potential tourists from big cities, 

that live just couple of hours away from the destination. On the other hand, the promotion in other countries 
should be focused on countries that already have a developed sense and need for country tourism such as Great 
Britain, France, Germany, Italy, Austria, and Hungary. The primary long-term goal of promotion of country 
tourism of Serbia is creating a positive image. By forming a network of tourism-oriented-villages and 
destinations, it is possible to create an image abroad, which actually calls for solid cooperation between local 
municipalities and our people living and working abroad. Developing tourism as a brand product of Serbia and 
promoting it internationally doesn’t come easy. However, by riding on the back of international promotion of 
Serbia as a tourism country which was recently aired on CNN, the process of building an image may be that 
much easier.   

 
The primary target markets for country tourism of Serbia are domestic people, foreign residents in Serbia, 

Hungary, Romania, and Bulgaria. The secondary target markets are Greece, Macedonia, Italy, Bosnia, and 
Slovenia. The last group is consisted of Czech Republic, Slovakia, Poland, Austria, and Germany. 
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CONCLUSION 
 

By using natural potentials we open an opportunity for development of new industries and revitalization of 
the neglected ones, such as country tourism, spa tourism, health tourism, organic cultivation, and others. 
Alongside with fresh air and waters, through the offer of healthy safety foods we create conditions for 
development of country tourism, both standard and exclusive eco-tourism. 

 
The largest demand of tourists is for gastro-tours, so the development and production of healthy safety foods 

as a trademark is a milestone of Serbia’s long-term comparative advantage (medical and aromatic herbs, forest 
harvests, fruits and vegetables, meat, eggs, honey). Hunting, fishing, hiking, and riding complement the cultural, 
artistic, and ethno experiences. The beauty of landscapes, tradition, culture, and hospitality of Serbs are quite a 
motive for country tourism in which’s heart is discovering different cultures.  

 
By marketing for attracting investments to organic cultivation and production of healthy safety foods we 

will help: preserving nature, revitalizing of rural roads, preserving spirituality, traditional architecture, 
ethnographic values, traditional Serbian practices an folklore, sales of crafts and others.  
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ABSTRACT 
 

Physician migration is a complex issue that is intertwined with medical education and the possibility of 
perceived opportunities.  Global imbalances in the production of physicians lead to both workforce shortages 
and surpluses that compromise the ability to deliver adequate health care world-wide.  This paper describes the 
current state of physician migration from developing to developed regions, its effects on donor and recipient 
countries, and the regulatory environment within the context of physician migration.  Physician migration 
occurs due to financial, social, educational, and professional factors.  Migration produces many disadvantages 
for the donor region while benefiting the recipient nation.   Managing human capital is necessary in order to 
cure this imbalance. As healthcare evolves, growing technology, such as advances in integrating computer 
applications and telemedicine can potentially ease physician migration and help the countries that are losing 
their human capital.  Global forms of practice and education, based on initiatives such as telemedicine and the 
International Virtual Medical School hold promise of addressing some of these imbalances without requiring 
physicians to leave their countries of origin. Telemedicine can bring world renowned doctors into classrooms all 
over the globe while lowering costs and increasing access to health care for underserved populations.   
Potentially, regulations and policies can be implemented to control migration ethically.  Global statistics and a 
descriptive model based on the literature are presented. 
 

INTRODUCTION 

Physician migration is a multifaceted issue that impacts health capacity across the globe.  Physician migration is 
a serious resource management challenge for under and un-developed nations and regions.  This issue is 
correlated with medical education and migrant physician’s perception of better opportunities.  Imbalances in the 
distribution and migration of physicians are a world-wide phenomenon.  This global imbalance leads to both 
shortages and surpluses in the workforce that compromise the ability to deliver equitable health care world-wide.  
There are various factors why physicians choose to leave their countries of origin to practice in more developed 
countries.  Regulations and policies need to be considered for implementation to control physician migration and 
provide adequate physician training and health care capacity in medically underserved regions around the world. 
  

Physician Migration 

The rapid expansion of healthcare systems in industrialized countries created shortages of trained staff, 
especially physicians.  This was the initial catalyst for movement of health professionals between developing and 
developed countries; over the decades, this phenomenon has increased contributing to the physician ‘brain 
drain.’  International Medical Graduates mainly migrate to the United States, the United Kingdom, and Canada 
with the majority migrating to the U.S. (Bach, 2004).  The number of International Medical Graduates continues 
to increase in which 24 percent of the physicians in the United States are IMGs; one in four physicians in the 
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United States is an International Medical Graduate.  The United States’ physician population has increased by 
over 350,000 physicians from 1970 to 1994.  During this period United States Medical Graduates grew by 91 
percent, however, International Medical Graduates increased by 170 percent (Wollschlaeger, 2006).  
International Medical Graduates have continued to increase the physician population in the United States despite 
the barriers.   
  
The top countries of medical education for International Medical Graduates are India, the Philippines, and 
Mexico.  India composes 24 percent of the International Medical Graduate physicians, the Philippines makes up 
10 percent, and Mexico approximately 7 percent as a percent of total number of physicians (Wollschlaeger, 
2006).  There are 5,334 practicing physicians in the United States who were trained in Africa.  The majority of 
these physicians came from Nigeria, South Africa, and Ghana.  Africa has lost 12 percent of their trained 
physicians due to physician migration.  More specifically, Ghana has lost 30 percent of its medical school 
graduates who now practice in the United States (Hagopian, 2004).  International Medical Graduates that are 
practicing physicians in the United States mainly practice in New York, California, and Florida.  About 39 
percent of practicing physicians in New York are International Medical Graduates.  IMGs compose 23 percent of 
practicing physicians in California and 34 percent of physicians in Florida (Wollschlaeger, 2006).  International 
Medical Graduates will continue to practice outside their countries of origin unless changes are implemented 
across the socio-economic spectrum. 
 
The heavy reliance by the United States, United Kingdom, and Canada on International Medical Graduates 
suggests that they would have significant physician shortages without IMGs (Mullan, 2005).  Therefore, the 
trend of physician migration is very likely to grow in the future.  Proper measures need to be taken in order to 
control the distribution and migration of physicians while providing benefits to both donor and recipient 
countries.   
 
Physician migration is a multifaceted phenomenon that is intimately intertwined with medical education. 
Imbalances in the production of physicians lead to both workforce shortages and surpluses that compromise the 
ability to deliver adequate health care to various regions around the world.  Physician migration from developing 
to developed regions occurs due to financial, social, educational, and professional factors.  It is an old 
phenomenon that produces many disadvantages for the donor region. The difficulties include inequities with the 
provision of health services, financial loss, loss of educated families, loss of potential employers, loss of role 
models and diminished resources with which to conduct medical education (Forcier, 2004). 
 
Physician distribution in certain countries tends to favor urban areas over rural areas; however, distribution 
worldwide tends to favor countries like the United States and other wealthy nations that can offer advanced 
studies in specialty medicine.  Push/pull factors are looked at when exploring the reasons for immigration.  The 
push factors are numerous and differ from physician to physician (Bach, 2004). In fact, there are multiple factors 
that lead to physicians migrating from their countries of origin to other countries to practice medicine.  There are 
general economic inequities, along with medical education systems, skill mix inequities, and payment incentives.  
The health systems in less developed countries need adequate financing and development to keep physicians in 
their communities.  Some physicians are also leaving due to repressive governments and governments who 
under-fund health practices.  Physicians from developing regions are more likely to have limited career 
opportunities, poor working environments, family aspirations, and political aspirations that compel them to 
leave.  In essence, physicians that leave their countries of origin are in search of financial gain, advanced 
education, and an increased chance to practice advanced medicine. Pull factors that attract physicians to host 
countries are the opportunity for advanced training, higher living standards, improved research conditions, and 
enhanced practice conditions.     This phenomenon is known as brain drain (Mullan, 2005).  Figure 1 illustrates 
the factors associated with physician ‘brain drain.’ 
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Figure 1.  Factors Determining the Global Distribution of Physicians. 

 

Physician migration has been studied since the early 1970’s.  On the supply side, many countries suffer from the 
lack of physicians due to migration.  It is an accepted feature of globalization, but with increased migration, the 
countries losing physicians are suffering disproportionately to those countries that are gaining the workforce.  
The physician shortages in developing nations are negatively impacting increasingly aging populations, cases of 
chronic disease that require long term care, unattractive working conditions, and low wages (Forcier, 2004). 
    
Many of the physicians and other health professionals that decide to migrate provide a source of income for their 
families back in their country of origin.  Unfortunately, while the developing countries need physicians, the 
United States, and other medical systems in developed countries are dependent on foreign medical graduates.  
The effects are not as extreme in some countries.  However, regions such as sub Saharan Africa desperately need 
health care workers due to the increase of people affected by HIV/AIDS; the need for health care personnel is 
estimated to be around 1 million in this region (Boufford, 2005). Questions have been raised to the ethical 
standards of wealthy countries and their recruitment techniques when other countries are in need.  Thus, 
decisions need to be made to lessen the impact of physician ‘brain drain’ from less developed countries. The 
playing field for physicians needs to be leveled in order to enable them to stay and practice in their home 
countries.  Approximately 24% of America’s 771,491 physicians received their medical training outside the 
United States, with the majority being trained in low income and lower middle income countries (Hagopian, 
2004).  For example, in Sub-Saharan Africa, the population of the sub-continent totals over 660 million people, 
with a ratio of 13 physicians per 100,000 people.  The United Kingdom has more than 164 physicians per 
100,000 people and the United States has over 279 physicians per 100,000 people (Hagopian, 2004).     
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The United States has several policies that encourage the recruitment of foreign physicians.  The United States 
waives the exchange visitor requirements that would otherwise return international medical graduates to their 
home countries after residency training in exchange for agreements to serve in underserved areas.  There are also 
a variety of conditions which will grant permanent residency to the migrant physician.  The United Kingdom has 
begun to implement policies that address their health care needs as well as adopting methods to help ease the loss 
of physicians from foreign countries.  The U.K. adopted a “Code of Practice” that prohibits its National Health 
Service employers from recruiting health professionals from a list of developing countries (Hagopian, 2004).  
The number of physicians immigrating to the UK has been reduced.  The United Kingdom is one of the first 
countries to recommend an International Code of Ethics prohibiting the recruitment of developing world health 
professionals by wealthy countries.  However, other health systems must learn to address these issues in different 
ways.  The United Kingdom is centralized, while the United States is market driven and less likely to tackle 
these issues (Hagopian, 2004).   
 
The impact on donor and recipient nations needs to be addressed with a clear, ethical approach with international 
cooperation.  There needs to be focus on how the process of international migration of physicians can be 
managed and regulated in ways that provide benefits to both home and host countries.  There have been 
regulations and policies implemented to control the migration of physicians; however these regulations have not 
adequately addressed the issues surrounding the problem (Forcier, 2004).  There are requirements that physicians 
have to fulfill in order to move and work abroad.  These include national regulation governing the issuance of 
work permits, nationality and citizenship requirements, and procedures and tests for applicants.  The General 
Agreement on Trade in Services is one agreement that strives to control the immigration of physicians; however 
it has had little impact on the migration of physicians.  The Code of Practice for International Recruitment of 
Health Workers’ main focus is to discourage physician recruitment from countries that are experiencing 
shortages.  There are a number of principles that guide international recruitment.  For example, host countries 
should not seek to recruit physicians who have an outstanding obligation to the home country and they should 
inform migrants of their rights and job requirements.  International recruitment of physicians should be based on 
mutuality of benefits to host and home countries (Forcier, 2004).  There are some policies that force International 
Medical Graduates to return to their country of origin to practice medicine.  There have also been approaches 
that consist of compensating the developing country for their losses in terms of costs of education and training 
and the value of health care services that could have been provided if the physician had not left the country 
(Forcier, 2004).  However, it is difficult to evaluate a country’s loss. 
 
Home countries that are experiencing ‘brain drain’ need to reform their education system, improve the pay and 
working conditions, and implement strategies that encourage physicians to return to their home country.  For 
example, revising the educational curriculum, making medical training more responsive to the needs of the home 
country’s population, offering housing, social advantages, and improved pay and security can help to attract and 
retain physicians (Forcier, 2004).  Host countries should set up projects of shared learning with home countries 
and support the transfer of medical technology to home countries in order to provide benefits to the physician 
home country as well.   
 
Telemedicine is a great way to retain physicians in home countries.  Telemedicine is the use of information 
technology to provide patient care and share clinical information from one geographic location to another.  It can 
lower costs and increase access to health care (Forcier, 2004).  Telemedicine can be used to effectively train 
physicians to care for the people in their countries without having to migrate to another country to get the proper 
training.  Another way to retain physicians in the home country would be to offer scholarships to medical 
students in home countries that state that after completion of medical training the physician is required to 
practice in the home country for a certain number of years.  Medical students could choose to pay a high tuition 
fee or sign a contract to practice in a public facility in the home country (Forcier, 2004).   
 
There needs to be increased development in communication, schools, facilities, more focus on recruitment, 
training, and placement strategies, greater opportunities for education, and financial incentives for physicians in 
developing countries.  The United States should not prohibit its own physicians from practicing across borders so 
that the U.S. physician workforce could redistribute itself more efficiently especially if a disaster occurred.  An 
international code with ethical guidelines for recruiting physicians from less developed countries should also be 
endorsed.  This code should guide the ethical recruitment of physicians and other health professionals.  The 
global distribution of health care and human resources to provide care should only be achieved fairly through the 
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development of principles and policies based on international collaboration.  The selection and recruitment 
process should be fair, the terms of employment and length of stay should be clearly defined, and a continued 
interaction should take place even after the migrant returns to their home country (Forcier, 2004).  This will help 
to establish long-term partnerships between donor and recipient countries which could help with funding and 
training to strengthen research, clinical training and teaching infrastructure of institutions in the developing 
countries. 
 

CONCLUSION 

Physician migration is a serious issue that affects regions world-wide.  Developing regions are losing 
valuable health services, educated families, potential employers, and taking a financial loss.  Developed regions 
are gaining physicians in specialty areas, along with physicians willing to practice in rural and underserved 
areas.  This imbalance needs to be addressed in an ethical and fair manner.  Regulations, policies and incentives 
should be researched and developed within an international cooperative and linked to national systems in order 
to effectively manage physician migration.  This is a global management issue that requires a global solution. 
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ABSTRACT 

 
Though there are many problems in making comparisons across business schools, there are some universal 
yardsticks for measuring quality in business education, and one such criterion is “Pedagogy” used at B-Schools. 
Each Institute needs to develop a framework on Pedagogy and to try and implement the same. The paper is 
based on survey conducted at a B-School in India with the objective to understand which are the more frequently 
used pedagogies across courses; which pedagogy according to students provides greater learning and generates 
more interest in the course; also to try and analyze whether there is a difference in the pedagogy being used to 
teach the hard and soft courses and if so is there a scope to teach them differently. The sample consisted of Ist 
Year (108 students) and IInd Year (137 students) MBA Students, who responded to a questionnaire developed to 
ascertain the different types of pedagogies used at the B-School and their appropriateness from the student’s 
view point.    
 

 
SOME FACTS REGARDING MANAGEMENT EDUCATION 

IN INDIA 
 
Outside the US, India now trains the largest number of MBAs with about 1,00,000 degrees annually.. 
 
Indian government liberalized business education market over the 1990s, resulting in rapid growth of B-schools 
offering programmes at both under-graduate and graduate levels.  
 
Indian B-Schools have sought to replicate the US based organizational, pedagogical, curricula, industry-
interface, and academic research models, but are struggling to introduce several adaptations because of 
differences in the work-culture systems. 
 
Importance of Pedagogy in Management Education 
 

The 20th century has been termed as the ‘Knowledge Century’.  The market trends and dynamics 
indicate that the demand for education is growing. There is increasing competition among management 
institutions creating a higher need for differentiation among institutions. The rapid growth and proliferation of 
business schools, has led to the emergence of some schools having dubious quality – and business education has 
come under scrutiny.  According to Gupta et al. (2003), although there are many problems in making 
comparisons across business schools, there are some universal yardsticks for measuring quality in business 
education, and the common ones are: (1) Quality of students including the admission process, (2) Pedagogy, (3) 
Placement (4) Faculty development and (5) Infrastructure.  
 

Wren et al (1994) stated that Business schools are expected to be "professional" in the sense that their 
mission is primarily to prepare people to practice their skills in the business world. In examining the literature, 
however, there are sentiments among both educators and business leaders that business schools and/or 
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management professors overemphasize research, theory, and quantitative analysis in order to achieve academic 
respectability at the expense of not producing managers who are equipped for the practice of management. A 
large body of literature on the transfer of learning suggests that students' ability to use the concepts to deal with 
problems they will face in the workplace is clearly influenced by the pedagogical techniques employed by their 
instructors (Gagne, 1985). If the goal of teaching is to promote learning, than the role the teacher takes to 
accomplish that goal changes considerably. The teacher is no longer an exclusive content expert or authoritarian 
classroom manager. He has to lecture less and be much more around the classroom than in front of it. The focus 
has to change to Learning-by-doing. Learner-Centered teachers make essential contributions to the learning 
process. (Weimer, 2002) 

 
According to Gupta et al (2003) considerable diversity exists in the pedagogical approach. The case-

based and experiential approach is not universally used. In traditional business schools, curriculum is influenced 
by the traditional syllabi-oriented academic pedagogy. The faculties rush through topics with a view to complete 
the course, and deliver lectures using the material given in the books. There is often only a limited emphasis on 
the development of critical and analytical reasoning and a sense of scientific inquiry, observation, problem 
diagnosis, and problem solving. Consequently, these graduates show deficient technical and social skills; and 
demonstrate a theoretical and self-oriented attitude. Each Institute needs to develop a framework on Pedagogy 
and to try and implement the same. This will help them to design a direction which they need to travel on so as 
to become a ‘Learner Centered Institution’. The author has attempted to provide a framework on Pedagogy 
which is given at the end of the paper. 

 
The choice of a suitable pedagogy by a faculty depends upon many factors such as the learner, the 

nature of the subject and topic, the facilities available, the institutional philosophy and above all the attitude of 
the faculty. Some of the commonly used pedagogies in a Management Institute are: Lectures; Cases; 
Simulations; Exercises; Instrumented Feedback; Role-Plays; Field Trips; Projects (Library/Field); Assignments; 
Experience Sharing by Practitioners; Debates; Panel Discussions and Presentations. Each pedagogy has its own 
advantages and disadvantages. However, what needs to be kept in mind is the fact that we need to generate 
interest in the course and make learning a pleasurable exercise so that the student is motivated to learn.  Another 
point to ponder upon is whether the focus is only on teaching theories and principles or do the faculties also 
emphasize ‘practice’, i.e. application of the theories to real-life situations. Most B-Schools which fail to be 
quality schools are the ones that do not give importance to ‘practice’, it is very essential for faculties of a good 
B-School to keep themselves updated with the latest ‘practices’ in the industry related to their areas of 
specialization and incorporate the same in their sessions. Academic intransigence, the ‘publish or perish’ 
syndrome, faculty complacency, and poor preparation of those who are to teach are among the reasons given for 
the gap between theory and practice (Wren et al, 1994). 

 
The emphasis on pedagogy as a determiner for effective learning process and its role in as a criterion for 

measuring quality in business education, led the researcher to undertake a study of pedagogy at a reputed B-
School in India.  

 
Research Design 
 

A survey was carried out amongst students of an MBA Institute of a private University in India. The 
Institute ranks amongst the top twenty B-Schools in India and carries out regular curriculum review. The 
Research question which the survey aimed to find answers to were (1) which are the more frequently used 
pedagogies across courses; (2) which pedagogy according to students provides greater learning and generates 
more interest in the course; (3) also to try and analyze whether there is a difference in the pedagogy being used 
to teach the hard and soft courses and if so is there a scope to teach them differently; (4) to offer suggestions to 
improve the pedagogy at the Institute (more learner oriented)  and identify training/development needs of the 
faculty  to provide the appropriate pedagogy  being suggested. This paper provides discussion on only the first 
two research question given above.  
 
Sample 
 

108 First Year Students      (2 Year MBA Programme) 
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137 Second Year Students (           ”        )  
 
Methodology  
 

A questionnaire was designed giving a list of pedagogies and students were asked which of these 
pedagogies were being used across courses and then on a 5 point scale to rate which pedagogies they felt were 
appropriate for which course. The students assessed 13 pedagogies and their use in 22 core courses in the First 
Year of the MBA Programme and 42 electives and core courses offered in the Second Year of the MBA 
Programme.  
 
Data Analysis 
 

The data collected through questionnaires was tabulated using MS Excel Spreadsheet. The analysis was 
done in two parts. Part 1 analyzed which of the 13 pedagogies mentioned in the questionnaires were being used 
in a course. The percentage of students saying, “YES” to a particular pedagogy being used in the course was 
tabulated.  
 

Part 2 of the analysis dealt with rating given by students regarding the appropriateness of the 
pedagogies for a particular course using a 5-point scale. The appropriateness of the pedagogy was defined as one 
through which maximum learning took place and one which generated maximum interest in a course, keeping 
the nature of the course in mind. On the 5-point scale ‘1’ indicated inappropriate pedagogy and ‘5’ indicated the 
most appropriate pedagogy for the course. The data was then tabulated by calculating the weighted average for 
a particular pedagogy regarding its appropriateness.  

 
Analysis Of MBA-I Courses At The B-School In India 
 

First Year Courses in the MBA Programme constitute the Core Courses and focus on the providing the 
‘concepts’ to the freshers. The Core Courses provide the foundation to the students and tend to be more 
theoretical. For most of the students it is the first exposure to ‘management concepts’ and they soon realize that 
it is not the same as going through an undergraduate course where they are spoon-fed. In the post-graduate 
courses the onus of learning lies with the student and more so in a management programme.  There has to be an 
emphasis on the development of critical and analytical reasoning and a sense of scientific inquiry, observation, 
problem diagnosis, and problem solving. Consequently, these graduates need to be proficient in technical and 
social skills; and demonstrate a theoretical and self-oriented attitude. Thus, there has to be an equal emphasis on 
theory and application. We need to create a climate that encourages students to become responsible, autonomous 
learners. As mentioned earlier the choice of a suitable pedagogy by a faculty depends upon many factors such as 
the learner, the nature of the subject and topic, the facilities available, the institutional philosophy and above all 
the attitude of the faculty.  
 

The data analysis of the Pedagogies being used across courses in the MBA-I, showed that ‘Lecture’ was 
the most widely used pedagogy by faculty, followed by ‘Cases’. As discussed, the first year courses are the 
foundation courses and more conceptual in nature thus ‘Lecture’ as pedagogy appears to be quite appropriate. 
Students rank lecture method as number the 1 pedagogy being used across courses (79.29%) followed by ‘Cases’ 
as the second most frequently used pedagogy across courses (71.74%).   Case Method is a widely used pedagogy 
in B-Schools and a conscious decision has been taken by the Institute to ensure that at least 20% of the sessions 
are taught using cases. Both these pedagogies are also rated high on a 5-point scale by students for their 
appropriateness as pedagogies for teaching in an MBA Programme.  (3.48 & 3.44 respectively). 
 

Interestingly the other pedagogies adopted by the faculty and their appropriateness according to the 
students is almost identical. The three other pedagogies, which are frequently used, are Presentations by Students 
(52.14%, 2.69); Projects (43.79%, 2.95) and Experience Sharing by Practitioners (19.92%, 2.38).  
 
Table-1 below gives the data for Top Five Pedagogies Being Used by Faculty & Considered Most Appropriate 
by Students 
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Table 1:  RANKING OF PEDAGOGY ACROSS Ist YEAR COURSES 

 

PEDAGOGY PERCENTAGE OF 
EXISTING 

PEDAGOGY 
BEING USED 

RANK WEIGHTED AVERAGE FOR 
APPROPRIATENESS OF 
PEDAGOGY (1-5 Scale) 

RANK 

Lecture 79.29 I 3.48 I 

Case 71.74 II 3.44 II 

Presentation by 
Students 52.14 III 2.69 IV 

Projects 43.79 IV 2.95 III 

Experience Sharing by 
Practitioners 19.92 V 2.38 V 

 
If we analyze we find that except for ‘Lectures’ all the other pedagogies also aim at providing the students with 
an understanding of the practical application of the theories/concepts. This is indeed very important for two 
reasons, one, they facilitate learning in individual and collective contexts and two, they are more interesting for 
the students.  
 
There appears to be a good mix of pedagogy across courses. The use of multiple teaching techniques increases 
the likelihood that a transfer of learning will occur and can be used to supplement theory. Of course there is a 
variation across courses and the faculty need to look into it and design their mix of pedagogy in such a manner 
that there is a balance of theory and application.  
 
However, some of the newer pedagogies are not being tried out by the faculty such as Computer Simulations; 
Exercises & Role-Plays; Debates; Panel Discussions; Instrumented Feedback; Films, wherever it is possible to 
use them (see Table 2). This requires some thought because these are pedagogies, which make sessions more 
interactive, focus more on learning-by-doing and help develop the analytical and problem-solving skills of the 
students, which the organizations demand today.  
 

Table 2: RANKING OF NEWER PEDAGOGY ACROSS Ist YEAR COURSES 
 

PEDAGOGY  PERCENTAGE OF 
EXISTING 

PEDAGOGY 
BEING USED 

RANK WEIGHTED AVERAGE 
FOR APPROPRIATENESS 
OF PEDAGOGY (1-5 Scale) 

RANK 

Films 11.28 VIII 1.12 XI 

Exercises/Role-Plays  15.24 VII 1.15 X 

Computer 
Simulations 7.79 X 0.94 XII 

Instrumented 
Feedback 7.04 XI 0.86 XIII 
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Industry Visits 5.52 XIII 1.64 VII 

Library Assignments 18.21 VI 1.36 VIII 

Debates 11.12 IX 1.27 IX 

Panel Discussion 5.68 XII 1.88 VI 

 
 One major area where the Institute under study lacked, was in providing the students the opportunity to 

get some hands on experience through Industry Visits. The percentage of ‘Industry Visits’ as pedagogy being 
used by the faculty was a meager 5.52%. Students have rated it at 1.64 on a 5-point scale for its appropriateness 
as an effective pedagogy for learning. This gap needs to be taken care of so that students are able to see how the 
concepts being taught to them in classrooms can be or are being put into practice. The point that needs to be 
debated is ’why these latest pedagogies are not being adopted by the faculty?’ Some of the reasons could be: 

 
o Resources (administrative constraints; cost involved; availability; available session time) 
o Exposure of faculty to newer pedagogies 
o Nature of the course 
o Complacency of the faculty to use conventional & tried pedagogies 
o Faculty orientation – focus on theory 

 
There is a need to keep up with the latest pedagogy, which add a lot of value and also make the sessions 

more interesting there by motivating students to learn.  
 

Analysis Of MBA-II Courses At The B-School In India 
 

The second year courses consist of a few Core Courses like Business Law and Strategy and remaining 
are Electives (Specialization and General). The Second Year Courses need to be more oriented towards 
developing the skill base of the students in their respective areas of specialization. They should be able to 
strengthen their knowledge base developed in the first year and widen the scope by focusing on its ‘application’ 
aspect to their courses in specialization.   Since the emphasis is more on the development of critical and 
analytical reasoning and a sense of scientific inquiry, observation, problem diagnosis, and problem solving; the 
pedagogy for specialization courses needs to be more ‘practice oriented’.   
 

The data analysis of the Pedagogies being used across courses in the MBA-II showed that ‘Lecture’ 
(33.73%) was the most widely used pedagogy by faculty, followed by ‘Cases’ (27.30). This goes to show that 
the faculty does not appear to change their style of teaching from the way they teach first year courses. There is 
no doubt that Lectures and Cases are very important pedagogies (even the students have ranked them Ist and 
IInd) since we cant completely do away with concepts and theory but probably their has to be something more 
than just transfer of theory at this stage. The students at this stage need to be able to analyze and solve problems, 
they should be encouraged to probe and their reasoning should be questioned. This means that there is a need to 
go beyond just lectures and make the sessions more interactive and application oriented.  
 

Table-3 below gives the data for Top Five Pedagogies Being Used By Faculty & Considered Most 
Appropriate By Students and there is no change in the way the second year courses are handled by the faculty or 
in the perception of the students regarding their appropriateness from the Ist year courses.  
 



532 ©Copyright 2007 by the Global Business and Technology Association 

Table 3: RANKING OF PEDAGOGY ACROSS IInd YEAR COURSES 
 

PEDAGOGY 

 PERCENTAGE OF 
EXISTING 

PEDAGOGY 
BEING USED 

RANK 
WEIGHTED AVERAGE 

FOR APPROPRIATENESS 
OF PEDAGOGY (1-5 Scale) 

RANK 

Lecture 33.73 I 3.29 I 

Case 27.30 II 3.01 II 

Projects 24.08 III 2.65 III 

Presentation by 
Students 17.63 IV 2.01 IV 

Experience Sharing 
by Practitioners 10.33 V 1.97 V 

 
Interestingly pedagogies such as Industry Visits, Exercises and Role-Plays, Computer Simulations find 

very low preference both by faculty and students. This is a clear indication that ‘growing up’ process is not 
taking place. Faculty has to differentiate between the way they teach Ist Year and IInd Year Courses, between 
Core Courses and Specialization Courses.  

 
There is no attempt by faculty to move away from the use of these traditional pedagogies for newer more 
innovative pedagogies. Where as since IInd Year Courses are specialization courses they have smaller 
registration of students in most cases and it provides the opportunity to the faculty to be innovative and to try out 
new pedagogies. 
 
Table 4 below gives the ranking of newer pedagogies across IInd Year Courses.  
 

Table 4: RANKING OF NEWER PEDAGOGY ACROSS IInd YEAR COURSES 
 

PEDAGOGY 

 PERCENTAGE OF 
EXISTING 

PEDAGOGY 
BEING USED 

RANK 
WEIGHTED AVERAGE 

FOR APPROPRIATENESS 
OF PEDAGOGY (1-5 Scale) 

RANK 

Films 6.06 VII 0.80 VIII 

Exercises/Role-
Plays  4.16 VIII 0.83 VII 

Computer 
Simulations 1.28 X 0.53 XI 

Instrumented 
Feedback 1.14 XII 0.32 XIII 

Industry Visits 1.06 XIII 0.78 IX 

Library 
Assignments 6.85 VI 1.02 VI 

Debates 2.87 IX 0.58 X 
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Panel Discussion 1.18 XI 0.41 XII 

 
One very important observation is that ‘Industry Visits’ are not considered an important source of 

teaching-learning process in the Second Year. This is very disturbing since this is the time when students would 
be preparing for placements and the more the exposure and interaction with the industry the better it would be. 
 

CONCLUSION 
 
 The data analysis and insights from studying the pedagogies at different Institutes brings us to certain 
conclusions. Firstly, that there has to be a balance between teaching ‘theory’ and teaching ‘practice’.  Secondly, 
that Institute needs to develop a Philosophy for the ‘Teaching-Learning Process’. Thirdly, the pedagogy has to 
be designed keeping the uniqueness of the course and the uniqueness of the instructor in mind.  
 
 Knowledge is available through books; value is through the instruction process, this is why Pedagogy 
plays such an important role and multiple questions need to be answered: 
 

• How do we look at the ‘Teaching-Learning Process’? 
• What are we teaching – ‘Theories and Principles’ or ‘Practice’ or ‘Both’? 
• How do we need to develop ourselves (faculty) to teach ‘practice’? 
• How do we develop ourselves (faculty and the Institute) in the pedagogy’s being used? 
• How do we develop a course over a period of time, innovations etc? 
 
Thus in conclusion it can be said that there is a need to move towards a Learner-Centered Approach to 

teaching. The pedagogy hence requires a balance between ‘theory’ and ‘practice’. The courses have to generate 
an interest amongst the students and provide them skills relevant to business such as a sense of scientific inquiry, 
observation, problem diagnosis, and problem solving. More emphasis needs to be put on learning-by-doing. 

 
Limitations of the Study 
 
 The basic limitation of the study is that the sample is taken from just one B-School in India and thus it 
would not be appropriate to generalize based on this limited sample. Secondly the method of data analysis is 
limited to weighted average and requires some more detailed analysis. It is also needs to be borne in mind that 
the paper evaluated only the quality of business education not excellence in business education. High quality 
cannot per se be equated to excellence which is only possible if business education meets the needs of society – 
the needs of various stakeholders - students, businesses, and the supporting community.  
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Suggested Pedagogy Framework 
Determination of Institutional Philosophy 

• The Institute should decide on the focus of the Learning Process – It can be four step process 
• Theory 
• Practice 
• Problem-Solving  
• Solution Implementation 

• Self-learning orientation amongst students. 
• Collective construction of knowledge. 
• Inclusion of new pedagogies like Computer Simulations, Instrumented Feedback etc. 

 
Determination of Specific Curriculum Requirements 

• Scope for using varied and modern pedagogies. 
• Competency focused or Business solution focused. 
• Assessment requirements. 
• Credit hours per course/Number of sessions to be offered. 
• Classroom sessions vs. Field Visits/Learning by Doing. 
• Active Learning vs. Passive Learning. 
• Allegiance to content.  

 
Teaching-Learning Process Requirement Analysis 

• Student characteristics (Fresher vs. Experienced; Maturity (Level of Learning Skills) ; 
Attitude; Background; Ownership for learning; Discipline level; Student Cohesiveness; Task 
Orientation; Innovative; Satisfaction) 

• Institutional Environment (Infrastructure; University vs. Private Institution; Autonomy; 
Quality; Policies and Practices; Politics; Options for learning; Role of Management) 

• Course Characteristics (Theoretical, Quantitative, Practice Oriented; Content; 
Assessment criteria; Scope for student involvement; Rigor) 

• Faculty Characteristics (Facilitative Role; Guide; Empower; Consistency in word and 
deed; Attitude towards teaching and the taught; Open to change; Innovative; Level of 
Commitment; Extent of updating 

 
Classroom Structuring 

• Preparation for the session 
o Design of the session (Theoretical Inputs, Case, Activity, Experience Sharing, Q & 

A, Quiz) 
o Material (Handouts, Caselet, Exercise, Questionnaires etc.)  
o Check on Audio-Video Equipment 

• Delivery  
o Pace  
o Communication (Clarity, Concise, Grammatically Correct) 
o Body Language 
o Checking for understanding 
o Involving students  

• Content 
o Is complex content equal to rigor? 
o How much content is enough? 
o Is the focus on memorizing & forgetting? 
o Emphasis on ‘Education by Inoculation’ or ‘Life-Long Learning’? 
o Emphasis on ‘Information management skills’ or ‘Information acquisition skills’? 
o Establishing a knowledge base and/or developing learning skills? 
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ABSTRACT 
 
 This paper develops an aggregated information technology (IT) checklist in order to manage the 
operational risks in an organization, especially caused by the information systems and technology infrastructure. 
The study addresses the issue of that the IT Governance frameworks and standards (information control models) 
respond different level of operational risks and need to be harmonized. The definition of risk and operational 
risk are discussed, a gap analysis between the information control models (ICMs) is performed, and the 
aggregated IT checklist for operational risk management (ORM) is proposed by mapping the control objectives 
in ICMs to the operational risk categories described in Basel II as loss event types. Managerial impacts of the 
checklist are discussed considering the audit implications of the checklist. 
 
 

INTRODUCTION 
 
 Since Basel II requires supervisory review process including the assessment of the control environment, 
it is also required that supervisors should consider the quality of the bank’s management information reporting 
and systems, the manner in which business risks and activities are aggregated, and management’s record in 
responding to emerging or changing risks (Basel Committee, 2004, p.751). In addition, Basel II requires, but not 
limited to, that the bank should have clear and effective policies, procedures, and information systems to monitor 
compliance with … (Basel Committee, 2004, p.496), that each supervisor will develop detailed review 
procedures to ensure that banks’ systems and controls are adequate to serve … (Basel Committee, 2004, p.6 & 
p.389), and that management must also ensure, on an ongoing basis, that the rating system is operating properly 
(Basel Committee, 2004, p.439) in different sections. However, the methodologies, frameworks, or standards to 
be referred as baseline during the supervisory review process on the effectiveness of the above mentioned 
systems have not been discussed in Basel II. In addition, Basel II is effective from 1 January 2007 in the 
European countries. However, Banking Regulation and Supervision Agency (BRSA) in Turkey announced in 
May 2005 that Basel II regulations for Turkish banking sector will be effective beginning from 1 January 2008 
within an ongoing process. Therefore, the aim of this paper has been determined as to assess whether ICMs are 
appropriate for controlling the operational risks and to integrate and harmonize them are in order to project an 
aggregated IT checklist for ORM. 
 

LITERATURE REVIEW 
 
 The term risk is used universally, but different audiences often attach slightly different meanings to it 
(Kloman, 1990). Although there are many variations in how risk is defined, the following definition succinctly 
captures its essence: risk is the possibility of suffering loss (Dorofee, 1996). This definition includes two key 
aspects of risk: (1) some loss must be possible and (2) there must be uncertainty associated with that loss. Thus, 
risk is subdivided into two types: speculative risks and hazard risks (Young, 2001). With speculative risk, you 
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can realize a gain, improving your current situation relative to the status quo. At the same time, you have the 
potential to experience a loss. In contrast, hazard risk only has potential losses associated with it and provides no 
opportunity to improve the current situation. 
 
 All forms of risk comprise common elements (Alberts, 2006). These four basic components of risk are: 
(1) context, (2) action, (3) conditions, and (4) consequence. Context is the background, situation, or environment 
in which risk is being viewed and defines which actions and conditions are relevant to that situation. The action 
is the act or occurrence that triggers risk. Whereas the action is the active component of risk, conditions 
constitute risk’s passive element. They are defined as the current state or the set of circumstances that can lead to 
risk. Conditions, when combined with a specific triggering action, can produce a set of consequences, or 
outcomes. Consequences, the final element of risk, are the potential results or effects of an action in combination 
with a specific condition(s). 
 
 Figure 1 illustrates how the four elements of risk are translated to operational risk and shows the 
relationships between controls, triggers and vulnerabilities, and impacts (Alberts, 2006). Controls are the 
circumstances that propel a process toward fulfilling its mission. They include the policies, procedures, practices, 
conditions, and organizational structures designed to provide reasonable assurance that a mission will be 
achieved and that undesired events will be prevented, detected, and corrected (ITGI, 2005). Controls can help 
reduce risk by eliminating a triggering event, monitoring for the occurrence of a trigger and implementing 
contingency plans when appropriate, reducing vulnerability, and reducing potential impacts. 
 

Figure 1: Controls and Operational Risk 

 
 
 King (2001) defines operational risk as the risk not related to the way a firm finances its business, but 
rather to the way a firm operates its business. He offers an alternative definition: operational risk is a measure of 
the link between a firm’s business activities and the variation in its business results. When the Bankers Trust 
began its study of operational risks in the early 90’s, their definition of operational risks (Hoffman, 2002) was 
more or less “everything which is not market or credit risk”. They decided to define some risk classes such as 
people, relationship, technology and processing, physical, and other external risks. 
 
 Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, 
people and systems or from external events, resulted from an industry study performed by the British Bankers’ 
Association, the International Swaps and Derivatives Association, Risk Management Association, and 
PricewaterhouseCoopers in 1999 (BBA, ISDA, RMA & PwC, 1999), as affirmed in Basel II (Basel Committee, 
2004) and referred by Netter & Poulsen (2005). Beyond the rules and the modeling requirements for measuring 
the regulatory capital required to cover operational risk properly, the Basel Committee acknowledges a particular 
attention to the management of this risk by illustrating this concern in the document entitled “Sound Practices for 
the Management and Supervision of Operational Risk” published by the BIS in 2002 referring Basel I (Chapelle, 
2005). 
 
 In addition, BRSA (2001) describes the operational risk as the risk of loss arising from errors and 
omissions caused by breakdowns in the internal controls of the bank, the failure of the bank management and 
personnel to perform in a timely manner, or mistakes made by the bank management, or breakdowns and failures 
in the IT system, and events such as major earthquake, major fire or flood. As seen in the definition, the 
operational risk is detailed by BRSA considering the possible effects of IT on the business operations and the 
trigger effect of the operational risk on other risks such as business risks. BRSA (2006a) lists examples such as 
that AT&T has experienced a main switch problem in 1998 where many credit cards were out of function for 
over 18 hours and Imar Bank has built a fraudulent double booking system in 2003, for the operational failures 
and frauds based on IT. BRSA (2006b) has also published the Regulation on Information Systems Assurance in 
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the Banks for assurance of the information systems. The regulation refers (BRSA, 2006b, p.19) to Control 
Objectives for Information and related Technology (CobiT) framework while assuring the IT infrastructure of 
the banks, and requires that the periodic IT audits including the IT based applications controls within the banking 
business processes are performed beginning from 2007. 
 
 Moreover, the attention has shifted towards the risk management of operational risk because of that 
events due to operational risk can have a devastating impact on the operations of banks. Famous cases are 
Barings’ insolvency, the Allied Irish Banks’ loss of 750 million dollars due to rogue trading, and the 2 billion 
dollars settlement of class action lawsuit against Prudential Insurance due to fraudulent sales practices over 13 
year (Mürmann & Öktem, 2002). Thus, operational risk has become an important part of financial institution risk 
management efforts partly because it was highlighted by the Basel Committee and Section 404 of Sarbanes-
Oxley, and because of the disruptions associated with the September 11 attacks. Though some still doubt 
whether it is material or even can be measured, financial institutions increasingly allocate capital to operational 
risk. For instance, a survey by Oliver Wyman and Company of ten large international banks found that they 
allocate 53% of their economic capital to credit risk, 21% to market risk and asset-liability rate risks, and 26% to 
operational and other risks (Carey & Stulz, 2005). 
 
Basel II and Operational Risk Categories 
 
 The fundamental objective of the Basel Committee in Bank for International Settlements (BIS) to revise 
the 1988 Basel Accord and to publish the Basel II, has been defined as to develop a framework that would 
further strengthen the soundness and stability of the international banking system while maintaining sufficient 
consistency that capital adequacy regulation will not be a significant source of competitive inequality among 
internationally active banks (Basel Committee, 2004, p.4). The first pillar presented as minimum capital 
requirements pillar in Basel II, presents the calculation of the total minimum capital requirements for credit, 
market, and operational risk (Basel Committee, 2004, p.40). 
 
 For the purposes of internal ORM, the banks must identify all material operational risk losses consistent 
with the scope of the definition of operational risk and the loss event including those related to credit risk (Basel 
Committee, 2004, p.673). Table 1 (RMG, 2002) represents the operational risk loss information that the 30 
contributing banks were able to supply according to the loss event types (Basel Committee, 2004, annex.7). 
 

Table 1: Frequency Severity Matrix for Basel II Loss Event Types 
(in percentages) 

Loss Event Type Event Number Loss Amount 
Internal Fraud 2.72 10.66 
External Fraud 36.39 20.32 
Employment Practices and Workplace Safety 2.71 2.92 
Clients, Products & Business Practices 6.39 27.51 
Damage to Physical Assets 4.48 3.02 
Business Disruption and System Failures 5.32 0.82 
Execution, Delivery & Process Management 41.99 34.75 

Source: QIS2 Results (RMG, 2002) 
 
Information Control Models 
 
 These regulations, definitions and attitudes published by BIS, BRSA, and other stakeholders lead us to 
answer whether current ICMs are applicable for controlling the operational risks defined in Basel II. The 
organizations are increasingly exposed to various operational risks related to the use of IT, e.g. virus attacks, 
unauthorized access to data, breakdown of infrastructure, system and infrastructure contingency, performance 
problems. To prevent such risks efficiently, the banks are forced to identify, analyze and valuate potential IT 
related operational risks and should implement appropriate IT Governance (Jochum, 2006) in order to provide a 
controlled IT framework to the business processes since IT Governance enables an organization to attain three 
vital objectives: regulatory and legal compliance, operational excellence, and risk optimization. 
 



538 ©Copyright 2007 by the Global Business and Technology Association 

 However, the organizations can ease their venture into IT Governance that ensures that the enterprise’s 
IT sustains and extends the organization’s strategies and objectives (ITGI, 2005), by leveraging various industry 
standard frameworks. Champbell (2003) categorizes over 50 ICMs under following subcategories: control 
objectives communities, principles communities, capability maturity communities, checklists, risk management 
frameworks, and taxonomies. Most frameworks provide requisite support materials in the form of roadmaps, 
guides, templates, libraries, and samples. While these are not turn-key methodologies that will embed IT 
Governance into the organization, the frameworks provide a foundation for creating a governance structure. 
Therefore, the organizations are arguing to harmonize and integrate the leading frameworks to achieve greater 
compatibility. The ICMs covered in this study are listed in Table 2. 
 

Table 2: Information Control Models 

 Information 
Control Model Sponsoring Organizations 

Control 
Objectiv

e 

1 CobiT Information Systems Audit and Control Association (ISACA) 
Information Technology Governance Institute (ITGI) 215 

2 BS7799 British Standards Institute (BSI) 
International Electrotechnical Commission (IEC) 127 

3 ISO27001 International Electrotechnical Commission (IEC) 
International Organization for Standardization (ISO) 133 

4 ITIL United Kingdom’s Office of Governance Commerce (OGC) 140 

5 COSO Committee of Sponsoring Organizations of the Treadway Commission 
(COSO) 39 

 
 

METHODOLOGY 
 
Mapping Information Control Models to Operational Risks 
 
 Each and every control objective in ICMs, which are covered in this study, have been mapped to the 
seven loss event types defined in Basel II (Basel Committee, 2004, annex.7), which are also operational risk 
categories (Basel Committee, 2004, p.669). In the same way, each and every control objective in ICMs have 
been mapped to the three control types defined by ITGI (2005): preventive, detective, and corrective. In order to 
able to scale the contribution level of each ICM and the penetration level of each control objective smoothly, 
one-to-one mapping has been performed. However, one-to-one mapping caused underestimating the secondary 
mapping alternatives since control objectives may have impact on other operational risk categories additionally 
in different control types. 
 
 Therefore, the loss event type activities exampled in Basel II have been extended in order to cover the 
context, domains, controls and IT based activities in ICMs so that a guideline for mapping is prepared. For each 
loss event type, following activities have been added: 

• Internal Fraud: Roles and responsibilities, segregation of duties, data ownership, user account and 
identity management, promotion to production, logging mechanism 

• External Fraud: Contracted staff security, external network security, exchange of data 
• Employment Practices and Workplace Safety: Organizational structure, staffing, competencies, staff 

evaluation, training 
• Clients, Products & Business Practices: Policies, procedures and standards, control environment, IT 

strategy and business practices alignment, IT risk management, IT supervisory and advisory boards, IT 
budgeting, enterprise IT models (business / technical requirements), portfolio management, value 
management and delivery, resource management, database management, data classification, data 
confidentiality 

• Damage to Physical Assets: Site selection and layout, external facilities, offsite storage, media library 
management, access to physical assets and sensitive documents, disposal 



 ©Copyright 2007 by the Global Business and Technology Association   539 

• Business Disruption and System Failures: Disaster Recovery Plan, Business Continuity Plan, 
configuration, infrastructure, incident, problem and change management, service desk, development 
activities, release and distribution, update and upgrade, testing, back-up and recovery 

• Execution, Delivery & Process Management: Service Level Agreements, performance monitoring, key 
personnel, scheduling, reporting, data integrity, data processing 

 
 While mapping the control objectives to the operational risk categories, we organized a workshop in 
order to ensure the reliability of the study. External IT auditors from consultancy services, internal auditors from 
business world, and professionals from academic institutions participated to the workshop and served as judges 
by assessing the proposed mappings between control objectives in CobiT, operational risk categories and control 
types. Since other ICMs have been mapped to CobiT (ITGI, 2006 and ITGI, 2007), we assessed only CobiT and 
Basel II mapping in the workshop. 
 
Gap Analysis 
 
 After mapping control objectives in ICMs to the operational risk categories and control types, a 
contribution level of each ICM for each operational risk category has been calculated using following formula: 
 
CL ICM = CO R / COT ICM * 100 as 
 
CL ICM: Contribution Level of ICM for the Operational Risk Category 
CO R: Number of Control Objectives in ICM mapped to the Operational Risk Category 
COT ICM: Total Number of Control Objectives in ICM 
 
 In the same way, a penetration level of each ICM for each operational risk category and each control 
type has been calculated using following formula: 
 
PL ICM = CO RT / COT ICM * 100 as 
 
PL ICM: Penetration Level of ICM for the Operational Risk Category and Control Type 
CO RT: Number of Control Objectives in ICM mapped to the Operational Risk Category and Control Type 
COT ICM: Total Number of Control Objectives in ICM 
 

FINDINGS 
 

The contribution and penetration levels of each ICM are presented in Table 3. These levels show us the 
characteristics of the control objectives in ICMs considering the operational risk categories and control types. 
The table points out that the ICMs have mostly preventive control objectives rather than detective and corrective 
control objectives, e.g. there are no corrective controls for external fraud or damage to physical assets risk 
categories. The table shows us that CobiT is the best practice regarding the Employment Practices and 
Workplace Safety, Clients, Products & Business Practices, and Execution, Delivery & Process Management 
operational risk categories if we consider that COSO is a risk management framework rather than IT Governance 
standard. ISO27001 is the best practice regarding the Internal Fraud and Damage to Physical Assets operational 
risk categories. BS7799 is the best practice regarding the External Fraud, and ITIL is the best practice regarding 
the Business Disruption and System Failures operational risk category. 
 

Table 3: Contribution and Penetration Levels of Information Control Models 
(in percentage) 

Operational 
Risks 

Impact Control Type CobiT BS7799 ISO27001 ITIL COSO 

Contribution Level Total 5.58 25.20 26.32 2.14 2.56 
Preventive 5.12 22.05 23.31 2.14 2.56 
Detective 0.47 2.36 2.26 0.00 0.00 Internal Fraud Penetration Level 
Corrective 0.00 0.79 0.75 0.00 0.00 
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Contribution Level Total 2.33 18.11 16.54 0.00 0.00 
Preventive 1.86 15.75 13.53 0.00 0.00 
Detective 0.47 2.36 3.01 0.00 0.00 External Fraud Penetration Level 
Corrective 0.00 0.00 0.00 0.00 0.00 

Contribution Level Total 7.91 3.15 3.01 2.14 10.26 
Preventive 5.58 2.36 2.26 2.14 10.26 
Detective 1.40 0.00 0.00 0.00 0.00 

Employment 
Practices and 
Workplace Safety Penetration Level 

Corrective 0.93 0.79 0.75 0.00 0.00 
Contribution Level Total 30.23 13.39 12.78 26.43 56.41 

Preventive 25.58 11.02 10.53 20.00 56.41 
Detective 3.26 2.36 2.26 6.43 0.00 

Clients, Products 
& Business 
Practices Penetration Level 

Corrective 1.40 0.00 0.00 0.00 0.00 
Contribution Level Total 5.12 15.75 15.79 0.71 0.00 

Preventive 5.12 14.96 15.04 0.71 0.00 
Detective 0.00 0.79 0.75 0.00 0.00 

Damage to 
Physical Assets Penetration Level 

Corrective 0.00 0.00 0.00 0.00 0.00 
Contribution Level Total 14.88 15.75 15.79 41.43 15.38 

Preventive 11.16 9.45 9.77 25.71 5.13 
Detective 2.33 4.72 5.26 12.86 10.26 

Business 
Disruption and 
System Failures Penetration Level 

Corrective 1.40 1.57 0.75 2.86 0.00 
Contribution Level Total 33.95 8.66 9.77 27.14 15.38 

Preventive 16.74 4.72 4.51 12.14 0.00 
Detective 13.02 3.94 5.26 10.71 15.38 

Execution, 
Delivery & 
Process 
Management 

Penetration Level 
Corrective 4.19 0.00 0.00 4.29 0.00 

 
As shown in the Table 3, COSO concentrated on the business practices, process management and 

business disruption. BS7799 and ISO27001 have similar contribution and penetration levels since they are 
security standards, and ISO27001 has been developed using BS7799. Therefore, they have higher contribution 
and penetration levels especially for the internal and external frauds, and damage to physical assets. In addition, 
CobiT focuses on the employment practices, business practices and process management, as it is an IT 
Governance framework and has control objectives designed for support and delivery of IT services. ITIL is 
concentrated on the business disruptions since it has specific domains related to the incident, problem, 
availability and change management. 
 
Best Practices Approach based on CobiT 
 
 The gap analysis between the ICMs and workshop results lead us to recommend an aggregated IT 
checklist for ORM since ICMs covered in this study contribute to the operational risk categories in different 
levels and penetrate to them in different natures considering the control types. Although importance of IT 
controls is embedded in the COSO internal control framework, IT management requires more examples to help 
identify, document and evaluate IT controls (ITGI, 2004). Therefore, we recommend that COSO to be 
implemented as a starting point by each organization in order to able to manage operational risks because COSO 
is a risk management framework. Since CobiT is an IT Governance framework that has been regulatory accepted 
and applied by the Turkish banks since 2006 (BRSA, 2006b), which aligns with the spirit of the Sarbanes-Oxley 
requirement that any framework used be open and generally acceptable (ITGI, 2004), we recommend that CobiT 
to be a baseline although it is not best practice for each operational risk category in Basel II. Therefore, we 
recommend that additional control objectives of the best practices to be added to the CobiT for the operational 
risk categories in which it is not best practice. While determining the additional control objectives, control 
objectives assigned to operational risk categories in CobiT have been mapped to the control objectives in best 
practice. Thus, only different control objectives have been added and overlapping of the control objectives is 
avoided. 
 

Table 4: Aggregated IT Checklist for Operational Risk Management 
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Operational Risks Best 
Practice 

Control 
Objectives 
in CobiT 

Control 
Objectives in 
Best Practice 

Additional 
Control 

Objectives for 
CobiT 

Internal Fraud ISO27001 12 35 27 
External Fraud BS7799 5 23 15 
Employment Practices and Workplace Safety CobiT 17 17 N/A 
Clients, Products & Business Practices CobiT 65 65 N/A 
Damage to Physical Assets ISO27001 11 21 12 
Business Disruption and System Failures ITIL 32 58 29 
Execution, Delivery & Process Management CobiT 73 73 N/A 

 
 The Table 4 shows us the structure of the aggregated IT checklist for ORM. Although COSO is best 
practice considering the Employment Practices and Workplace Safety and Clients, Products & Business 
Practices operational risk categories, CobiT is considered as best practice in these areas since COSO is 
recommended as a starting point of risk management. For Employment Practices and Workplace Safety, Clients, 
Products & Business Practices and Execution, Delivery & Process Management, the control objectives of CobiT 
is appropriate to cover operational risks in these areas. Therefore, there is no need for additional control 
objectives. For Internal Fraud, additional 27 control objectives from ISO27001 are required in order to able to 
cover operational risks in this area. In the same way, for External Fraud, additional 15 control objectives from 
BS7799 are required, for Damage to Physical Assets, additional 12 control objectives from ISO27001 are 
required, and for Business Disruption and System Failures, additional 29 control objectives from ITIL are 
required. 
 

CONCLUSION 
 
 As recommended above, an aggregated IT checklist for ORM is a combined ICM that is based on 
CobiT and expanded using the control objectives from BS7799, ISO27001, and ITIL where they are best 
practices in specific operational risk category defined in Basel II. Since organizations may have different 
frequency and severity matrices regarding each operational risk category, they have a chance to apply the 
aggregated IT checklist as a whole or separately according to evaluation of their loss data history by comparing 
the QIS2 results (RMG, 2002) or later researches. Accordingly, each organization should tailor an IT control 
approach suitable to its size and complexity, considering the COSO risk management framework (ITGI, 2004). 
  The managers and internal or external audit mechanism can use this study as an operational risk 
assessment tool by rating each control objective as Mc Connell (2005) discusses such a measurement need. 
Assessment of the operational risks categorized in the Basel II is performed using a maturity model, which is 
derived from CobiT. Control objectives in the aggregated IT checklist for ORM are assessed using the maturity 
levels detailed in CobiT as follows: 0 Non-existent, 1 Initial/Ad Hoc, 2 Repeatable but Intuitive, 3 Defined 
Process, 4 Managed and Measurable, 5 Optimized (ITGI, 2005). For further research, a guideline for assessing 
the maturity levels of the control objectives coming from CobiT and other ICMs can be prepared in order to 
evaluate the maturity level of each control objective and assess the ORM in an organization as a whole. 
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ABSTRACT 
 

The integration of various conventional media into a hyper electronic marketplace heralds a new vista within the 
consumption process. The resultant effect of the new modality provides a flexible and dialogical access between 
marketers and consumers in a way that undermines the instrumental and functionalist view of communication. 
There have been concerns about the application of the traditional broadcast-based model to the evolving 
interactive marketplace. Rarely have some of the extant publications focused on the major communication 
trajectories that exist between marketers and consumers in the new interactive marketplace or an assessment of 
the ways in which a more theoretically driven focus to enhance understanding of the new relationships between 
marketers and consumers. Drawing from a postmodern marketing perspective, this paper addresses some of 
these gaps in the current debate. Suggestions for future action to drive a more theoretically driven marketing 
communication programmes in the new economy are proposed. 
 
 

INTRODUCTION 
 

Marketing communication literature has departed from industrial communication models (e.g. Buttle 1990; 1995) 
of unidirectional trajectory towards increasingly emphasising the various modalities of the evolving hyper 
communication medium of the omnipresent Internet technologies (Hoffman and Novak, 1996). The seminal works 
of Schramm (1954) and Lasswell (1948) underscored the view of marketing communication as a bundle of 
mechanistic and information conveyance through to the audience as passive recipient of codified message. From the 
early 1960s onwards, the noted Canadian scholar, McLuhan presciently noted that ‘the message is the medium’ 
indicating that the relevancy of information relies on the medium (Buttle, 1990). During the 1990s, the relevance-
based view of the medium became more overwhelming on media and marketing-based literature (Ozuem, 2004). 
The starting point for our discussion is a reinteration of the main discussion that Kenneth Gergen (1991) reached in 
his book – The Saturated Self: As we absorb the views, values, and visions of others, and live out the multiple plots 
in which we are enmeshed, we enter a postmoderm consciousness. It is a world in which we no longer experience a 
secure sense of self, and in which doubt is increasingly placed on the very assumption of a bounded rationality 
(p15). 
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 Today, the explosive growth along with its ubiquitousness of the use of  global networks of computers, commonly 
labelled the Internet, has increasingly led to questions about the way in which the Internet can be understood and 
analysed as a rudimentary and  new means of communication. Amongst the various questions being raised, there is 
a growing corpus of contention about the proprietary use of this medium as a viable marketing channel and the 
communities that evolved from it (Hagel and Armstrong, 1999; Tapscott et al 2000 and Wind and Mahajan, 2002). 
The integration of various conventional and hegemonic media into a hyper electronic marketplace heralds a new 
vista within the consumption process: providing a flexible and dialogical access between marketers and consumers 
in a way that undermines the instrumental and functionalist view of communication. Providing fundamental 
opportunities where consumers are no longer passive recipients of communication but active participants in shaping 
their communication reality. Despite the alienation of asymmetrical marketing communication models as 
perpetuated in the technical-rational view of the nature and purpose of knowledge premised in the pedagogical 
scientific approach, marketing practitioners are prevalently and universally incorporating the emerging marketing 
medium as nothing more than informing technology. As a result, practitioners seek assumed cause-effect type 
action-outcome situations in which marketing communications are wielded toward the achievement of rational 
objectives in aberration of the sediments of social exchange reality of the communication medium (Varey 2002, 
Hackley 2004). 

 Traditionally, the focus in marketing has been on promotion, and on the transmission of messages. Media available 
for communication, such as television, radio, newspaper, magazines, newsletters, and direct marketing through 
telephone sales encourage this ‘hypodermic’ approach. Such media are linear, following a scripted flow, and often 
follow a one-to-many communication model in which a single promotion, such as a print advertisement is sent by 
one source, and seen by many recipients without the opportunity for immediate feedback. Internet allows non-linear 
communication in which there is free flow and exchange of information, and there is potential for two way 
communication between a business and its audiences in different contexts on a one-to-one basis, and a many-to-
many basis (Rowley 2004). In a recent study, Varey (2005) cautions that the nature and role of ‘communication’ 
has been ‘taken-for-granted’ and likewise marketing communications is far more than consolidated and associated 
to product promotion activities. Therefore, there is a need for conceptualising marketing communication in the 
evolving interactive marketplace with the primary aim to facilitate understanding in culturally and socially-
constructed environments. This direction of articulation is of particular significance for the current paper in that 
understanding of the discursive structure of the Internet, particularly its far-reaching offshoot-World Wide Web 
(WWW) can provide an alternative way of conceptualising the notion of passive-unidirectional mode of 
communication. In his classic exposition about the origin of the Internet, Naughton (1999) commended: 

 
The Internet is one of the most remarkable things human beings have ever made. In terms of its impact on 
society, it ranks with print, the railways, the telegraph, the automobile, electric power and television. Some 
would equate it with print and television, the two earlier technologies which most transformed the 
communication environment in which people live. Yet it is potentially more powerful than both because it 
harnesses the intellectual leverage which print gave to mankind without being hobbled by the on-to-many nature 
of broadcast television. 
 
 
The incarnation of the World Wide Web as a commercial medium has created a hyper-communication channel 
where physical and virtual, connected and disconnected, services and products, researchers and respondents etc 
are glued together. Numerous researchers have delineated the ongoing transition (Brown 1995; Hackley 2001; 
Ozuem 2006) and identified postmodern marketing as a possible philosophy able to explain and characterise the 
new consumption and communication phenomena. Internet technology championed by its commercial progeny 
is visibly represented in some aspects of postmodernism. For example, the loss of connection between signs and 
signifiers is seen, notions such as ‘knowledge as commodities’ are raised as the pivot of the information 
economy, the existence of ‘multiple and fragmented selves’ is visible and questions of ‘what remains real’ are 
becoming complex. With the Internet, more specifically, the World Wide Web, marketers have the ability to 
combine the modalities of television, print, and radio into a hyper marketing environment. 
 
 
Internet and Postmodernity 
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 The richness of images, symbols, use of icons; fragmentation and decentralisation envisioned on the Web in all 
its infinite manifestations; communication as main element of the society witnessed in various ways on the 
medium; hyper reality of the contents; swiftness in consumption and modification; complex cultural value and 
different levels of the contents. These facets are all corralled and conterminous in postmodern age, which render 
traditional marketing communication models along with its umbilical chord of linearity and quantifications 
ineptitude to implement in the ever- changing marketing tapestry. Yet, marketing practitioners have been 
blighted by the cause-effect factors of quantification programmes of the monologic media. Thereby, proffering 
terminal marketing communications diagnoses, which ominously withered away and classified unproductive. 
Marketing communications in the evolving marketplace requires some basic knowledge, which recognises the 
disparate and diverse orientations, knowledge that eschews universalism and rationalism. Instead, it requires 
knowledge that fragment, defragment and particularise communication programmes by recognising the socially-
constructed elements of the participants (Berger and Luckman, 1966).  
 
The general conception of postmodernity upon which this analysis is based has been articulated elsewhere 
(Turkle, 1995). In it, postmodernity is seen as culture that is self-consciously informed by an understanding of: 
1) the interpretative nature of human perception; 2) multiple realities are no longer for the margins; and 3) the 
contextualised and fragmented nature of selves and beliefs. The conception of ‘culture’ here is a broad one – 
encompassing any given set of socially constructed realities, either perceived or postulated. It therefore 
encompasses not only the traditional passive marketing communication pattern, but also all other realities of a 
contrived nature as witnessed on the computer-mediated marketing environments. The Internet reflects and 
creates postmodern ideas by enabling some novel ways of shopping. Simultaneously, this medium offers an 
avenue in which a different form of homogeneity and connected global marketing environment is experienced. 
Interactivity, accessibility, control and shift of time and space allow for a larger presence and more individual 
actions online. The very pattern of existing marketing communication models adopted and operationalised by 
practitioners are devoid of the fundaments of postmodern thinking which ultimately privileged and required 
perspectival seeing and interpretations to grasp the uniqueness of concrete phenomenon like Internet.  
 
 Computer-mediated marketing environments, a commercial and pedestal facet of Internet technologies, provides 
marketers with a malleable context that can be used to deliver content in a variety of ways to consumers. This 
capability highlights the distinction between information in marketing communication and the vehicle used to 
deliver the information: that is, content differs from communication. Also, the versatility of the Internet as a 
context for mediated communication means that marketers can integrate different modalities of marketing 
communications into a strategy that combine online and offline tactics to meet strategic objectives. Internet 
technology is simply not a medium that can be understood along with the lineal and mechanistic information 
flow which characterised the various media that preceded it. The notion of the medium cannot be fully examined 
using a reductionist and quantitative approach (Hackley, 2000; Varey 2001). To deal with its various nascent 
levels and forms of communication, practical as well as abstract, the idea of postmodernity as the apt moniker of 
the ongoing developments on the Internet has been adopted.  Giddens has argued that the rate of change that 
arises within society’s institutions has separated modern and traditional social orders, thus creating 
‘discountinuities’ with the past. These continuities have led to the disembedding of time and space which have 
traditionally bound social orders. They have also led to the ‘lifting out’ of social relations from local contexts of 
interaction and their restructuring or ‘distanciation’ across infinite spans of time-space. 
 
 Numerous researchers have delineated the ongoing transition (Brown 1995; 1999; Venkatesh et al 1995; 
Hackley 2001) and identified postmodern marketing as a possible philosophy able to explain and characterise 
the new consumption and communication phenomena. Internet technology championed by its commercial 
progeny is visibly represented in some aspects of postmodernism. For example, the loss of connection between 
signs and signifiers is seen, notions such as ‘knowledge as commodities’ are raised as the pivot of the 
information economy, the existence of ‘multiple and fragmented selves’ is visible and questions of ‘what 
remains real’ are becoming complex. With the Internet, more specifically, the World Wide Web, marketers have 
the ability to combine the modalities of television, print, and radio into a hyper marketing environment. As such, 
Internet must be understood in terms of its essentially polysemous function, its ability to accommodate multiple 
meanings; and it is this very ability which is profoundly ideological insofar as it allows essentially socio-
historical obsessions and anxieties to be ordered back into apparently (at the time) ‘natural’ ones (Cock et al 
2005) 
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Balancing Traditional and New Forms of Communication 
 
The World Wide Web is repositioning the basic interactivity upon which the principles of marketing are being 
formulated. Communication content in the industrial economy was permeated purely in monolithic fashion as 
companies and agencies reigned supreme giving nothing but a passive position to the consumers. As the Internet 
unfolded and consumers accessibility to the medium gained ascendancy, interactivity between companies and 
organisations marketing their products or services became more elastic and fluid than the evanescent 
unidirectional communication paradigm. The elastication of discourse within this medium is not only a boon to 
consumers but has given them a pivotal role in the decision-making process of products and services 
development. As the currency of this advantage to consumers grows, the extant communication model, which 
celebrates the passive and lethargic role of consumers, is inapplicable in the ever-changing digital tapestry 
where interactivity is the facet of the new medium. As Deighton and Barwise (2001) have noted:  
 
The World Wide Web holds the promise of powerful and subtle interactivity. When a consumer visits a Web site, 
many cycles of ‘send’ and respond can occur in a short time. When the consumer visits some later, the circles 
can resume just where they left off. The result is a medium with the potential to be flexible, as pertinent, and as 
persuasive as good conversation, with a better memory than the most diligent salesperson and no distaste for 
repetitive tasks. While other media may be more involving, the Web is uniquely responsive ... An interactive 
medium is one that can reach out to a consumer, collect a response, and then, in the defining step, reach again 
with a new message whose content takes account of the response.  
 
 
Parallel to the iterative concept espoused by Deighton and Barwise, Peppers and Rogers (1997) contend that the 
art of broadcast advertising, constrained in its ability to create conversation, has always been a thin game of 
surfaces, of enticement. It has depended on handing prospective customers to a second stage, the retailer, the 
salesperson of digital interactivity, who offers the prospect of integrating these two facets of selling, enticement 
and engagement into one seamless whole. Similarly, McKenna (2002) provides an example of the difference 
between broadcast and the evolving Internet media:  
 
As broadcast media converge with the Internet, radical changes will take place in the economic and social 
interplay between the interactive consumer and interactive responding producer. Consumers will have tools for 
managing broadcast commercial messages, which will change marketing people’s long-held assumption that 
millions of viewers are absorbing their messages and responding appropriately. With an interactive digital 
medium at their disposal, proactive consumers are powerful. The Internet is proving to be the perfect match for 
these proactive consumers, almost surreptitiously awakening them and drawing them into active participation. 
This awakening is the Internet’s most significant effect on consumers, an effect that has yet to be fully realised. 
 
The idea that the World Wide Web can be interactive media has generated some cogent attention amongst 
scholars. Compared to traditional mass communication media, the Web is seen to offer several advantages (e.g. 
continuous presence and the flexibility of asynchronous communication, Coupey 2001; Slevin, 2001). In 
addition, marketers conceive of the web as a pivotal and momentous component of ‘one to one’ marketing that 
enables a mutually beneficial ‘learning relationship’ between a customer and a company (e.g., Peppers and 
Rogers, 1997). Other scholars have articulated the Web as a system of support principles that organisations 
should follow so as to facilitate more equitable relationship with publics (McKenna, 2002). Early days of 
research on new communication technologies such as the World Wide Web and E-mail were characterised more 
by the juxtaposition of unabashed awe and uncritical rejection of technological benefits and organisational 
immersive interactivity with their publics than by thoughtful or rigorous research on conceptualising the 
communication content prevailing in the New Marketing Paradigm. Studies recently carried out on corporate 
websites indicated that many corporations embrace the interactive features of the Web in word but not in deed 
(Trompenaars and Woolliams, 2004). Indeed, most notably, they suggest that a cultural lag exists between email 
links within the Web and on how to develop the policies and infrastructures to support interactivity. Other 
studies in computer-mediated communication indicate that in an unmediated conversation interactivity has often 
been taken literally and is generally assumed to be a natural attribute of face-to-face conversation but it has also 
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been proposed to occur in mediated communication settings (Duncan and Moriarty, 1998; Hagel and Rayport, 
1997).  
 
The study of interactivity is part of the evolution of the ontology and epistemology of new communication 
technologies in general and computers in particular. Traditionally, the process of communication is described in 
terms of the transmission of information, as a process linking sender and receiver. Media are, therefore, 
important only as a conduit, as the means of connecting sender and receiver, and only to the extent that they 
contribute to or otherwise interfere with the transmission of message from sender to receiver. In contrast to this 
understanding, Rafaeli (1988) offered a much broader and concomitant exposition of interactivity in relation to 
new communication technologies. According to Rafaeli, ‘interactivity is a variable characteristic of 
communication settings’. Formally stated, ‘interactivity is an expression of the extent that in a given series of 
communication exchanges, any third (or later) transmission (or message) is related to the degree to which 
previous exchanges referred to even earlier transmissions.’ Rafaeli stressed that the construct of interactivity is a 
framework for a wide variety of communication arrangements. It should allow for treatment of channels and 
media as surrogate or real ‘participants’ in the communication process. As such, interactivity should apply to a 
wide range of communication settings: from the unmediated, face-to-face, and intimate to the relatively 
anonymous and mass mediated. The primary assumptions of Rafaeli’s explication is that interactivity is not a 
characteristic of the medium. It is a process-related construct about communication. It is the extent to which 
messages in a sequence relate to each other, and especially the extent to which later messages recount the 
relatedness of earlier messages. 
 
 As noted by Rafaeli, Interactivity varies along a continuum: At one end is declarative (one way) communication 
(e.g. most radio and television) and at the other is reactive (two-way) communication where one side responds to 
the other side. The recursive nature of Rafaeli’s explication has in recent times raised opposing view on what 
interactivity means to the global and corporate matrix of the Web and the Internet. As this research requires an 
explanation for Interactivity that uses the term from an epistemological perspective, and which encompasses the 
interpretative, intuitive appeals in communication discussed above, a more pragmatic explanation that integrates 
content in Interactivity akin to postmodern thoughts would be acceptable.  Steuer (1992), as discussed in the 
previous section, examines the relationship between an individual who is both a sender and a receiver, and the 
mediated environments in which he or she interacts. As noted by Steuer, interactivity is the degree to which 
users of the medium can influence the form or content of the mediated environments. He categorises 
interactivity into three axes: speed, which refers to the rate at which input can be assimilated into the mediated 
environment; range, which refers to a numbers of possibilities for action at any given time: and mapping, which 
refers to the ability of a system to map its controls to changes in the mediated environment in a natural and 
predictable manner. Congruent to Steuer’s propositions, Hoffman and Novak (1996) developed this thought a 
step further and proposed four dimensions of interactivity in the mediated environments. In mediated 
environments, consumers can interact with the medium and with each other; firms can provide content to the 
medium and interact with each other; firms and consumers can interact and, in the most radical departure from 
traditional marketing environments, consumers can provide commercially-oriented content for the medium. 
According to the authors, the primary relationships are not between sender and receiver, but rather with the 
CME with which they interact. As a result, information or content is not merely transmitted from a sender to a 
receiver, but instead, mediated environments are created by participants and then experienced. Both these 
observations suggest that an evolutionary synthesis has occurred between mechanistic and new computer-
mediated marketing communication process. Paradigmatically, this synthesis incorporates both monolithic and 
bi-directional process of communication.  
  
 

CONCLUSION 
 
It seems clear that the once unquestioned mechanistic quantification model that encompassed even so 
fundamentally transmission of information has now been shaken to its roots since the advent of Internet and 
WWW. One telling indication of the power of that transition – and a challenging situation of things to come – 
was a comment by Kenneth Gergen (1991), the renowned social constructivist, who presciently but ruefully 
admitted: 
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There is a populating self, reflecting the infusion of partial identities through social saturation. And there is the 
onset of a multiphrenic condition, in which one begins to experience the vertigo of unlimited mulplicity. Both the 
populating of the self and the multiphrenic condition are significant preludes to postmodern consciousness. To 
appreciate the magnitude of cultural change, and its probable intensification, attention must be directed to the 
emerging technologies (p.49) 
 
The integration of various conventional media into a hyper electronic marketplace heralds a new vista within the 
consumption process. The resultant effect of the new modality provides a flexible and dialogical access between 
marketers and consumers in a way that undermines the instrumental and functionalist view of communication. 
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ABSTRACT 
 

Developments that have driven R&D internationalisation (e.g. competitive pressure and improvements 
in technology) and outsourcing of R&D operations (e.g. complexity of modern technology and emergence of 
specialised service providers) have basically made it possible for companies to begin sourcing R&D operations 
out to providers located in developing countries. Offshore outsourcing of R&D activities involves great potential 
benefits, e.g. increased efficiency of R&D and greater depth of knowledge. However, it also involves many risks, 
such as information leakage or becoming over dependent on the provider. It is a complex operation mode that 
requires careful mapping and assessment of the benefits and risks and yet, there are not many tools for 
companies for doing it. Hence, this paper aims at increasing the understanding of R&D offshore outsourcing 
phenomenon. After all, the R&D process of companies is changing from being the generator of a company’s 
innovations, towards a function that plays a vital role in scanning, purchasing and adapting innovations of other 
organizations. 
 

INTRODUCTION 
 
Locating business operations in offshore countries is a topic, which has provoked heated discussions for 

a few decades already. Numerous journal articles on the operations of multinationals in developing countries 
have been written already in the 1970’s (e.g. Bonaparte 1979; Streeten 1975). The discussion still continues 
quite lively, as the range of operations that have been moved abroad has widened beyond 
manufacturing to cover also activities involving customer contacts (e.g. call centres) and knowledge 
intensive activities (e.g. research and development (R&D) operations). Moving business operations to 
offshore locations is also a political matter. For example, in the U.S. it received much attention in the press as the 
2004 presidential elections approached. (Beulen, Ribbers & Roos 2006) It is a topic that evokes strong feelings 
in people, and as the issues have gained negative media coverage in the industrialised world, people’s fears of 
losing jobs to cheaper workforce have been intensified.  

Business operations, including R&D activities, have been moved abroad for some time 
already. Some companies have set up their own R&D units abroad, whereas others have decided to 
source the service from an offshore vendor (Khan & Fitzgerald 2004). In various sectors the question has, in 
general, shifted from whether activities should be moved to offshore locations to “what activities should be 
moved”. Instead of being a strategic advantage, it has become a competitive necessity to move the operations 
abroad. (cf. At Kearney 2004) In the case of R&D operations, however, the situation has not yet developed this 
far, and moving R&D to offshore locations can still be a strategic move which yields competitive advantage; 
especially if the activities are outsourced.  

The term offshore outsourcing is used here to refer to the transfer of the responsibility for business 
operation to a provider located on a different continent than the recipient, i.e. the outsourcer. Offshore 
outsourcing can, actually be referred to also with the term offshoring, even though this is more often connected 
to foreign direct investment instead of outsourcing. (cf. Khan & Fitzgerald 2004) That is to say that the term 
offshore outsourcing still lacks a proper, generally acknowledged definition (e.g. Jahns, Hartman & Bals 2006). 
The aim of this paper is to increase the understanding of offshore R&D outsourcing. The paper is structured as 
follows: first, a brief look at the internationalisation of R&D operations and at the increasing outsourcing of the 
activities is provided. Thereafter, the outsourcing of R&D operations to developing countries is examined. 
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Finally, conclusions are made on the nature of the phenomenon and the implications for future research are 
briefly discussed. 
 

DEVELOPMENT OF THE PHENOMENON 
 

R&D operations have been internationalising for a few decades already, and it has been common in the 
distant past to source R&D services from external sources. However, it has not been long since companies began 
outsourcing R&D activities internationally. There have, actually, been two tracks of development: multinational 
enterprises (MNEs) have internationalised R&D by setting up R&D units abroad and companies have 
domestically outsourced their R&D activities. Nonetheless, recently there has developed a growing group of 
companies that are outsourcing to offshore vendors. The developments of R&D towards offshore outsourcing are 
discussed below. 
 
Internationalisation of R&D operations 
 

Internationalisation of R&D activities truly began in the 1960’s. At that time, majority of the 
internationalised R&D concerned technology transfer and it was a way to gain access to the foreign markets. In 
the 1970’s the volume of the operations increased, and multinationals began also developing new products for 
the host markets to increase their market shares. (Reddy 1997) The big rise of international R&D happened 
during the two last decades of the 20th century, when the quantity and quality of internationalised R&D 
increased. (Gerybadze & Reger 1999; Roberts 2001) In the 1980’s even higher order R&D activities were being 
internationalised as multinationals began setting up corporate technology units as well as units for regional and 
global technology development abroad. The internationalisation of R&D changed, thus, to R&D globalisation. 
During the 1990’s companies began conducting R&D also outside OECD countries. Some developing countries 
started to attract R&D operations, as companies faced constantly increasing innovation pressures. (Gerybadze & 
Reger 1999; Reddy 1997) 

These developments have been driven by increasingly globalising competition and somewhat 
converging consumer preferences (Reddy 1997). For the most part, internationalisation of R&D has been carried 
out by MNEs as they have set up R&D units abroad (cf. Gerybadze & Reger 1999). MNEs have been found out 
to be prone to internationalise R&D operations when the importance of knowledge creation in contributing to the 
value-added in the corporation is significant in relation to manufacturing and assembly. Secondly, the 
distribution of advanced knowledge bases, and thirdly the global distribution of possibilities for learning from 
advanced users also have an influence on internationalisation of the operations. (Ernst 2005; Gerybadze & Reger 
1999). Nonetheless, MNEs have been reported to be reluctant to locate R&D operations abroad when they want 
to maintain greater control over the innovation process (UNCTAD 2005). R&D is still one of the least 
internationalised activities of MNEs.  

In addition to factors that pull companies to conduct R&D in certain locations, there have been argued 
to be also push factors that drive companies to spread their R&D activities. These push factors include 
developments that e.g. enable dividing the R&D process into pieces that can be performed in separate places. It 
has been further argued that physical proximity is not anymore necessary for R&D activities, since cognitive 
proximity can be reproduced through sharing the same jargon and trust among the R&D specialists involved in 
the process, even though the organisations would be located far away from each other. (Ernst 2005) In addition, 
the developments in communications technologies have enhanced separating R&D from production (Reddy 
1997). However, one must remember that it has been proven that geographical, cultural and linguistic distances, 
all increase the costs of communication (UNCTAD 2005). Even though, recent developments in technologies 
make it possible to split R&D into pieces and thus spread them geographically, it is not self evident that this 
would be economically efficient. Next, the rise of R&D outsourcing, which may be one possibility towards more 
effective R&D function, is discussed. 
 
Moving towards sourcing R&D services from external operators 
 

During periods of technological transformation, companies can respond to the change by either striving 
for mastering the new technology or by sourcing external expertise. The latter is gaining in popularity, as there is 
growing evidence that companies no longer rely solely on their internal R&D for innovation. (Howells 1999; 
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Narula 2001) Therefore, outsourcing concerns nowadays also companies’ value added activities (Quélin & 
Duhamel 2003). Outsourcing of R&D operations, however, is not a new phenomenon. In the turn of the 20th 
century R&D facilities were quite rare and it was typical for companies in all sectors to contract research out to 
universities or private specialists. Only after the Second World War, companies began building own research 
laboratories. Thus, outsourcing R&D is actually returning to the way business was conducted a century ago. 
However, the world has changed and thus there are new nuances to R&D outsourcing. (Howells 1999) 
Nowadays, technology can be so complex that it is not feasible for one company to strive for mastering all of the 
skills needed in developing it. Hence, companies are accepting that they may need specialist advice on R&D. 
However, they also must have certain level of R&D capabilities in-house to be able to select and adapt the 
sourced technologies. (Ernst 2005; Narula 2001) 

R&D operations can be difficult and expensive to fragment, and thus they have traditionally been 
conducted in one place. In addition, researchers often need face-to-face interaction to exchange information and 
ideas. (UNCTAD 2005) Roberts (2001) has studied the importance of external sources of R&D know-how in 
years 1992 and 1999. He found that contract R&D was not significant for research or development in either year. 
However, according to more resent sources (e.g. Ernst 2005) the importance of contract R&D is increasing. One 
development that drives external sourcing could be that a broader portfolio of competencies and skills is 
nowadays needed in research and development activities due to the multidisciplinary nature of R&D (Narula 
2001). One approach to dividing R&D into different groups is to distinguish between “commodity” R&D and 
“mission critical” R&D. The first one of these can be outsourced, whereas, the latter one should not be 
outsourced. This division, however, is shifting, which means that as  there are changes in the firm or in the 
environment, also the line between these two may move and thus formerly critical R&D operations become 
commodity R&D. (UNCTAD 2005)  

Specialised R&D providers can develop greater depth of knowledge, invest more in specialised 
equipment and also be more efficient than the outsourcer (Quinn 1999). By contracting out R&D activities to 
specialised providers, companies can speed up the innovation process and increase its efficiency (Kobayashi-
Hillary 2005; UNCTAD 2005). Laboratory and other equipment used in R&D are mainly expensive to acquire 
and costly to maintain. Thus, it can be a considerable cost advantage not to have these in-house. Sharing the risk 
with the outsourcing partner can also be one reason for outsourcing. (Koulopoulos & Roloff 2006; Quélin & 
Duhamel 2003) Besides, the number of R&D providers is growing all the time, which facilitates the outsourcing 
(UNCTAD 2005). It is, however, important to recognise that outsourcing is not an end in itself, but it can be a 
strategic tool for enhancing overall performance. It has been argued that moving from “make” to “buy” 
necessitates a clear strategy and comprehensive assessment of a company’s strengths, weaknesses and 
objectives. (Doig, Ritter, Speckhals & Woolson 2001) When it concerns knowledge intensive activities, such as 
R&D, and it is done internationally, the complexity of the operation increases and thus also the number of 
stakeholders involved increases and the agreements become more sophisticated (Quélin & Duhamel 2003). 
Hence, it is quite a challenging operation mode.  

As stated above, internationalisation and outsourcing of R&D operations have been enabled and driven 
by various developments. The changes contributing to the rise of R&D internationalisation and outsourcing 
R&D have enhanced offshore R&D outsourcing. In addition, there is, actually, an increasing amount of jobs that 
can be done anywhere in the world, which means that the jobs are virtually placeless (Koulopoulos & Roloff 
2006). This is one of the further developments that have enabled offshore outsourcing. Because the output of an 
R&D provider can most often be presented in electronic form, it can be transmitted in seconds to the outsourcer 
on the other side of the globe. Furthermore, the importance of the rise of higher education to outsourcing 
knowledge intensive operations is great; there is an increasing pool of talented and educated workers in the 
developing nations. (Koulopoulos & Roloff 2006) 

 

R&D OUTSOURCING TO DEVELOPING COUNTRIES 
 

Outsourcing R&D operations to developing countries is, as stated above, a relatively new phenomenon, 
and hence it is not yet well known. Therefore, it is important to try to map what drives companies to source R&D 
out to offshore vendors, and what kinds of benefits they may derive from it. In fact, there are some advantages in 
outsourcing R&D internationally as opposed to having an own R&D unit abroad. These include possible 
improvements in processes, increased flexibility and cost savings. (Kobayashi-Hillary 2005) On the other side of 
the coin, there are the risks of offshore R&D outsourcing. 
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Benefits to be drawn from offshore R&D outsourcing 
 

Companies can be seen to have basically three different reasons for outsourcing: time, skill and money 
(cf. Khan & Fitzgerald 2004; Quélin & Duhamel 2003; Quinn 1999). These three motives are, furthermore, 
interlinked, as time and skill most often correlate with expenses as well as with each other. When it comes to 
R&D operations, Quélin and Duhamel (2003) have discovered that cost savings that are often brought up in this 
connection, account only for less than 20% of outsourcing decisions. The most influential reason was found out 
to be access to external competence, which explained roughly 60% of all R&D outsourcing decisions in the 
study. Also the possibility to focus on value added activities and lowering the capital investments had some 
influence. (Quélin & Duhamel 2003) 

Outsourcing R&D operations can yield increased intellectual depth if the vendor has specialised in the 
field, and it can improve reliability and quality of the operations (Quinn 1999). Outsourced R&D can, 
furthermore, decrease the time to market, as the specialist vendor can perform the activities more efficiently 
(Roberts 2001). Furthermore, the fact that e.g. Asian vendors are situated at different time zones than European 
and American companies means that operations can be performed at times complementary to the operations of 
the outsourcer, i.e. (nearly) around the clock. Also the operational flexibility that offshore R&D outsourcing can 
bring makes it an attractive operation mode. (Khan & Fitzgerald 2004; Quélin & Duhamel 2003) Offshore 
outsourcing of R&D is a strategic activity, as it allows the company to concentrate on its core business instead of 
putting too much effort on “keeping the lights on” (Kobayashi-Hillary 2005). An R&D outsourcer can basically 
be in four different situations in relation to the provider and the skills needed to perform the operations. These 
are illustrated in figure below.  
 

R&D outsourcing situations 

 
 
In case 1, the outsourcer could perform the task itself, but it has decided to outsource the operation. The 

provider can perhaps provide the service with lower cost at the required level, and hence it is not rational for A 
to keep the activity in-house. In case 2, company A has the skills to perform the task, whereas company B does 
not have the necessary skills. However, if company B is able to e.g. do the activity with such a low cost that 
company A is willing to “educate” the provider, outsourcing is possible. In the third and fourth cases, the 
provider has more skills than the outsourcer, which means that there is considerable potential for the outsourcer 
to benefit by learning from the vendor. In case 3, the outsourcer does not have the required skills. Hence, it either 
has to acquire the skills, which may be expensive, or source the service from another company. If it decides to 
outsource, it may derive notable benefits from the business relationship. In case 4, the outsourcer would be able 
to perform the tasks itself, but it has decided to source the expertise from an R&D provider that has a high 
competence level.  Here, the outsourcer may benefit significantly from the efficiency of the operations of the 
specialised vendor. If outsourcing is motivated by access to innovative capabilities, the outsourcer should bear in 
mind that instructing the vendor too much may reduce its innovativeness and thus make it more difficult to 
develop new approaches. In addition, many providers of knowledge based services state that inflexibility and 
traditional measurement techniques often are barriers to discovering new solutions. Instead of managing how the 
provider operates, the outsourcer should concentrate on managing the content the vendor is supposed to provide. 
(Quinn 1999) 

Also environmental factors may act as drivers for offshore outsourcing of R&D. Jahns et al. (2006) 
have recognised four different categories of environmental forces that drive offshore outsourcing. First of all, 
economic factors, such as, wage differentials between countries can drive offshore outsourcing. This is naturally 
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connected to the corporate cost savings -objective, though wage differentials alone are not necessarily sufficient 
condition for achieving cost savings. Secondly, political factors may drive offshore outsourcing, e.g. labour 
legislation that is also related to costs, may act as a driver. Thirdly, socio-demographic factors, e.g. education 
level and work force motivation both at home and in the target country, may foster offshore outsourcing. These, 
on the other hand, relate to accessing external skills through outsourcing. Finally, technological drivers include, 
for example, development of telecommunications, which can make the operations more effective and thus cut 
costs. Hence, the motives for offshore R&D outsourcing are like a network; there are numerous interconnections 
between the issues. 

The R&D process of companies is changing from the generator of a company’s innovations, towards a 
function that plays a vital role in scanning, purchasing and adapting other organisations’ innovations. There has, 
actually, emerged a market for commercial trading of R&D and technology. (Howells 1999) The survival of a 
firm has been argued to depend more on its ability to choose right R&D vendors than on its ability to internally 
develop new capabilities (Pisano 1990). Nonetheless, the outsourcer must be able to utilise the know-how 
acquired form the R&D provider, which necessitates absorptive capacity. Thus, outsourced R&D operations can 
stimulate internal R&D, instead of substituting it. Absorptive capacity is necessary to be able to capitalize on the 
complementarities between internally and externally created knowledge. (Veugelers & Cassiman 1999) Hence, 
there is a valid reason for companies to maintain some R&D operations in-house.  From the discussion above, it 
can be concluded that there are various motives that drive outsourcing of R&D activities to developing countries. 
However, many problems may arise when wrong objectives are sought by outsourcing (Baden-Fuller et al. 
2000).  
 
Risks in outsourcing R&D activities to offshore  
 

In addition to the many potential benefits, various risks are connected to R&D offshore outsourcing. 
Above all, in outsourcing of activities near to the core, there is always the risk of losing competitiveness (Doig et 
al. 2001). Hence, R&D outsourcing can be undertaken only when it does not threaten the company’s competitive 
advantage and when it at the same time is cost efficient to do so (Narula 2001). In the case of R&D outsourcing, 
the outsourcer has no direct control over the R&D provider’s operation, and therefore it cannot give direct orders 
to the provider. The outsourcer, furthermore, loses much of the control over the timing and quality of the output. 
Also the responsiveness of the R&D provider may not be of the level the outsourcer expects. (Quinn 1999)  

There are limits to outsourcing; going too far may lead to loss of knowledge and even create 
competitors out of the service providers (Engardio & Einhorn 2005). On the other hand, the outsourcer also faces 
the risk of becoming too dependent on the provider (Quinn 1999). Furthermore, there are various additional risks 
in outsourcing R&D to a developing country. Intellectual property rights (IPR) issues, for example, are an 
important factor. In many developing countries IPR legislation has not developed very far, which may cause 
problems if it is not considered in advance. Hence, cost reduction alone is not likely to be enough to motivate 
companies to take such risks (Kobayashi-Hillary 2005). Moreover, it is not possible to precisely determine in 
advance, what are the outcomes of the R&D provider’s operations. Even after the operation has been completed, 
it may be difficult to estimate what has been the vendor’s contribution to the end result. Thus, it is also difficult 
to determine the costs in advance, and even afterwards. (Quinn 1999) Therefore, functioning of the outsourcer-
provider relationship necessitates trust and effective communication between the companies. 

The concerns discussed above are all valid, and they demonstrate how complicated and multifaceted 
phenomenon R&D offshore outsourcing is. There are various issues that companies need to consider before 
actually outsourcing. Yet, everything cannot be anticipated. Finally, offshore outsourcing naturally requires extra 
governance compared with “nearshore” outsourcing, and hence, also additional costs are induced. Both, the 
geographical and cultural distance increase costs, and may create additional barriers to the relationship. One 
must bear in mid that not all offshore outsourcing relationships succeed. (Beulen et al. 2006) Furthermore, 
substantial cost savings are, actually, quite rarely attained through outsourcing ventures, as there is the switching 
cost in transition to external provider. (Quélin & Duhamel 2003)  

 

CONCLUSIONS 
 
Offshore R&D outsourcing is not an isolated phenomenon; rather it influences and is influenced by 

many other developments. Globalisation is strongly connected to offshore outsourcing and the drive towards 
increasing use of suppliers located in developing countries. In addition, the development of markets for R&D 
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activities enhances offshore outsourcing. Moreover, offshore outsourcing raises many societal issues, as people 
are afraid of losing their jobs to offshore labour. However, the often forgotten issue is that due to increased 
coordination needs, also new positions are created through offshore outsourcing. (Beulen et al. 2006)  This is, 
thus, a complex phenomenon, and sometimes the questions do not have only one correct answer, but many 
choices are equally possible.  

The debate around core competencies can be quite confusing and it is demanding task for companies to 
determine where the line is to be drawn; what is core and what is context. Hence, some have argued that a 
product company that sources knowledge creation from other companies is “an empty bubble”, and the investors 
might begin asking how much intellectual property there is in the company. It can, however, be argued that these 
companies need to master the contact to the customers, which is their competitive core (Engardio & Einhorn 
2005). Offshore outsourcing is distinct from other forms of international trade or investment due to a number of 
reasons. First of all, the phenomenon is new in comparison to the other forms, and therefore is still suffers from a 
lack of rules and codes of conduct (Kshetri 2007). This is especially the case with regard to R&D offshore 
outsourcing, as companies are only beginning to outsource R&D to abroad, they are now beginning to determine 
the rules of the game and defining best practices. Secondly, outsourcing of R&D operations that are highly 
knowledge intensive to a developing country is very challenging due to the complexity and multidisciplinary 
nature of modern technology, and thus both the risks and rewards are considerable. R&D offshore outsourcing 
phenomenon is summarized in the figure below. 
 

Offshore R&D outsourcing – the phenomenon 

 
 

There have been two separate developments: internationalisation and outsourcing of R&D that are 
driven by certain push and pull factors. Actually, the push factors that enable internationalising R&D activities 
also enhance outsourcing them as the operations can be fragmented into parts that can be performed separately. 
There are, thus, some overlapping characteristics, but there have also been some other developments that have 
led to the emergence of offshore R&D outsourcing. Most importantly, many jobs have become independent of a 
physical location, and thus these jobs can be performed practically anywhere, where there is the necessary 
infrastructure (i.e. electricity and internet access). In offshore R&D outsourcing, the potential benefits are many, 
but so are the risks too. Therefore, both need to be determined and weighted against each other before the final 
decision is made. The volume of R&D operations outsourced to developing countries has been rising, and 
companies are beginning to outsource also higher order operations there. The phenomenon is, thus, becoming 
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more influential. In addition, it has become an important strategic tool for companies to boost innovative 
capacity, to stimulate internal R&D and to increase efficiency. Yet, quite little is still known about this 
multifaceted and intriguing phenomenon. 

Offshore outsourcing of R&D operations is quite special operation mode, as it breaks many rules of 
conventional business. First of all, it takes operations that are of strategic importance, and shifts the 
responsibility for these to an external organisation. In addition, the R&D provider is situated in a developing 
country, which generally are deemed as locations suitable only for mechanical work. Furthermore, offshore 
outsourcing of R&D differs from moving other business operations to developing countries in that cost 
reductions are not necessarily the primary goal in these operations, as companies need to consider also e.g. the 
portfolio of skills that they have and that their operations necessitate. Finally, the relationship between the 
outsourcer and the provider has to be close, and strong trust is necessary. The concerns that are central in 
offshore outsourcing of manufacturing, e.g. quality of the end products and the corporate responsibility issues 
are naturally important in this relationship also, even though e.g. the working conditions of knowledge workers, 
in general, are not as big of a concern as those of a factory worker. However, there are additional issues related 
to the knowledge creation that R&D operations include. The outsourcer needs to solve how it can capitalise most 
efficiently on the knowledge created by the provider, and how it can secure its position and the created 
knowledge against quarters that might utilise the information and knowledge against it. 

In remaining competitive, it is necessary for companies to be flexible, i.e. to be able to put resources in 
right places at right times (Engardio & Einhorn 2005). Therefore, it is a competitive necessity for companies to 
consider what R&D operations they perform themselves and what R&D operations can be outsourced. However, 
very little is still known about this area. It remains unclear how the motivations of a company to outsource R&D 
operations to an offshore vendor are reflected in the outsourcer’s operation and of what kind can the relationship 
between an offshore R&D provider and the outsourcing company be. Hence, further research on this topic is 
most certainly needed. After all, offshore outsourcing of knowledge intensive activities is growing in 
importance, in addition to which it seems to be an important tool for companies in maintaining and improving 
their competitiveness.  
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ABSTRACT 
 
The purpose of this research is to seek the success factors of e-Business in the public sector, 

considering On-bid System which is developed by KAMCO. This system is an e-Marketplace on the assets 
trading (e.g., disposition by public sale on the real estate). E-Marketplace on the real estate has some special 
characteristics. This paper 1) seeks the implementation pattern of e-Transformation in public sector and 2) 
derives success factors of e-business on that area. 

 
INTRODUCTION 

 
This study aims to identify the characteristics and critical success factors of e-business implementation 

in public sector by conducting case study about the On-bid System of the Korean Asset Management 
Corporation (KAMCO). KAMCO is a governmental agency, dedicated to asset management of non-business 
purpose, government property and insolvent bonds for approximately 40 years, and currently named a delegate 
organization for managing On-bid System, the asset management system of public sector. The On-bid System is 
not only an e-Marketplace designated to be of online asset trading in public sectors by official notification of the 
Ministry of Finance and Economy (MFE) in Korea. The e-Marketplace in public sector is uniquely distinguished 
from the typical ones in private sector in terms of the following aspects; what the objective of the marketplace is, 
and where the marketplace is dedicated to. The e-Marketplace is mainly dedicated to asset trading, and belongs 
to government. Focusing on these unique characteristics of e-Marketplace of KAMCO, this study introduces the 
guidelines for successful organizational change in implementing e-business by investigating the background, 
process and consequences of On-bid System development in terms of organizational change phenomena. 
Furthermore, this study identifies several critical success factors for e-business implementation in public sector 
through the case study about the e-Marketplace of KAMCO. 

THEORETICAL BACKGROUND 
 
A Critical Review of Theories on Organizational Decision Making and 
Organizational Change 

 
Many previous researches on organizational decision making and organizational change have focused 

on the identification of behavioral patterns of decision makers in organization, ranging from senior management 
to lower-level employees, for the success of organizational change. These researches assume that decision 
making of senior management is considered as a precise interpretation about environmental change around 
organization or forecast of   managerial possibility for the future. According to them, especially on innovative 
strategy such as e-business implementation, the outcome of the strategy depends on how decision makers 
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interpret the internal and external environment of organization (Barr, 1998; Anand and Peterson, 2000). Hence, 
the senior management’s precise interpretation and willingness for the adoption of organizational change seem to 
be of great importance. That means the senior management is required to be sensitive to the environmental 
changes and response to the perceived changes appropriately (Haeckel and Nolan, 1996). 

On the other hand, the recent studies also have presented the fact that the initiator of organizational 
change shall be faced with inertia of other employees in organization while executing innovative change. The 
level of inertia employees have is up to how organizational communication mechanism work. Especially, the 
level of inertia in centralized organization is higher than that of decentralized organization which has relatively 
flexible communication mechanism. The reason for this difference is that the more flexible communication 
mechanism of organization invoking active social interactions among employees, and these interactions lower 
the level of inertia towards organizational change (Corner, Kinicki and Keats, 1994; Denning, 2001). These 
interactions can be interpreted as a process of socialization from the perspective of knowledge management in 
organization. This process is based on intimate interaction among employees. In the early stage of organizational 
change, the initiator begins the change on the basis of tacit knowledge. As the change proceed, this tacit 
knowledge get through the normalization process to become structured and formalized by undergoing active 
social interactions within organization (Boisot, 1998; Konno and Nonaka, 1996; Leonard and Sensiper, 1998). 

In the process of normalization, explicit knowledge formalized by the series of discussion and 
persuasion among employees shall be a critical resource for establishing corporate strategy. In other words, the 
level of mutual understanding among employees evolves through social interaction, and represents public 
opinion for organizational decision making. In this sense, while interacting with each other, the employees 
experience divergence and convergence in their mutual understanding, and those social interaction leads to the 
maximization of organizational creativity. The divergence is defined the process of crash and competition among 
diverse opinion of employees, whereas the convergence is defined the process of simplification and combination 
of those opinion through active social interaction and training (Leonard and Sensiper, 1998). 

 
A Critical Review of Network Theory in Public Sector 

 
Those studies presenting organizational decision making and organizational change has shown the facts 

occurred in the scene of organizational change. However, we cannot ensure that the same approach can be 
applied to public sector as well. Because the nature of public sector is somewhat different from that of private 
sector, we need other lens to see public sector. The reason why other perspectives are necessary is that the 
organizational change is initiated by the consequence of socialization of employees’ understanding for why they 
need change and what they should do for change, rather than forced order from higher authority of organization 
(Kwon, 2003). The process of socialization requires active social interaction among members who has 
knowledge (Nonaka and Takeuchi, 1995). In the circumstance of enterprise, the intimate social relationship 
based on active social interaction is considered one of critical resource unseen. We may name this social network 
as social capital that is acquired from diverse social network relationship in organization(Brooking, 1996), and 
this social network is showing few features such as mutual trust, obligation for cooperation, richness of 
information channel, expectation for good will of others and rule.  

This social capital facilitate information sharing among players of economy, and help to achieve swift 
and efficient decision making for effective operation of organization. This means that the social capital can be 
considered one of catalyst to promote knowledge sharing within organization. If an organization has affluent 
social capital, there is lots of diverse social network in the organization. In this sense, we can define that the 
social network as a kind of human relationship build though routine work operation, and aware that this social 
network facilitate knowledge exchange and sharing within organization. Thus, we can conclude that well-
established social network plays a role of fundamental infrastructure for the development of social capital 
(Denning, 2001). The social network in public sector can be used not only for the development of social capital 
but also for the method to persuade internal players. That means, in public sector, this social network can be a 
means for the resolution of conflict between other external organizations as well as for the pursuit of agreement 
from internal employees. Furthermore, we can find that social network expand to external organizations as it 
does in internal organization. The social network can be development even with competitive organizations. This 
external expansion of social network relationship benefits the organization to identify business domain to which 
organization belongs and target customer on which organization should focus. In addition to these benefits, the 
organization is able to expect the salutary hands from external authority or entity that has a influential power 
enough to solve the problem, when the organization is in troublesome situation.  
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In the early stage of information system implementation in organization, there is a compulsory process 
for notifying internal members of the necessity of that implementation. As notification proceeds, the members 
experience how the intact ideas or opinion, a kind of tacit knowledge, become explicit knowledge (Boisot, 1998; 
Denning, 2001). Once the explicit knowledge has been developed, it can be transferred to and shared with 
external organizations through existing social network relationship. After reaching agreement from these 
organizations, the information system that has been implemented can be officially approved.  

Even though we can assume the characteristics shown in the process of organizational change and 
decision making regarding knowledge management, there are not much empirical studies exploring the process 
of public organization or governmental agency. In this sense, this study endeavors to explore the practical model 
of successful utilization of the social network organizational level to develop practical guideline for the strategic 
utilization of social network in public sector by conducting a case study. 

 

RESEARCH METHODOLOGY 
 
This study was conducted by means of a qualitative case study method involving a series of interviews 

with 4 employees having exclusive responsibility in KAMCO, legacy documentation sources and public press 
releases. Typically, the study on organizational change requires a close observation about systematic social 
interaction. Hence, it is widely accepted that close investigate provides more opportunity to investigating how 
the organizational change is being implemented than quantitative survey method does (Olikowski, 1999). To 
avoid the limitation of case study based on a singular case to observe, this study intended to interview with plural 
interviewees, who have are in different position belonging to different department. This approach is widely 
accepted as a technique to attain reliability and validity in conducting qualitative research. (Benbasat, Goldstein 
and Mead, 1987). The whole interview conversation was recorded under confidentiality, and then the recorded 
conversation was documented for the use of following-up analysis (Ericson and Simon, 1984). 

 

THE ON-BID SYSTEM IN KAMCO 
 
The Background of On-bid System Development 

 
KAMCO is a Korean governmental agency dedicated to disposal of insolvent liabilities of financial 

institutions. It was established in 1997 by the revision of act of Asset Management Agency Establishment to 
resolve chain reaction bankruptcies triggered by the economic crisis of Korea in 1997. Because of the rapid 
growth of the amount of insolvent liabilities, the number of entities supposed to be in public sales and auction 
was getting greater. Moreover, other competitive public agencies have emerged at the same time, and there was a 
trend that local governments, public enterprises, and financial institutions dispose insolvent liabilities by 
themselves without KAMCO. The growing requirement from customers for efficiency and fairness of public 
sales and auction also put pressure upon KAMCO. Considering the radical environmental change and the 
growing needs from customers, the senior management decided to pursue e-transformation, an innovative 
organizational change, regarding the reengineering of the way of corporation operation by means of information 
technology. For a successful implementation of e-transformation, KAMCO tried to adopt an online real estate 
trading system on the basis of Internet. However, this initial trial was faced with severe opposition from 
employees for the following reasons; Firstly, there was worry bout the safety of trading and limitation in the 
naked-eye examination of real estate. Secondly, there was complaint on some legacy trading procedures which 
still remained manual works, not computerized. Thirdly, there is also difficulty in settlement and refund. And 
lastly, there was worry about information security issues not solved such as information leak, hacking disaster, 
false or fabricated information and fraud. Nevertheless, the chief of Department of Knowledge and Information 
where responsible for the project were confident of the success and kept trying to persuade employees by 
explanation of project plan. He emphasized the following points; Firstly, the information of real estate and 
liabilities can be easily convert into digital contents. Secondly, the real estate trading industry, showing typical 
features of digital information industry, had been left behind from computerization, compared to other industry. 
And lastly, through e-transformation, KAMCO can focus on its target business objective and domains 
contributing to establishing real estate trading order, stabilizing public demands of housing, securing private 
property rights. At the same time, the rapidly changing external environment forced KAMCO to allow 
organization to be highly specialized, computerized and democratized in decision making. To meet these 
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environmental requirements, KAMCO ultimately decided to implement e-Marketplace intended to manage every 
trading events taken placed in the organization on the Internet basis. The senior management and chief manager 
of department for which was responsible for the project confidently initiated those series of innovative measures 
to the end.  

 
The Structure of On-bid System 

 
The On-bid System provides a bundle of services for asset trading such as rental service of public sales 

place for electronic assets, customized asset management service through a My Page, powerful information 
searching service, experts’ consultation service, online community supporting service, recommendation of real 
estate service, etc (See Table 1). 

Table 1: Functional Services on the On-bid System 
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 Asset Disposal Management 
 Sales Announcement Registration 
 Online Public Auction  
 Deposit Refund 
 Online Web Site 

 Information Searching 
 Bid Announcement 
 Online Bid 
 Online Consultation 
 Offerings Registration 
 Other Extra Services 

 
Because of technical difficulties, the public sales procedure on On-bid System is partially operated 

online at present. The information searching procedures for offerings registration information and consultation 
results are provided online, whereas some services such as offering examination, official records reading, title 
verification are not provided online. However, KAMCO keep in mind the plan to provide entire services of 
public sales which are operated online in the next version of On-bid System. 
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Figure 1: Bid Process of On-bid 

The On-bid System’s procedures should be considered on each side of sellers and buyers. Commonly, 
both players group have to register their personal information at the system. Soon after, as shown in Figure 1, 
the buyers have to go through the following procedures to purchase offering; Firstly buyer registers a 
certification of authentication after getting it from official certification agency for validation. Secondly, buyer 
submits a tender for the offering to purchase. Thirdly, buyer pay deposit to secure his bid on amount of what On-
bid specifies. But buyer should be aware of that the amount of deposit will be imposed by 5 to 10 percentile of 
offering price. If buyer fails to win the bid, the deposit he paid will be refunded into the bank account designated 
by buyer.  Unlike bid procedures of buyer, sellers go through different selling procedures as follows; At first, 
seller registers sales announcement about what he want to sell in terms of bid condition such as bid type, offering 
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specification and public sales details. Continuously, if a seller finds out the bidder who shows the best 
purchasing condition to meet seller’s expectation, the public sales process can be completed.  

 
The Obstacles in On-Bid System Implementation 

 
Typically, the organization encounters a lot of obstacles during information system delivery life cycle 

raging from system development to operation. There were many obstacles encountered by KACMO in 
implementing On-bid System. Those are classified as follows;  

Firstly, it was difficult to persuade internal employees about the implementation. Due to organization’s 
conservative and bureaucratic cultural tendency, it was important to attain agreement of employees as well as the 
will of senior management. That means that there would be opponent from employees against senior 
management’s will towards system implementation. Sometimes simple opponent becomes severe resistance. The 
problem is that their resistance is not easily disposed in public organization. Considering conservative and 
bureaucratic cultural features of public enterprise, the success of system implementation depends on the 
agreement and participation of internal employees. Thus, it should be emphasized that to attain agreement from 
internal actors of organization is important for successful information system implementation.  We may assume, 
from this facts observed, that it was hard to persuade the actors, ranging from lower-level employees to senior 
management. There is no doubt that the senior management’s strong will towards critical events such as a new 
system implantation or organizational reengineering has positive influence to success of the implementation. 
But, unfortunately, it is hard to expect highly motivated senior management in public enterprise because they are 
under pressure to show performance in a short period. At the time to implement On-bid System, it seemed clear 
that for senior management to approve the implementation project was risky and tough decision making as well. 
As shown in the implementation of On-bid System, such e-Transformation involves radical organizational 
change. Hence, the deviation among employees in comprehension of such change will not be easily resolved 
without strong will of change initiator. Undoubtedly, there may be conflictive opinions against organization 
change. And those opinions result in diverse approaches toward organizational change. In the case of KAMCO, 
because those conflicts was resolved, relatively, in a short time, those were able to transferred into interests in 
the improvement and problem solving of what they want to fix. Absolutely, those supportive interests play a 
crucial role in organizational change with system implementation.  

Secondly, it was time difficult and time-consuming job to gather employees to discuss what haves been 
changed in organizational culture and management system, because of distance of locations. Hence, the 
KAMCO suffered from gathering employees from distant location. That means, the KAMCO spent time to 
gather employees rather than to discuss problem and make decisions.  

Lastly, sometimes government policies and regulation can be obstacles in information system 
implementation. For example, there are needs to interface with other information systems of public or private 
organization. Nevertheless, the government has not prepared not only policy but also any feasible plan for the 
system interface. 

 
The Effect of On-bid System Implementation 
 
The Trading Performance of On-bid System 

By 2003, the On-bid System has 713 public enterprise customers, ranging from Seoul Local 
Government to the Ministry of Planning and Budget (MPB), 29,480 individual customers, and totally 30,193 
registered customers. Through On-bid System, approximately 2,671 sales announcements were posted, and 66 
governmental agencies participated in bid with record of 50 % of bid success rate (See Table 3). Especially, 
some agencies recorded more than 500% profit rate from bid participations.  

Table 3: Bid Status on On-bid System 
(Unit : USD 1,000)  

 Num. of Bid Num. of 
Unsuccessful Bid

Num. of 
Successful Bid

Gross 
Contract Price

Remark 
(Offering Examples) 

KAMCO 65 4,556 200 4,889 Government Property Seized Property, etc.
66 Governmental 

Agencies 
(including local 

ward office) 

241 338 172 16,540 

Government Property Sales 
Administrative Right of Public Parking Lot
Supplier Selection 
Official Vehicle Sales 
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Total 306 4,894 372 21,429   
 

If we consider the qualitative side of bid, we can find that there were may bid which resulted in higher 
contract price than expected bid price. That means the On-bid System allows users to expect the following 
benefits; the enhanced openness of information, the ease of bid participation, the time and cost reduction in bid 
process, and so on. Hence, we may conclude that these user’s expectation lets did prices higher, and, 
consequently, lead to the high contract price. 
The Significance of On-bid System 

We may conclude that KAMCO succeeded in the implementation of the On-bid System, considering 
the following; (1) it was a initial and prominent attempt to e-business in public asset trading sector, (2) it made a 
precedent to draw the public notification, from the Ministry of Planning and Budget (MPB), for facilitating On-
bid System usage of public organization, and (3) it derived consensus about the On-bid System’s interface with 
other external IT infrastructure from public and private organizations. In these sense, we also indicate that the 
significance of On-bid System implementation as follows; Firstly, it is an innovative model for online public 
sales, involving government, enterprise and individual citizen, from a view point of user spectrum expansion. 
Secondly, it enhances the welfare of citizen, allowing them to easily participate in public bids and have 
opportunity to get their own residence, with service provision of information searching, consultation and free 
access to government records.  

CRITICAL SUCCESS FACTORS ON-BID SYSTEM 
 
From an in-depth case study, we find the unique organizational features facilitating active discussion 

and swift and effective decision making. Those features enable employees to understand the necessity of On-bid 
System implementation comprehensively, and actively participate in the decision making process and 
implementation process. We can identify the critical success factors of On-bid System implementation in the 
following descriptions.  
 
Organizational Flexibility and Cultural Openness 

 
By 1990’s, the conservative and bureaucratic organization culture prevailed in the KAMCO. Due to 

their high risk business domain, consequently, the nature of organization tented to methodic, bureaucratic and 
conservative. However, the shock of economic crisis of late 1997 forced the KAMCO to change its cultural 
tendency into more flexible one along with business domain redefinition and human resource recruitment for 
domain experts. The changing work environment results in more efficient work process and flexibility of 
thought, and, ultimately, cultural change as well. The changed organizational culture enables decision 
mechanism to shift from top-down approach to bottom-up approach; Any one who has an creative idea or 
constructive opinion can represent what he think freely, and even execute what he want to do about the idea. The 
assurance of active opinion expression in the organization invokes the development of logic to help employees 
understand the organization’s policy, and facilitates active discussion and interaction among employees through 
the whole organization. Even though it take some time to discuss and make consensus, it reduces not only the 
time and effort to resolve employees’ resistance, but also the time to promote and training employees for 
organizational decision. This horizontal decision hierarchy, which is exceptional in public enterprise, allows 
employees to present their own suggestions for improvement of work process. In turn, these suggestions can be 
realized with support of senior management if employees could prove feasibility of the suggestions and show 
their devotion to the realization of suggestions. This is why many practitioners in KAMCO, who played crucial 
roles in On-bid System implementation, can be prominent earlier than their predecessors. 
 
Strategic Decision Making and Leadership of Senior Management 

 
As described earlier in this study, the senior management should be sensitive to the environmental 

changes and forecast the future precisely. Indeed, after the senior management of KAMCO had become aware of 
the environment change and growing customers’ requirement around KAMCO, he decided to execute e-
Transformation by means of information technology. That made him strongly support the Department of 
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Knowledge and Information, where responsible for corporate IT. The study has indicated that strategy for 
organizational change should fit organizational nature; especially it depends on how the decision making 
mechanism in organization is. Most strategic decision of KAMCO has been based on mutual trust between 
senior management and practitioners, who are responsible for the On-bid implementation project. The strong 
will toward e-Transformation and leadership that support its realization was a crucial support for practitioners, 
and vise versa. What the practitioners, the Department of Knowledge and Information, did towards 
environmental and technical change around KAMCO is typical reaction based on Sense and Response scheme 
(Haeckel and Nolan, 1996). We can understand this typical nature of KAMCO, if we consider the nature of 
public enterprise and the domain of business where KAMCO focused. Typically, critical corporate policies of 
public enterprise rely on government’s decision for public affairs. Due to this reliance, the public enterprise has 
to concentrate on the government’s policies and determine what the organization should do. The most prominent 
achievements of senior management’s leadership are to challenge existing prejudice that real estate trading could 
not be possible in online, and to lead employees to participate in decision making and realization processes of 
On-bid implementation. 

 
Strategic Use of Social Capital 

 
KAMCO utilizes well established social capital which they have earned such as a leading power of 

public sales industry, affluent information accumulated for 40 years, and on-going endeavor to provide better 
customer service. Especially the social network, an infrastructure allowing active social interaction, is a major 
strategic resource of KAMCO. This social network is not only a physical infrastructure but also cultural 
atmosphere allowing employees to exchange their knowledge. Based on this social capital, social network of 
KAMCO, the organization utilizes the benefits from the social capital as follows; Firstly, KAMCO empowered 
middle manager to shift hierarchical communication structure to horizontal one. Furthermore, the success of On-
bid System implementation, as a best practice of social interaction, stimulates more horizontal interaction in the 
organization. Secondly, it utilized not only formal relationship but also even informal relationship like coffee 
break meeting, brown back meeting and informal dinner meeting in order to promote the necessity of On-bid 
System implementation. Lastly, it also supports to make atmosphere for employees to exchange their knowledge 
without any awareness of position and hierarchical class in the organization. However, a social network which is 
limited to specific interest groups is not enough to facilitate knowledge sharing among employees within 
organization. In this case, members within the network tend to be exclusive of other employees outside the 
network. If an organization in this situation, the active interaction among diverse departments and groups cannot 
be achieved.  

Department of
Information Systems

Department of
Knowledge and
Information

On-bid 
Business 
Headquarters

The Public Procurement Services

KAMCO The Ministry of Finance and Economy

Interaction 
Between

Organization

 
Figure 2: Internal and External Interaction of KAMCO 

 
Being aware of this constraint of social network and the necessity of scalable social network, 

KAMCO’s practitioners, who develop On-bid System, were trying to achieve active interaction with other 
departments for knowledge sharing purpose by virtue of open and flexible organizational culture. Moreover, they 
were trying to establish extended social network with external stakeholders from other governmental agencies. 
By virtue of this wide range of social network with government agencies, KAMCO was able to exchange 
knowledge with the agencies in order to succeed not only in co-operation with the Public Procurement Service 
(PPS), but in information system interface between On-bid System and external e-Government infrastructure. 
From the perspective of social network theory, KAMCO has well-established network among external 
organization, for example the Public Procurement Service (PPS) and the Ministry of Finance and Economy 
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(MFE), as well as internal departments in KAMCO. In a broad sense, the Public Procurement Service is in 
competitive relationship with KAMCO, regarding business domain─asset trading. But it is certain that there is 
no conflict of interests between these two governmental bodies; the coupling with the Public Procurement 
Service helps to prevent overcapitalization by clarifying target business domain and customer, and to solve 
mutually conflictive problems. Besides, the established relationship with the Ministry of Finance and Economy 
is expected to be one of social capital. That means, even in the case that conflict takes place, the Ministry of 
Finance and Economy will intervene to solve the problem (See Figure 2).  

 
Adoption of Management and Marketing Techniques of Private Sector 

 
In general, a business domain of public sales is positioned in the closer front to citizen than any other 

public enterprises. By virtue of that fact, many of KAMCO’s customers are individual citizens who want to 
participate in bids, not governmental agencies. Thus, KAMCO took into consideration of citizen’s participation 
in the process of On-bid System development and operation. KAMCO considered appealing citizens as 
customers, and classified them into 1st tier customers and 2nd tier customers. This effort aimed to define 
KAMCO’s role to be ‘a customer –oriented cyber marketplace’. Typically, the 2nd tier customers in Korean asset 
trading market are most likely old─ more than late 30’s ─and not familiar with Internet use. Considering these 
demographic facts, KAMCO conducted market trend analyses and researched target customers in the phase of 
system development. Based on the research result, KAMCO intended On-bid System for target customer 
segment. For example, KAMCO conducted an analysis about the favor of target customer segments, the 
classification of catalogues and the past transaction data KAMCO had. After all, the On-bid System’s 
requirement planning could be completed on the basis of results of conducted analysis.  

Furthermore, KAMCO exceptionally decided to adopt the marketing approach and techniques of private 
sector, even though it is in the position of monopolistic enterprise specified by legislation. To achieve this 
objective, KAMCO take the following measures; at first, it held a public hearing on how to activate electronic 
asset trading in the end of 2002, and provided briefing sessions for investment to the On-bid project to citizen in 
order to make electronic asset trading field more activated. In addition, KAMCO pursued independent brand 
strategy, giving up the recognition from the renowned website for public sales use, a KAMCO Land 
(www.kamcoland.co.kr), and, as measures for independent brand strategy, they tried to launch and promote 
independent brand, the On-bid which was named by one of employees. In order to advertise this band new web 
site, KAMCO is promoting campaigns of direct mailing (DM) to the attendants of briefing session for 
investment, media materials, i.e. brochures and video CDs, distribution to on-site bid participants. Thanks to 
those endeavor at promoting campaigns, KAMCO has been able to attract customers with purchasing power in 
the earlier stage of On-bid operation.  

DISCUSSION AND CONCLUSION 
 
At this stage KAMCO has a plan to stabilize and enhance the On-bid’s function and service it provides. 

However from the perspective of integrative e-Government strategy, the On-bid stands alone as an independent 
infrastructure for asset trading. Hence, from the viewpoint of national wide asset management, it is necessary to 
improve the On-bid towards a total asset management system interfacing with tax information, electronic 
registration information of the Court, other asset relative information. That means that, in public asset trading 
area, there is growing needs to develop national asset management system to manage and operate national wide 
assets through a single information system. It is an independent effort parallelized with the innovation of public 
procurement field. To meet the needs, KAMCO, above all, is going ahead with maximizing of On-bid system 
usage and strengthening of stability and security of system. At the same time, KAMCO is developing feasible 
plans about how to efficiently manage national assets and developing an integrated version of the On-bid 
interfacing with other IT infrastructures of government agencies. For pursuing to be the national asset 
management system, KAMCO is trying to promote their plan with other government agencies and public 
enterprises, and requiring active support from them. Furthermore, along with growing needs about resolution of 
speculation problem in real estate in Korea, it is needed to develop an IT infrastructure for this problem as well 
as legal and institutional resolutions. To reform a traditional practice in real estate trading, it is urgent to adopt 
electronic commerce in real estate trading management field. Thus, KAMCO is expected to play a crucial role in 
solving real estate problem by combining knowledge about real estate trading management with 

http://www.kamcoland.co.kr/
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nongovernmental entities’ expertise. Also, KAMCO is expected to support endeavor of the central government 
through the adoption of electronic commerce intending ‘One-Stop Service’ in asset trading.  

This study intends to identify the characteristics and critical success factors of e-business 
implementation in public sector by conducting case study about the On-bid System of the Korean Asset 
Management Corporation (KAMCO). The study finds out the fact that the e-Marketplace implementation, 
affecting not only internal organization but external organizations, will never succeed without continuing effort 
to actively interact with internal and external organizational entities. Especially in the case of failing to achieve 
legal and legislative support and consensus from the central government and governmental agencies, the 
implemented project, accepted by internal employees, will not gain recognition from both government agencies 
and citizens. This study also indicate that it is important the senior management have to equip themselves with 
the ability of precise interpretation about internal and external environment around the organization, the strong 
willingness towards steering the project, the continuous endeavor to pursue stakeholders by means of 
empowerment and social network. Even though this study does not cover all aspects of e-business in public 
sector, it is certain that this study contributes to identify practical guideline for adoption of e-business in public 
sector by conduction case study, and inspires further research about identification of e-business success factors 
in public sector. 
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ABSTRACT 
This article contains the analysis of economic and non-economic factors contributing to Russia’s 

economic success. The analysis of economic development factors is based on comprehensive, interdisciplinary 
approach. It includes definition of “economic success” and suggests a quantitative indicator for its 
measurement. It also contains the analysis and comparison of the categories of national economy 
competitiveness and its economic success. 

A considerable amount of thought is given to the analysis of interaction of major stakeholders of 
modern society – power, business and civil society and their role in economic development. It also contains 
civilization differences found in the process of civil society development in Western Europe and Russia. It singles 
out common features and institutional conditions of sustainable economic development in the modern 
environment. 

INTRODUCTION 
Modern Russia faces the challenge of overcoming the impact of system crisis and ensuring sustainable 

economic growth. In the efforts to meet this challenge it is proposed to make use of the “economic success” 
concept. We understand economic success as the state of economy characterized by sustainable economic 
growth that ensures increased well-being of the population. 

The methodology of economic success analysis is based on taking economy as a unit of the entire social 
system in its correlation with social, political and ideological spheres of life of society. New content should also 
inflate such economic categories as development, governance and economic potential. Only complex and 
integrated interdisciplinary approach makes it possible to describe and understand adequately the driving forces 
and the content of economic success and to elaborate the strategy for its achievement in Russia. At the same time 
it is important to overcome stereotyping in the economic analysis of industrial systems development and to 
include new factors and relations arising in society at the postindustrial stage of development of productive 
forces and production relations in the scope of research. 

ECONOMIC SUCCESS INDICATOR 
Economic success can be measured on different levels. Firstly, it can be viewed on a macro-level or the 

level of national economy in general; secondly, on a meso- or sector level; thirdly, on a micro-level or the level 
of enterprises and corporations; fourthly, on a regional level; and, finally, on the basis of individual success. 
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Indicators of economic success that reflect not only the level of national economy development in 
general but the level and the quality of life of the population as well apparently include the Human Development 
Index (HDI). In the international statistics this indicator helps to determine the level and quality of life on the 
basis of life expectancy at birth, education level and access and per capita income with due regard to the 
purchasing power parity. According to Human Development Report 2004 prepared by the United Nations 
Development Program (UNDP), in 2002 Russia was classified 57th among 100 nations outstripping Libya by 1 
point but lagging behind Cuba by 5 points (Doklad, 2004). 

The general level of economic development is also measured using a so-called Competitiveness Index. 
According to the World Economic Forum data, Russia in 2005 lost five positions in terms of Competitiveness 
Index as compared to the previous year and dropped to 75th place in the list of 117 countries. This research which 
has been conducted for nearly the last 30 years assesses the situation by questioning some 11 thousand 
businessmen and research institutions. In the preparation of the list a number of different factors is taken into 
account, including the quality of public institutions work, the level of technologies and the amount of 
innovations. The ensuing data clearly reflects not only the existence of the problem of low competitiveness of 
domestic economy but also the fact that this problem becomes more and more acute. 

The very concept of competitiveness and its indicators work on the outside and are assessed by the 
world economy actors. Competitiveness works on the outside because within the general framework of 
globalization and integration of countries into the world economy in the long run the only way to protect national 
economic interests and, consequently, to ensure national economic security is to improve competitiveness of the 
country at the world market (Huntua, 2004). 

At the same time the level of competitiveness of the national economy is primarily the result of internal 
economic processes, including the rate of economic growth, structural changes in production and institutional 
transformations in the economy. It is all these factors that ultimately influence the standing of a country at the 
world market and help to improve its position in competitiveness ratings. 

Such categories as competitiveness and economic success have both similarities and differences. As to 
similarity, they both reflect the focus on positive results within the framework of dynamic economy 
development. Besides, these concepts and relevant indicators can be viewed at different aggregation levels. 
Thus, the list of actors with competitive advantages can consist of certain types of products, enterprises or groups 
of enterprises, as well states or their associations striving for leadership in various fields of international 
economic relations (Gelvanovsky, 2004). In its turn, economic success can be as well approached, firstly, at the 
macro-level or the level of national economy in general, secondly at the meso- or sectoral level, thirdly at the 
micro-level, fourthly at the regional level and finally at the level of individuals. 

As far as differences are concerned, competitiveness of any economy, as has been mentioned above, is 
assessed from the outside, i.e. at the international level. On the other hand, economic success manifests itself 
primarily inside the country and is assessed by its own people. These assessments may be highly subjective and 
contradicting taking into account the differentiated position of various economic entities, territories and 
individuals. They are subjected to fluctuations in time and are extremely important for political leadership 
serving as a feedback mechanism between the authorities and society and affecting socio-economic and political 
stability in the country to a large extent. 

It appears that the relationship between the categories under consideration is that of interaction and 
complementarity. In this analysis the achievement of economic success is viewed as a priority as well as a stage 
of competitive economy development in Russia. 

According to available statistics, Russia belongs to a group of countries that have experienced regress in 
the 1990s in terms of socio-economic development. Since the early 1990s Russia has also witnessed a level of 
income differentiation too wide for a developed economy which is one of the main reasons of wide-scale poverty 
in this country. According to official statistics, in 2005 the income or decile coefficient that determines the ratio 
between the patterns of income or consumption of 10 per cent of the poorest and 10 per cent of the richest layers 
of the population amounted in Russia to 14.8 (Russian Statistical Yearbook, 2006). In Moscow income 
differentiation measured by this income coefficient amounted to 52 (2005 Report). Meanwhile in such countries 
as Great Britain, France, Germany or Japan, the excess of share of the rich over the share of the poor in the 
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aggregate income or consumption pattern of the population in these countries amounts to 10.5, 9.0, 7.2 and 4.5, 
respectively (Doklad, 2002). 

It is worth noting that in terms of income differentiation level Russia surpasses not only the developed 
economies but the countries of post-socialist Europe and the CIS: Czech Republic - 5.2, Poland – 8.7, Ukraine – 
5.9, Belarus – 6.9 (World Development Indicator, 2006). 

Economic success (or failure) is manifested at different levels of the economic system in multiple ways. 
Thus, a survey of 1 200 heads of industrial enterprises shows that only one fourth of them view economic 
situation of their own enterprise as “good”. Therefore, at the micro-level just 25 per cent of enterprises can be 
categorized as successful (Kleiner, 2004). 

Besides, it is unevenly distributed within the national territory among the entities of the Federation. For 
example, according to RF Goscomstat data in 2005 average calculated wages of workers differed by more than 3 
times – from 4 495.0 rubles in Kalmykia to 14 424.6 rubles in Moscow (Russian Statistical Yearbook, 2006). 

FACTORS OF ECONOMIC SUCCESS 
Based on development experience of different countries of the world it is possible to single out the 

following factors contributing to economic success. The first group consists of economic factors, among which 
such factor as human potential deserves particular attention. It is characterized by the level of education and 
qualification, population size and its movement as well as the age pattern of the population. It is obvious that 
Finland’s economic success in the past century was based on the quality of human potential to a considerable 
extent. This is confirmed by the Russian pre-revolutionary statistics. According to encyclopedia dictionary 
written by Brockgauz and Efron, early in the last century the literacy level in Finland amounted to 80.9 per cent 
as compared to 21.1 per cent within the rest of the territory of the European Russia (Brokgauz, 1996). 

Economic factors of economic success also include a reasonable degree of openness of the economy 
and a possibility to participate in the international division of labor and to have access to technological and 
management innovations ensuring at the same time adequate protection of developing but yet immature branches 
of national economy from competition on the part of more developed nations. 

The second group of factors ensuring economic success is of political nature; it also consists of both 
internal and external factors. Internal factors include a strong state with an efficiently functioning law and order 
system, executive and legislative branches of power, as well as development of a qualified ruling elite 
responsible for its people, while external factors imply the presence of allies or the absence of strong united 
adversaries, which create conditions not only for safe and secure development but for channeling all necessary 
resources for attaining the goals of economic development as well. 

Finally, the third group consists of ideological factors, i.e. the ones that integrate or unite people around 
the national goals within the framework of the dominant system of values shared by the bulk of the population 
(ideology). This integration does not contradict to the legally established right of individuals to ideological 
plurality.  

In any country the evolution of factors ensuring economic success is affected by historic experience. For 
example, during practically the entire history of Russia until recently a considerable portion of economic 
resources due to its geo-political situation has been used to provide security, territorial integrity and the very 
survival of the state. The policy pursued by the country in the 20th century was determined to a large extent by 
the need to meet these challenges and was aimed at the provision of national security.  

Globalization of the world economy manifesting itself in a deeper interconnection of nations and 
compression of the world economic space under the influence of modern technologies and integration processes, 
opens new objective opportunities for expedient development and provision of its security through a deeper 
integration in the world economy and presents new challenges in the environment of globalization and 
international competition. 
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Russia’s historic, civilized experience and common features of economic development of different 
countries of the world make it possible to identify specific activities within the main routes of achieving 
economic success. 

In the field of economy they include preservation, development and efficient use of accumulated 
scientific, economic and human potential. The Russian science has traditionally held a prominent place in the 
world successfully competing in this respect with the leading nations of the world, including the United States. 
This consideration together with complex demographic situation dictates the need to utilize “resource-saving” 
technologies where human being becomes the main resource intended to be “saved”. Science and science-
intensive production represents the field in which Russia can have competitive advantages in the world 
economy. At the same time priority attention should be paid to a “strong” demographic and educational policy 
aimed at expanded reproduction of human capital. 

In the field of internal policy economic success is impossible to achieve without the establishment of a 
modern state based on both the world experience and the best domestic traditions existing before and after the 
October events. It should be borne in mind that the 1917 revolution was not only the reaction to challenges that 
had faced the country at that point of time, but that it itself had presented a challenge to the entire world. The 
attempts to meet this challenge such as the construction of a so-called “social market economy”, ‘a state of 
common well-being” or “mixed economy” have considerably changed the face of capitalism in the 20th century 
and allowed it to win the competition with the system of “genuine socialism”. 

The main actors of the modern state include power, business and civil society. The activities of these 
actors or rather the interaction among them affect the state and the rate of development of a state including its 
material base – the economy. An objective analysis of the state of affairs in modern Russia demonstrates that 
today only power and business exert real influence on economic development of the country while the emerging 
civil society finds itself in the shoes of an outsider or observer. This seems to be the main problem restricting 
social and economic development of the country since this observer consists of and represents the majority of its 
population. 

This situation is far from being accidental. It is the result of drastic changes in the socio-economic 
structure of the society and its system transformation. Most people have found it difficult to understand and 
accept the nature of these changes and, consequently, to form an adequate reaction towards them and the 
majority of people have become the object rather than the subject of system transformations. 

In order to understand this situation it is necessary to look at the events that took place in the country in 
the 1990s which are hidden behind the words “system transformation” and “radical economic reform”. The roots 
of controversy of the processes underway in the post-socialist Russia can be found in the controversy of the so-
called “genuine socialism”. The latter had all the features of pre- as well as post-capitalist formations, i.e. that of 
both feudalism and socialism. It seems that in the early 1990s the country witnessed two interrelated processes 
that occurred simultaneously and rather expediently, i.e. an anti-feudal revolution intended to root out the 
remnants of feudalism inherited from the Soviet times as well as a process that can be regarded as the restoration 
of capitalism in its most primitive form. If the former process objectively entails positive changes aimed at 
liberating social creative forces, including private initiative in the economy, the latter one has certain features of 
regress since it brings society back to social relations of “wild capitalism”. And it is here that the most highly 
developed nations have achieved considerable success, largely due to the impetus given by the October 
revolution. 

Unfortunately, institutional transformations intended to liberate creative forces of people are subject to 
much controversy and this conclusion can be supported by the lack of noticeable successes in small business 
development. At the same time restoration processes and dismantling of a rather developed social infrastructure 
in particular are taking place with a much higher degree of “success”. 
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Civil society represents a self-organizing force and a system of non-public relations. This is a society 
with developed partnership relations among the society, the state and the economy, which not only monitors the 
activities of the state but controls national wealth as well. According to E.Giddens, “Civil society is a force that 
deters the market and the state at the same time. Neither market economy, nor democratic state can efficiently 
function without a civilized influence of civil associations” (Giddens, 2000). 

When we speak of driving forces of economic development and a role and a place of civil society in it 
we must be aware that economic or production relations are at the same time social and legal relations. Economy 
as a part of social system develops within its “framework”. In its turn, the quality or the level of development of 
civil society and its institutions determines the level of economic relations development and the very efficiency 
of economy. Economy develops under the influence of public, civil and economic factors. The combination and 
the nature of these factors is determined by the diversity of civil society of a particular country. 

In the modern environment civil society is an answer to the challenges presented by a “risk society” 
(Beck, 2000). The freedom of maneuver on the part of the state is being restricted. Power is shifted from political 
actors linked to a certain territory (governments, parliaments, trade unions) to economic stakeholders who are 
not restricted in their activities by territorial considerations (capital, finances, trade). Those risks that have been 
previously borne by the state or the economy are now being shifted to individuals. As a result the importance of 
civil sector and its role in social and economic development together with the state and the market is being 
strengthened. 

The modern nature of civil society and the model of its interaction with power and business in certain 
countries is determined, on the one hand, by common features of human civilization development (the formation 
aspect) and, on the other, by national peculiarities resulting from specific historic conditions of different 
countries and regions development (civilization aspect). 

In terms of formation development, modern economy is characterized by the following features: firstly, 
it is the economy of mainly hired labor when an individual is not an owner but a self-employed person 
confronting an unfriendly state; secondly, the middle class is not viewed as the owner class; and thirdly, with the 
development of the process of property division and separation of ownership and control functions in respect of 
property it is human capital rather than tangible capital that comes up as the main factor of economic 
development. Within the system of “genuine socialism” in Russia all these features have been clearly 
manifested. 

At the same time civilization approach makes it possible to identify differences in civil society 
development in Western Europe and in Russia. 

Historically, Western Europe has been dominated by the idea of civil society primacy over the state. 
Business development has occurred naturally and gradually; in cities new ties, new culture, new system of values 
have been evolving based on the division of labor, established interpersonal contacts and supremacy of law over 
traditions. Within urban culture strong horizontal ties among businesses have been established which has helped 
to maintain sustainability of culture and to reproduce it. Through this, the city has been able to confront the state, 
on the one hand, and feudal lords and the village, on the other, in order to protect its own interests. Finally, the 
presence of sustainable business relations and ties has allowed business as a sector with specific interests to 
protect them at the state (legislative) level, which has helped to strengthen businessmen positions in society.  

In Russia the development of civil society has taken place in a quite different historic environment. 

Russia’s historic development has been characterized by the idea of supremacy of the state over civil 
society. Cities could not play the same role as in Western Europe, since, firstly, they have served as the extension 
of villages as well as of their traditions that have limited the development of new culture and secondly, they 
themselves have been advocates of the state policy. At the same time business sector has been controlled by the 
state and it has developed at the initiative of the latter. Sustainability of business community has depended upon 
the state (which could nominate “businessmen”), while competition has taken place in the field of relations 
between businessmen and the state rather than in the area of business activity. “All property in Russia – as 
V.V.Rozanov put it in the beginning of the 20th century – is a result of a claim, a gift or a robbing. The share of 
labor in property is negligible. And as a result it is neither strong nor respected” (Rozanov, 1990).  
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Therefore, the Russian society has the tradition of a considerable role of the state, a high level of state 
and economy management centralization accompanied by traditions of collectivism in personal relations. If we 
want to ensure compliance with the principle of succession in socio-economic development that ensures its 
evolutionary nature, we need to take into account these particular features of the Russian society. 

At the same time “civilization” and historic differences in some countries development should not be 
viewed as obstacles to the preservation of high standards of “quality” in modern society and economy. These 
standards require compliance with the following rules: provision of the population with a minimum level of 
income and its equitable division; accessibility of education, medical services, cultural achievements; pursuing 
an efficient anti-trust policy; protection of the interests of consumers, small and medium-size businesses and 
wage earners. Unless these conditions are met it will be difficult to speak of any genuine economic success in 
modern Russia.  
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ABSTRACT 
 

The paper addresses the question of what are the main difficulties that should be taken into 
considerations in the transferring of nuclear safety culture from a Finnish supplier to Russian nuclear power 
plants. First, the concept of ‘Organisational Culture’, focusing especially on ‘Safety Culture’, is described. After 
that follows a short description of the concept of ‘Project Culture’. Then, the discussion goes on describing how 
the safety culture is transferred. And after that the discussion deals with the research methodology and research 
results. The paper ends with the conclusion according to which assessment of the present situation, sharing the 
same vision, close co-operation based on equality and complying with the decision-making system of the 
receiving organisation are of vital importance in order to implement safety culture transfer project successfully. 
 

INTRODUCTION 
 

Nuclear power plants are complex systems and require a highly skilled and motivated workforce to 
operate them safely and efficiently. Therefore, in times of change, there is significant pressure on the approach to 
safety and on the safety culture of both organisations and individuals. (INSAG-18, 2003) More emphasis has to 
be given to safety culture in the future and it has to be the first priority. 

European Union (EU) has also set policy objectives related to the improvement of nuclear safety in the 
former Soviet Union and Eastern European countries. EU and international funding institutions have established 
nuclear safety programmes to support the promotion of an effective nuclear safety culture at the plant level 
through on-site assistance, including equipment supplies. These programmes aim to achieve and maintain a high 
level of nuclear safety world-wide, through the enhancement of national measures and international co-
operation. 

Regarding to the transfer of safety culture the results presented in this paper are based on the experience 
from participation in the Finnish Support Programme for Nuclear Safety and EuropeAid Co-operation 
programmes. The aim of the Finnish support programme for nuclear safety is to contribute to the prevention of 
nuclear accidents at nuclear facilities. The programme supports waste management projects and emergency 
preparedness arrangements. Finland's bilateral assistance in the field of nuclear and radiation safety is almost 
entirely directed to the neighbouring areas in Russia. EuropeAid Co-operation is based on the following EU 
policy objectives: 
• To achieve and maintain a high level of nuclear safety world-wide through the enhancement of national 

measures and international co-operation including, where appropriate, safety-related technical co-operation 
• To establish and maintain effective defences in nuclear installations against potential radiological hazards in 

order to protect individuals, society and the environment from harmful effects of ionizing radiation from 
such installations 

• To prevent accidents with radiological consequences and to mitigate such consequences, should they occur. 
 
However, transferring of culture – nuclear safety culture in this case - is not an easy task. This is due to the fact 
that culture is a complex concept involving multiple levels with some levels, such as basic cultural assumptions 
being tacit and out of awareness (e.g. Suda, 2006). In other words, nuclear safety culture is influenced by the 
organisational culture, and other possible cultures, too. Safety culture is not a solid parcel, which an organisation 
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can take and install. Therefore, the goal of this paper is to illustrate those difficulties encountered in projects by 
which nuclear safety culture is transferred from Finland to Russian nuclear power plants. First, the discussion 
deals with the notion of organisational culture, focusing especially on the safety culture and barriers and 
resistances within the transferring projects. Due to the fact that the change of the recipient’s safety culture is 
taking place with the help of project deliveries from a Finnish supplier to Russian nuclear power plants, it is also 
worthwhile to describe project culture. And finally, due to the need to better understand problems within 
implementation of these safety-transferring projects, the results of an empirical study in this context are 
explained in detail. 
 

ORGANISATIONAL CULTURE 
 

Organisational culture represents a counterculture within organisational theory in that it challenges, and 
on occasion rejects, the traditional structural and systems perspectives on how decisions are made, and how staff 
and organisations respond to the environment in the way that they do (Ott, 1989). One of the most significant 
definitions of organisational culture is that of Schein (2000), who defines culture as “the deeper level of basic 
assumptions and beliefs that are shared by members of the organisation, which operate unconsciously in the 
environment”. It is considered as the invisible and unobservable strength that is always behind the tangible 
activities of an organisation which can be observed and calculated. It is commonly perceived as a social force 
that converses with people, and motivates them to act (Gundykunst and Ting-Toomey, 1988). Another definition 
of organisational culture is that “Culture is to the organization what personality is to the individual – a concealed 
yet combined theme that provides meaning, direction, and mobilization” (Kilmann et al., 1985). 

According to Schneider (1994), it is possible to identify four different core cultures. The foundation of 
these four cultures rests on what each culture focuses on and how each one makes decisions. Each culture is 
uniquely defined by the kind of input that is important to it and by the process it relies on to form judgments and 
to make decisions. When viewed together, the four cultures reveal a number of underlying patters (see Figure 1). 

The underlying pattern is illustrated by two axes combined with one another, yielding four core 
cultures. The vertical axis considers what an organisation pays attention to, or the content. The horizontal axis 
considers how an organisation makes decisions and forms judgments, in other words, the process. The content 
axis is bounded by actuality and possibility. The process axis is bounded by impersonal and personal. 

According to Schneider (1994), “…the qualities and characteristics associated with the content and 
process axes are organisational and cultural preferences or central tendencies” and as such “…are not 
exclusionary – having a preference for one does not preclude involvement in the other.” It does not mean that 
facts are all that an actuality organisation deals with, or that a possibility organisation never attends to facts. One 
simply predominates or is central to how the firm works. 

Control core culture is all about certainty and has its roots in a more mechanistic model. It 
fundamentally exists to ensure certainty, predictability, safety, accuracy and dependability. 

Figure 1: The four core cultures 
 

 
 

Competence core culture is very much fixed on achievement and gaining distinction on being the very 
best and/or having the very highest quality. This is the culture of uniqueness, of one-of-a-kind products and/or 
services. 

Collaboration core culture basically has its roots in teams, family and affiliation and is all about 
synergy. It fundamentally exists to ensure unity and close connections with the customer. It pays attention to 
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concrete, tangible reality, actual experience and matters of practicality and utility. However, its decision-making 
process is people driven, organic and informal. 

Cultivation core culture has its roots in religion and religious systems, meaningfulness and self-
actualisation and is all about enrichment. It pays attention chiefly to potentiality, ideals and beliefs, aspirations 
and inspirations, and creative options. Its decision-making method is people driven, open-minded and subjective. 
 
Safety Culture 
 

Safety culture can be defined as follows: "Safety culture is that assembly of characteristics and attitudes 
in organizations and individuals which establishes that, as an overriding priority, nuclear plant safety issues 
receive the attention warranted by their significance". (INSAG-4, 1991) 

In all types of activities, for organisations and for individuals at all levels, adequate attention to safety 
has many elements (INSAG-5, 1992): 
• Individual awareness of the importance to safety 
• Knowledge and competence, conferred by training and instruction of personnel and by their self-education 
• Commitment, requiring that senior managers demonstrate the high priority they attach to safety and that 

individuals adopt the common goal of safety 
• Motivation, through leadership, the setting of objectives and systems of rewards and sanctions, and through 

individual's self-generated attitudes 
• Supervision, including audit and review practices, with readiness to respond to individuals' questioning 

attitudes 
• Responsibility, through formal assignment and description of duties and their understanding by individuals. 

According to INSAG-4 (1991), the main elements of the safety culture in a nuclear power plant 
organisation are policy level commitment, managers' commitment and individuals' commitment. Moreover, 
according to INSAG-15 (2002), the key issues in the safety culture are: 

Commitment. This means that commitment to safety and to the strengthening of safety culture at the top 
of an organisation is the first and most vital ingredient in achieving excellent safety performance. This also 
means that nuclear safety is put clearly and unequivocally in first place in requirements from the top of the 
organisation, and there is absolute clarity about the organisation's safety philosophy. 

Use of procedures. Management systems require clearly written procedures that are fit for their purpose 
to control all aspects of nuclear and radiological safety. 

Conservative decision making. Well-tested systems relying on defence in depth and supported by 
procedural requirements will protect employees and the public from radiation hazards. It is essential that 
everyone connected with nuclear safety be constantly reminded of the potential consequences of failing to give 
safety absolute priority. 

A reporting culture. Failures and near misses are considered by organisations with good safety cultures 
as lessons which can be used to avoid more serious events. There is thus a strong drive to ensure that all events 
which have the potential to be instructive are reported and investigated to discover the root causes, and that 
timely feedback is given on the findings and remedial actions. 

Challenging unsafe acts and conditions. Nearly all events, ranging from industrial and radiological 
accidents, incidents and near misses to failures affecting nuclear safety, start with an unintentionally unsafe act 
or an unacceptable plant condition or process. These have often been latent and have gone undetected or been 
ignored. Then, in combination with another challenge to the system, a further, more significant failure occurs. 
Minimizing existing latent shortcomings in working practices or plant conditions is therefore vital in avoiding 
more serious events. 

The learning organisation. If an organisation stops searching for improvements and new ideas by means 
of benchmarking and seeking out best practice, there is a danger that it will slip backwards. A learning 
organisation is able to tap into the ideas, energy and concerns of those at all levels in the organisation. 

Underpinning issues: communication, clear priorities and organisation. There are three prerequisites 
which underpin all of these questions. The first is that of establishing good communication about safety issues. 
This involves the three elements of communication: transmission, reception and verification. The second issue is 
that of ensuring that a sense of reality is retained about what can be achieved and on what timescales. Many 
programmes of safety enhancement have faltered because of a failure to deliver on agreed objectives. The key 
prerequisite here seems to be one of prioritisation. The third underlying issue is that of achieving and 
maintaining clarity about the organisational structure and accountability for what is to be done. People need to 



576 ©Copyright 2007 by the Global Business and Technology Association 

know what their task is in the organisation, and how their skills and knowledge are to be used in achieving and 
maintaining its goals. 
 

The culture of any organisation in the international nuclear industry is centred on safety. This reflects 
human awareness of the significant destructive capability of nuclear power when control is lost, and the 
recognition that strict attention to safety is essential if the benefits of this form of power are to be obtained. For a 
nuclear organisation, safety culture is the dominant aspect of the organisational culture. To understand safety 
culture in its entirety, we must identify the artefacts, espoused values and basic assumptions that form the totality 
of the concept of culture as it applies to safety (Figure 2). The examples given for each of the three levels are 
illustrative only, as the application of the Three Level model to a specific organisation would reflect the 
uniqueness of that organisation, and allow for logical links to be made between artefacts, espoused values and 
basic assumptions. However, logical links will not be apparent in the illustrative examples shown below, as it is 
not derived from any particular organisation. (IAEA-TECDOC-1329, 2002) 

Artefacts are the easiest to observe, but their meaning is most difficult to interpret. Knowledge of 
espoused values will help with meaning, but it is only when the basic assumptions are understood that the 
meaning of the components at the artefact level will become apparent. (IAEA-TECDOC-1329, 2002) 
 

Figure 2: The levels of safety culture (cf. Schein, 1987; IAEA-TECDOC-1329, 2002) 
 

 
 
Project Culture 
 

Project work denotes the activities of a company that carries out project deliveries to its customers. 
Companies engaged in project business can be divided into four categories: manufacturing-oriented companies, 
designers, integrators, and companies contracting on project management services (Artto et al., 1998). This 
scheme of categories can be used to depict the key segments of a company’s activities, and of what core 
knowledge its operations are based upon. However, many companies have expertise in more than one sub-field 
of the categorization.  

Understanding the culture of an organisation is critical to running successful projects. Culture resides in 
every fold of an enterprise, influencing the dynamics of how people perform, relate and perceive the 
organisations' impact on their lives. However, individuals, project teams, and organisations seldom fit one 
particular type of organisational culture, because they represent complex social systems and mixtures of many 
cultural patterns. Nevertheless, there are models that identify some systematic processes that the people working 
for projects can use to make sense of their environment. 
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Moreover, since the final product of a project consists of the work of several experts in various fields, 
the cultures of the basic organisation and those of the various professional groups meet. Different professions 
typically have their own cultures and ways of working, which are not necessarily in harmony with the rules of 
the project. When various cultures are effectively joined, the result is a project organisation which is able to 
mediate the message to many and get everyone working for a common goal. A good project culture, therefore, 
requires a directing entity which consists of an organisational culture and a strong professional culture. The 
result is a synthesis of cultures. One should not even attempt to unite the various professional cultures, but rather 
seek appropriate modes of co-operation and communication for the project at hand. 
 

TRANSFER OF SAFETY CULTURE 
 

In order for culture transfer to occur, a number of requirements must be met. The first is that the 
receiving organisation must be capable of and interested in receiving the information. When this feature is weak 
or even lacking, transferring culture has been likened to “trying to push a string”. A minimum pull must exist 
from the target organisation in the form of a basic receptivity to ideas. (cf. Steele, 1989) 

Furthermore, the members of the two organisations must, to some extent, have an overlap in their 
training, skills, and experience. Without some common base, those in the recipient organisation will lack 
assurance that they truly comprehend what is being transmitted. People frequently feel they understand 
something when, in fact, their knowledge is superficial. They may also lack the self-confidence to ask questions 
and really probe the limits of the information being transmitted. The people in the recipient organisation may be 
unable to distinguish between changes in the process that are permissible, and those that vitiate the new culture. 
Some people reinforce the potential breakdowns in communications by hints of arrogance in flaunting their 
superior knowledge. 

The conventional wisdom holds that culture transfer is most effective when people are in close physical 
proximity and when organisational barriers are minimal. This perception has been systematised into a theory 
called ‘barriers and bonds’ (Morton, 1971). According to this theory, close physical proximity is a bond, distance 
is a barrier. Membership in the same organisational unit is a bond, in different components, a barrier. The theory 
postulates that when both distance and organisation operate as barriers, culture transfer is so difficult as to be 
improbable. However, in practice the transfer of nuclear safety culture means that transfer projects take place 
over vast distances. 

When the future state of the culture for the receiving organisation is understood, it is possible to 
diagnose the barriers to change. According to Balogun and Hope Hailey (2004), most barriers to change arise 
from the old organisational culture and organisational stakeholders. This means that any vision developed of the 
future culture will encapsulate new structures, systems, and ways of behaving that have to put in place. 

Thus, the existing organisation culture provides some of the strongest barriers to the implementation of 
change. In other words, if the existing organisation culture, and the potential barriers to change it creates, are not 
understood, the way the organisation and its members operate may continue to be driven by the existing culture, 
rather than by the desired new ways of behaving. For change to be successful, the range of levers deployed needs 
to address these issues. More specifically, the identified barriers, including old behaviours, need to be removed 
or destroyed. 

Powerful stakeholders can also provide significant barrier to change. The way such stakeholders are 
likely to react to the proposed changes should have already been built into the design choices made, from the 
consideration of power as one of the contextual features. Moreover, it is also important to understand the way 
different stakeholders will respond to change as implementation progresses, and then consider how this is to be 
tackled. 

Once the design of the future culture has been completed, and it is known what barriers to change have 
to be overcome, it is then necessary to design an implementation path to deliver the future state. This involves 
thinking about which change levers to deploy and in what order. The consideration of barriers to change should 
have lead to some decisions about old structures, systems and ways of behaving that need to be dismantled or 
discouraged, and the mechanisms that can be deployed to achieve this and facilitate change. 

To provide more shape to the way the identified levers and interventions should be sequenced, and what 
additional interventions may be needed, it is helpful to subdivide the transition state itself into three other phases: 
mobilise, move, and sustain (Figure 3). 
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Figure 3: Three phases of transition (cf. Lewin, 1958) 
 

 
 

Mobilise is about making people within an organisation ready for a change of the culture by making 
them aware of the need for this change and dissatisfied with the existing ways of working. It is about creating the 
readiness for change among the workforce, at all levels from senior managers downwards. Change of culture is 
often a painful, difficult experience for both organisations and the individuals within them. To undertake change, 
people need to feel that the problems and pain the change will cause are outweighed by the need to change. 

Move is the implementation of the needed changes through the selected range of levers and mechanism. 
Sustain involves embedding the changes throughout the organisation, to ensure members do not relapse 

into patterns of old behaviour. 
Resistance to change can develop at all levels of the organisation. Since change is an emotional process, 

resistance should be expected and seen as natural. The key is to help people through their resistance, so that they 
can move on to accept the changes. There are a number of different models, lists and categories of reasons why 
individuals are likely to resist change (e.g. Kotter and Schlesinger, 1979). Resistance may be due to: 
• Self-interest and politics. Issues to do with personal loss and cost of undertaking personal change, such as 

loss of turf, loss of status, loss of promotional prospects, separation from long-standing colleagues, or may 
be even a less convenient way to work. 

• Psychological reasons. Issues such as fear of the unknown, fear of failure, concern about ability to develop 
needed skills, or a low ability to cope with change. 

• Emotional reasons. May include lack of energy and motivation, denial of need for change, or 
demoralisation. Also, uncertainty about impact of change on individuals, such as job security and earnings 
levels. 

• Change approach. Lack of participation, involvement and communication. 
• Recipient perceptions. To do with lack of understanding about why change is needed and its implications. 

May include different assessments about what should be done and the likely outcomes of proposed changes. 
A lack of trust may result from previous change experiences in which promises were not kept. 

• Cultural bias. Entrenched ways of thinking, and ‘we have always done it this way’ attitudes and habits. 
Conflict between proposed changes and existing values and beliefs. 

• Historical organisational factors. Traditional relationships between managers and the unions and workforce, 
or traditions or rivalry between functions or departments. 

 

RESEARCH METHODOLOGY 
 

The case study method (e.g. Olkkonen, 1994; Yin, 2003) is used to collect data in the empirical part of 
the study. According to Olkkonen, results obtained through the case study method are often new hypotheses or 
theories, explanations of change or development processes, even normative instructions. The material and its 
processing are empirical, although the material is usually formed of a small number of cases. The problem of 
generalization is related especially to the results obtained by the case study method. It remains to be 
contemplated as to what extent the results obtained in a limited number of cases can be generalized to be 
applicable to a larger group. This means that the results must be regarded as more or less probable hypotheses. 

The case studied in this research is one where a Finnish nuclear power plant organisation transfers 
nuclear safety culture to neighbouring Russian nuclear power plants, where organisational culture (e.g. safety 
culture) differs from that one existing in Finnish plants. The main method used to collect data was participative 
observation. Two experts, who worked as a Project Manager and Team Leader in a Tacis project, have made 
observations and notes during the four-year period. The Project Manager and Team Leader have the opportunity 
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to form an overall picture of the safety culture transfer project, because they are closely involved with the project 
for many years. The Project Manager is responsible for the establishment of the duties and responsibilities of the 
project staff, the resolution of contractual problems, project quality assurance as well as monitoring the progress 
of projects and proposing remedial actions when necessary. The Team Leader is responsible for providing the 
necessary co-ordination for the various projects, providing assistance to the receiving organisation of practical 
work, monitoring the content of all the planned deliverables, document control and filing as well as maintaining 
relations with the local experts working for the project, with supervision and approval of their work. 

The Project Manager and Team Leader have been in key roles during project implementations. Working 
in these tasks, they have had opportunities to closely follow project progress, and they have also had access to 
relevant information. They have also solved different kinds of problems related to the transferring of safety 
culture. The results presented in the following are also based on feedback from workshops and cooperation 
seminars held during the past fifteen years in the framework of the Finnish Support Programme for Nuclear 
Safety. 
 

RESEARCH RESULTS 
 

The main findings of this study are described in Figure 4. The upper right section of the figure consists 
of management and strategy of the project. The lower right section of the figure consists of expert resources. The 
lower left section of the figure consists of knowledge transfer. The upper left section consists of evaluation and 
feedback. 

Vision. It is important that all project stakeholders share the same vision of the transfer of safety culture. 
Vision must be based on collective commitment to safety. Shared vision will assure that all parties strive towards 
a common goal. It is also important to ensure from time to time that all parties understand vision in the same 
way. We have noticed in previous projects that a common understanding of top management is an absolute 
necessity. Incoherent common vision has caused some delays and lack of motivation. However, the present 
situation of the receiving organisation has to be well understood in order to create a realistic vision of the future 
state of the organisation. 

Management support. In a nuclear power plant organisation a predominant element of the culture is 
control and centralised decision-making. Therefore, it is essential that management supports safety culture 
transfer projects in order to ensure necessary resources and support in all the phases of the project. In the 
receiving organisation, there might be several improvement and development projects going on in parallel, 
which may cause defocusing of resources. Therefore, co-ordination is essential. 

Administration. Bureaucratic procedures often cause delays in task implementation and decision-
making. In Russia, co-operation between different authority organisations has caused some delays. However, the 
decision-making system of the receiving organisation has to be followed, because it is not possible to change this 
mechanism during project implementation. 

Resources. Lack of necessary resources reduces the possibility of successful project implementation. All 
relevant resources must be ensured in the early stages of the project. We have observed that, because of other 
obligations it is not always easy to guarantee availability of experts for the whole duration of the project. This 
difficulty is observable in both the delivering and receiving organisations. 

Figure 4: The main findings related to the transfer of safety culture by projects 

 
Motivation. We have noticed that without motivation it is impossible to transfer nuclear safety culture 

between organisations. Individual experts in the organisation need to be sufficiently committed in order to have 
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them personally and actively involved in enhancing safety. All experts involved in the project must be motivated 
to achieving and sustaining enhancements to safety in everything they do. Our experience shows that co-
operation should be based on equality. Underestimation of the receiving organisation, and in particular, a 
'teaching attitude', should be avoided. To some extent, we have also noticed that the receiving organisation is 
sometimes reluctant to apply external advice. 

Responsibility. A nuclear power plant organisation is typically a high control culture, which tends to be 
very hierarchical in structure, with centralised decision-making. Our experience has shown that an expert's view 
is not always sufficient as such, and therefore, the final decision-making takes time. Responsibilities must be 
clearly defined and decision-makers must be known in order to implement a safety culture transfer project 
successfully. 

Presence. In nuclear safety culture transfer projects, it is important to have persons, at all levels of the 
organisation, who are in close interaction with the beneficiary nuclear power plant organisation. Usually, the 
Team Leader is present at the site at least 50% of his working time. The Team Leader is a link between the 
delivering and receiving organisations. However, contacts of the individual experts are often limited. This may 
cause problems in project implementation, because the flow of expert knowledge and know-how is not always 
continuous. Therefore, according to our experience, it is important to establish a good knowledge exchange 
mechanism at the early stages of the project. 

Communication. Lack of common language and geographical distance may cause some difficulties in 
international projects. This may also reduce the opportunities for face-to-face communication, which is 
important in order to exchange experiences and knowledge between organisations efficiently. It is also important 
to ensure access to all relevant information. Our experience has shown that openness, good attitude and 
willingness to share experiences are of vital importance. 

Co-operation. It is important that both local and external experts who are involved in the project have 
an equal and collegial relationship. It is also important that local experts are involved in the project from the 
beginning. In our case, similar educational backgrounds of experts facilitates project implementation. Good co-
operation is one of the most vital prerequisites for the success of a safety culture transfer project. 

Sustainability. It is essential to have sustainability as an overall goal for transfer of safety culture. 
Otherwise, the impact of an individual project may be insignificant. It is important to make assessments after the 
completion of the project, in order to identify possible weaknesses and further development areas. We have 
noticed that there are too many different projects which do not form a clear and logical entity. There are also 
some deficiencies in the systematic gathering of feedback and evaluation of project results. Evaluation of project 
results should better guide planning and actions related to future projects. 
 

CONCLUSIONS AND MANAGERIAL IMPLICATIONS 
 

In the nuclear industry, operating organisations go through a number of phases in developing and 
strengthening their safety cultures. Visible commitment from the top of the organisation is vital in promoting a 
strong safety culture. In this paper, we have described our experiences related to transfer of safety culture 
projects. We have identified ten problem areas based on experiences gained in safety culture transfer projects. 
Also, some recommendations are given on how to avoid or solve these difficulties. We can also conclude that the 
achieved empirical results give good support to the theories presented in the conceptual part of this paper. 

In this paper, we have also divided the identified problem areas into four different sections, which are 
management and strategy, expert resources, knowledge transfer and evaluation and feedback. This classification 
helps in establishing an overall understanding of safety culture transfer projects. As a result of empirical study, 
we can conclude that assessment of the present situation, sharing the same vision, close co-operation based on 
equality and complying with the decision-making system of the receiving organisation are of vital importance in 
order to implement a safety culture transfer project successfully. In summary, improvement of nuclear safety is a 
continuous process. 
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ABSTRACT 
The effective foreign trade activity of any country can and should be a key condition of prosperity itself 

and its partners. This objective is especial actual now during the change of the epochs, creation of a new global 
markets of labor, technologies and resources. Each country tries to realize its potential in the best way but it 
does not always come true. Our article represents some results of the complex research of the problems and 
opportunities in the foreign trade activity transformation of the Russian Federation in the recent 15 years. 

 
 
 

INTRODUCTION 
 
Foreign trade and interaction of the global markets are one of the basic motive forces of the economic 

growth in the modern world. Russia during all history has been actively involved in trade and economic relations 
with other countries. The main reasons for it have a natural and not passing character. First of all it is its climatic 
conditions (more than 70% of the territory is a zone of risky agriculture, of permafrost), the presence of unique 
resources of raw materials (35% of the world reserves of gas, 30% of iron and nickel, 22% of woods, etc.) and 
the geographical position. Russia has always been some kind of natural connecting link between the Western, 
Central Europe and Asia having created the unique social-demographic and cultural environment. The events of 
our recent past, mainly rigid transformation of the social and economic structure of the society at the beginning 
of the 90s became the next historical challenge to the state, the check of its historical maturity. In recent 10-15 
years our country has gone the way which took others centuries. By today it would be desirable to think that the 
crisis has been overcome though the number of problems in all spheres of the society is rather great. However as 
this is known a problem is a next opportunity. It is necessary to make the opportunity become a success instead 
of a defeat. This is the basic purpose of the state regulation and stimulation of the national economy development 
and its foreign trade activities. By the present a sufficient experience has been accumulated. It allows defining 
present-day positions and prospects of the Russian Federation (the RF) in the system of global economic 
formation and development first of all as its permanent and active participant. Initial conditions of restoration of 
the active player status in the world trade can be defined as rather unfavorable for the RF at the beginning of the 
90s. It is shown by the following facts. 1). Destruction of the traditional system of interrelation with foreign 
markets as touching volumes of interactions and their conditions. A crash of habitual attitudes with the former 
countries of the East block and former republics of the USSR is the first reason of it. The second is an 
infringement of the traditional trading balance with the West and as consequence the growth of debts. 2). The 
transformational crisis of the economic system led to falling of the internal manufacture and as consequence to 
essential losses a big part of trading positions in the world market including the traditional raw market. 3).The 
absence of precise legislation as to the field of general monetary-financial regulation and the special areas 
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defining mutual relations with non-residents, adjusting the external economic exchange. It promoted escaping of 
the capital from the country. Therefore the internal economic conditions for recovery became poor. The middle 
of the 90s went in the atmosphere of stagnation of the Russian economy. Today it is possible to say that this 
crisis was got over in 1998 (Fig. 1) and mainly owing to the state efforts in the field of stimulation of the 
development of market institutes, strengthening of the legislation, the struggle against corruption and the 
devaluation of the national currency. 

 
Figure 1: General annual dynamics of the abroad trade turnover in the RF within the period from 

1994 to 2005 (as compared with the production volume of 1990) 

 
 
However the settlement of all problems is still far. In this context the equal in rights and the mutually 

advantageous cooperation with all participants of the global economy is the major direction of the State and 
Business collaboration. The effective export-import transactions are the basic sources of financial resources. The 
latter is necessary for reorganization of the economy directed to development of hi-tech and competitive kinds of 
activity, satisfaction of consumer needs and maintenance of normal functioning and modernization. The 
determination of actual positions and possible competitive advantages of the RF economy in the world market in 
the short- and long-term periods is very important today. All this became a starting point of our research. 

 
 

RESEARCH METHODOLOGY 
 
 
Researches in the field of the analysis of the international efficiency of the national economies and their 

comparative efficiency have old history. By today the authors know some tens techniques devoted to this 
problems. As a whole, there are two exact approaches differing by the purpose of their construction: theoretical 
and descriptive. The first lets understand the general mechanism of the effective international trade work. The 
second is directed onto solution of concrete practical problems taking into consideration their commodity or 
territorial particularity. Within the limits of the approach offered by the author (Pisareva O., 2004) the research 
of efficiency of international trade is carried out for separate product and service markets. The researches were 
carried out in the form of scenario calculations on the inter-country models of trade. V.Leontev's methodology is 
based on the models of export-import streams; the estimation of parameters of separate ratios was carried by 
using of known econometric methods and models. The basic steps of this research were: 1). the analysis of 
current and historical specificity of competitive efficiency of the RF economy, including definition of significant 
export and import streams; 2). revealing the key factors influencing the current and long-term efficiency of the 
trade work; 3) creation of open aggregated branch models considering the demand, manufacture and 
consumption of corresponding goods (in the frame of the above-mentioned work the market of ferrous metals 
was presented); 4) carrying out of scenario calculations based on model complexes; 5) conclusions and 
recommendations on the modeling results. Each of the listed items has independent value and can be a subject 
for a separate review. The subject of this article is the analysis of the international competitiveness of the RF 
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economy from the middle of the 90s to 2005. The object of our research - export and import trading streams in 
separate branches of economy. Information sources of this work were the various open state-of-the-art reviews 
from the Russian and world press, the official statistical data (http: www.gks.ru), the Central Bank of the RF 
(www.cbr.ru), the Federal Customs Service (www.customs.ru) and the International trade statistics 
(www.intracen.org). The basic method of studying of the international competitiveness of a national economy is 
the index method. Usually it is a matter of an index system of the international competition (international index 
of competition, index of competitive ability). Their number is great. Examples of calculation and use of separate 
factors can be found in works of H. H. Liesner (1958), B. Balassa (1965), H. G. Grubel and P.J. Lloyd (1975), 
J.B. Donges and J. Riedel (1977), A. Aquino (1978), the method of comparative advantage of trade UNIDO 
(1982), H. P. Bowen (1983), T. L. Vollrath (1987), K. Laursen (1998) and many others. 

 
 

ANALYSIS OF EXPORT-IMPORT DYNAMICS IN RUSSIAN 
FROM 1990 TO 2005 

 
 
The basic complexity in calculations of parameters and in analysis of dynamics in the field of foreign 

trade is the difficulty of the unequivocal integrated estimation of the development level. The experience of 
international researches pointed at the necessity of using the set of parameters. It allows considering various 
factors. Thus two groups of indexes were selected (Table 1): 1) characteristics of the openness level of the 
economy (five indexes; foreign trade volume was measured in current prices) and 2) characteristics of the 
economy specialization level (10 indexes; in Table 1 two of them are presented). All the calculations were based 
on the data from 1985 to 2005. The most interesting results are presented in Fig. 2-3. 

 
Table 1: Factor values for foreign trade activity 

Indexes  1985 1991 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 
1.1 Export quota 7,2 5,2 4,5 3,7 2,8 1,6 1,4 1,1 1 1 1,1 1,1 
1.2 Import quota 7 4,5 3,4 3,1 2,2 0,8 0,6 0,6 0,6 0,6 0,6 0,6 
1.3 Foreign 
trade quota 7,1 4,9 3,9 3,4 2,5 1,2 1 0,9 0,8 0,8 0,8 0,9 

1.4 Factor of 
coverage of 
import by export 

1,02 1,14 1,32 1,21 1,28 1,91 2,34 1,89 1,76 1,79 1,88 1,94 

1.5 Factor of 
international 
competitiveness 

0,01 0,07 0,14 0,09 0,12 0,31 0,4 0,31 0,28 0,28 0,31 0,32 

2.1 Factor of 
elasticity of the 
international 
trade turnover 

-* 0,67 0,77 0,86 0,74 0,47 0,86 0,85 0,89 1,03 1,05 1,02 

2.2 Factor of 
physical 
conditions of the 
trade 

- - 79,7 75,1 67,4 79,4 112,2 - 100,6 94,5 78,3 - 

* No some data in open sources. 
 

Obviously it is possible to emphasize three basic stages in the considered period. At the first stage there 
is a growth of the import not supported by the export. There is a decrease in covering of export by import, an 
economic self-sufficiency of the country falls. At the second stage there is a reduction of both export and import 
quotas. There are high rates of the coverage factor. It results in higher self-sufficiency of the country. The export 
incomes exceed the costs of import. However the growth of export occurs only due to the growth of its physical 
volume and decrease in import - due to reduction of grants for the centralized import. The factor of physical 
conditions of the trade shows an adverse situation for the Russian exporters simultaneously with it. At the third 
stage stabilization of all parameters is observed. The factors show an excess of incomes of export over charges 
on import approximately by two times. However the growth takes place owing to the cost factor. 

Figure 2: Parameters of foreign trade 

http://www.intracen.org/
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Figure 3: Dynamics of export and import quotas of GDP 

 
 

As knowing the change of the world prices level and the currency rate render an essential influence on a 
macroeconomic situation. The growth of the real currency rate makes export less competitive and import more 
attractive. The dynamics of export and import are presented in Table 2 (in cost and physical expression). For 
estimation of indexes of conditions of foreign trade (i.e. its efficiency) the groups of comparable goods on export 
and on import were selected (Fig. 4).  

 
Table 2: Dynamics of price indexes and physical volume of export and import 

Export  Import  
         Year 

 
Index of 98 00 02 03 04 05 

Jan-
Oct 
06 98 00 02 03 04 05 

Jan-
Oct 
06 

volume in 
current 
prices 0,56 1,97 1,04 1,27 1,47 1,39 1,37 0,74 0,78 1,34 1,25 1,34 1,29 1,37 
physical 
volume 0,59 1,76 0,92 1,16 1,32 1,04 1,10  0,87 0,82 1,07 1,08 1,04 1,24 1,25 
Price 1,02 1,12 1,13 1,09 1,11 1,34 1,19  0,85 0,96 1,26 1,16 1,34 1,05 1,12 
Price 
changes,% 2 12 13 9 11 34 19 -15 -4 26 16 34 5 12 

 
In general for the considered period the growth of both physical volumes and the prices of import are 

observed. The dynamics of the export prices is stable - year by year there was their growth approximately by 
10% which was accompanied by the growth of physical volumes of export but already at higher rates. Thus due 
to higher prices of import compared to the export the indexes of RF trade conditions have been annually reduced 
since 1998. A similar tendency is observed in further years. As a result the index of the trade conditions in 2004 
makes already 78.3% that means rather essential deterioration of the conditions for the Russian participants of 
the foreign economic relations. On the whole one may say that the positive dynamics of the export cost was 
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provided due to significant annual escalating of physical volumes, and of the import - due to high rates of prices 
rise until recently. The tendency breaks in 2006.  
 

Figure 4: Indexes of the RF trade conditions 

 
 
 

ANALYSIS OF STRUCTURAL CHANGES AND 
INTERNATIONAL COMPETITIVENESS FROM 1990 TO 2005 

 
 
The structure of the Russian export includes some thousand various kinds of production. However only 

about 10 of them provide the biggest part of cost trade turnover. It can be seen from Fig. 5. The main feature of 
the foreign trade of the Russian Federation is its growing raw and especially fuel and energy specialization. All 
considered period (excepting 1998) the Russian export of mineral products especially fuel and energy constantly 
increased. The high level of concentration of these goods in export under rather high share of the export in GDP 
product led to the fact that the raw export from Russia became the major factor of the economic development. In 
general the RF economy strongly depends on a conjuncture of the world markets especially on the markets of 
fuel and raw material by reason of essential volatility of the world prices for the exchange goods. Therefore, for 
example, if the cost volume of the mineral oil export in 2006 increased by 32.2 % in comparison with 2005, the 
physical volume - only by 5.5 %; the cost volumes of the natural gas export increased by 37,5 % in comparison 
with 2005 while the physical volumes remained at the level of the past year. 

 
Figure 5: Grouping of industries per specialization factor values 

Basic industry  
in export  

 • Metallurgy 
• Fuel-energy product 

Oriented to internal 
consumption 

 • Wood 
• Products of the 

chemical industry 

Significant share of 
participation in the 
world trade 

Oriented to import 
substitution 

• Food products and 
agricultural raw materials 

• Textile 
• Machines and equipment 

 
Insufficient 
participation in the 
world trade 

 High degree of dissatisfaction Practically complete 
satisfaction 

 

 
The indexes of the international competitiveness were calculated for more detail estimation of the 

goods. The most known one is the index of relative competitive advantage (the index of interbranch and the 
intrabranch specialization, Balassa, 1965 (Вij)). It reveals specialization of country i in manufacture of the goods 
of the branch j. If Вij>100 the country has competitive advantage in the world trade of goods j. Balassa indexes 
are expedient for considering in the dynamics. The grouping of the goods was carried out by their calculations 
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for the RF export in 2000-2005 (Table 3). Thus the basic competitive goods for the RF are both fuel-raw goods 
and metals. The not competitive and imported goods are food, machines and equipments. 

 
Table 3: Grouping of basic goods of the Russian trade by Balassa index 

Character of index behavior per commodity group Index 
value, 

Bij 
increase decline permanent 

permanent 
very high 

value 
>100 Saw timber; scrap-iron; crude 

metal; steel; slab steel; iron; 
etc. 

Lacquer; dye 
(stuff); paper; 
etc. 

Crude wood; coal; fertilizer; nickel; 
copper; aluminum; nonelectric 
machines and equipment; etc. 

Petroleum; 
natural gas; 
petroleum 
products. 

<100 

Fresh meat; cosmetics; 
mechanical parts; 
telecommunication equipment; 
etc. 

 fruits; sugar; cotton; medicaments; 
telecommunication equipment; 
machines, engineering tools and 
equipment; etc. 

 

change metal concentrates; tire etc. Waste paper   
 
It is possible to calculate Aquino index (1978) on the basis of Balassa indexes for goods export and 

import. It allows to measure simultaneously the interbranch specialization in view of export and import of the 
country and to estimate real specialization of the country. During calculation of this parameter the matrix of the 
trading structure of the country is easily built. For this purpose Balassa index value for export is put on the 
vertical axis and for import – on the horizontal axis. Distribution of a cloud of indexes in export-import 
coordinates allows to identify the type of specialization of the country and to divide branches on where the 
interbranch specialization or the intrabranch trade prevails. For illustration of the calculations and comparisons 
of the dynamics the trading matrixes of the RF in 2000 and 2005 are provided in Fig. 6- 7. 

 
Figure 6: Trading matrix of the goods of the Russian foreign trade in 2000 

 
 

From them it is possible to see following dynamics: Russia remains the country-importer in light 
industry and while the intensity of imported food products specialization reduces, the textile, cosmetic, 
medicines increases though not at high rates. Russia passes gradually from the interbranch to the intrabranch 
specialization in the field of power goods (oil, oil products, gas). The intensity of specialization is stable for 
mineral oil during the considered period. It is observed alongside with transition from the intensive interbranch 
specialization to less intensive interbranch concerning natural gas. As for metallurgical production it is possible 
to see the increase in intensity of the interbranch specialization of concentrates and raw material and reduction of 
the interbranch specialization in the field of the processed metals with tendency to increase in the import 
component.  
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Figure 7: Trading matrix for the goods of the Russian foreign trade in 2005 

 
 
 

CONCLUSION AND RECOMMENDATIONS 
 
 
The researches of competitive positions of the Russian trade show that for the past ten-fifteen years 

there were essential changes in it. They carry both positive and negative shade. On the one hand the foreign 
trade became an appreciable source of development of the RF economy. From the end of 1998 to 2002 there 
was a natural uniform recovery of the economy after the default in 1998. It strengthened the positions in the 
world trade first of all due to traditionally high export potential in the markets of energy carriers, mineral oil, 
black and nonferrous metals and of some other mineral resources. Especially clearly this tendency was shown 
after 2002. On the other hand such structure of the export goods is not equitable to interests of the country 
aspiring to the general efficiency of the economic power growth. Today the share of the goods really competing 
on the Russian or in the world market (without taking into account oil, gas and their derivatives) is estimated 
approximately as 15% of the gross national product. The superfluous monetary weight affects the RF economy 
owing to the general growth of the world energy prices. Hence there is a risk of transformation the RF economy 
into the rent economy and suffering from «the Dutch illness". This process does not take place only due to 
intensive growth of the sectors of manufacture making not traded or partially traded goods (for example, 
production of construction, building materials, part of wood- and food-processing industries). 

 
In this connection the state is obliged a) to define strategically important directions of the economy 

development; b) to use special measures on stimulation both the progressive structure of manufacture in the 
country and the export structure change. Considering the experience accumulated in the world in the field of 
regulation of the external economic streams of the goods and services as the main tools of effective influence on 
dynamics of the external economic contacts in the short-term period it is possible to recommend: 1) use the 
effect of current growth of the external demand for the goods of the traditional Russian export as source of 
changes of the internal structure of the RF economy; 2) use the effect of the growing internal demand for 
imported goods (such as cars, shoes and textile manufacture, etc.) on purpose to save the resources for their 
concentration on the direction of supporting and development of strategically important branches; 3) use 
partially the effect of the export prices including devaluation of the national currency (it yielded the positive 
results in 1998).  

 
However obviously it is impossible to support high competitiveness for all industries. The way of 

devaluation policy of the ruble in relation to the currencies of other countries with a view of increasing the 
export due to a cheap national currency and a competition on costs cannot be considered as a norm. As the 
globalization process will inevitably lead to alignment of price disproportions on the markets of raw materials 
and labor. Hence it will demand a periodic change of the source of the competitive advantages owing to 
reproduction of unique properties, quality of the “national” goods and services and after all their cheapness. The 
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basic vector of possible progress the Russian business in the field of the world trade is an expansion due to 
growth of both internal and external demand. In the long-term prospect it is possible only by reason of real 
growth of the RF economy, effective supporting of innovative activity, carrying out of constructive internal 
industrial policy and active stimulation of energy saving. Only this way will allow reaching by Russia a long-
term success in the openness of the internal market and rightfully being among the group of countries having the 
developed industries deeply integrated into the world economy. 
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ABSTRACT 

The article represents analysis of business forecasting systems functioning practice in the conditions of 
modern Russian economy. Changes in its content, problems, functions and methods, which took place within the 
last ten years, were identified. Main trends of development of forecasting and business forecasting methodology 
in Russia were determined. Proposals for reformation the general methodology and practice of forecasting were 
made. 

 
 

INTRODUCTION 
 
 
The globalization processes, which showed themselves clearly during the last ten years, cannot fail 

owing to their overall nature to affect specific character of economic, social and political development all over 
the world including the Russian Federation (RF). The globalization processes are varied and not unambiguous in 
their consequences. One thing is undoubted: the knowledge market and the information market are the basis of 
the modern world economy development. Revolution in the field of information and communication 
technologies is the driving force thereof. However the growth of «globofobia» in the world prevents to develop a 
sober and responsible approach to estimation of the globalization consequences (Dunning J., 2000). At the same 
time its undeniable advantage is the speed of dissemination of knowledge and technologies. You cannot disagree 
with the statement: «Whereas quality determined everything in the 80's, and re-engineering did the same in the 
90's, the crucial concept of the current decade is the speed» (Gates B., 1999). Electronic information creates 
today the environment for doing business for each are characteristic permanent changes. The rate of changes is 
so high that such type of development was named «interrupted chaos». All this cannot fail to exert strong 
influence on manners and methods of modern corporation management. In particular it results in the necessity of 
revision of the forecasting function in the whole system of management of business systems. This is especially 
actual problem in the modern Russia since the global transformations in the country take place against the 
background of not less grand changes in the world economy. 

 
Russia’s position at the beginning of the 21st century is such that it has not other alternative but 

accelerated, forced entering the integration and globalization processes otherwise it may fall out of the context of 
the modern historical development. In this case experience, knowledge and technologies worked out in high-tech 
and innovation oriented countries such as USA, EU, Japan and a number of other is a chance of fast and efficient 
adaptation of society and economics to a new economic reality. Here is a possibility to join the general global 
strategy of development based on use of the whole amount of knowledge accumulated by innovation leaders, 
including knowledge in the field of efficient manners and technologies of management and not exclusively 
resource potential of the nowaday Russia. In this connection we shall consider the actual state of the forecasting 
function in the context of the business management systems evolution in modern Russia, carry out a comparative 
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analysis thereof as against the best world practices in this field and estimate possibilities of correction and further 
development thereof. 

RESEARCH METHODOLOGY 
 
 
The purpose of the research undertaken by the author was a study of the actual state of the forecasting 

function in the Russian management practice. Three main problems were to be solved for this purpose. The first 
of them was to identify the modern state of the practice of forecasting in Russia on the basis of all available data. 
The second one was to compare the experience of the forecasting function realization in the RF with the 
experience of modern realization thereof in the world. The third one was to work out guidelines for practical 
management focused on growth of efficiency and competitiveness of Russian business owing to improvement of 
forecasting quality. The object of the research was realization of the forecasting function in modern management 
of micro- and macroeconomic objects in Russia. Considering economic forecasting of development we shall 
highlight its conceptual essence (principle of construction, target orientation, its tasks, object focusing, etc.) and 
technology realization (methods of forecasting, software and information support, way of realization within the 
limits of the whole system of organization management, etc.). The main sources of initial information for this 
research were interrogations and questioning of managers engaged in realization of the forecasting functions in 
management; statements of experts in this field; contents of official Russian and foreign sites 
(http://www.ibf.org; http://www.forecasters.org; http://www.gks.ru; http://www.cbr.ru at al.); as well as any 
published review in the field of sales of software and information support facilities for forecasting and analytical 
activities (http://is1.cemi.ru/ruswin/publication; http://www.lionhrtpub.com at al.). Besides formation by the 
author of the general methodological approach to execution of this research was greatly influenced by the 
following works: Mentzer, J.T. and J.E. Cox Jr., 1984; Dalrymple, D.J., 1987; Winklhofer H., 
A.Diamantopoulos, S.F.Witt, 1996; Makridakis S., 1998; DeLurgio S.A., 1998; Chaman L. Jain, Jack Malehorn, 
2005, 2006 at al. As main methods of processing of collected factual information and expert statements were 
used the methods of processing of expert opinions, the methods of analytical comparisons, the analog method, 
traditional statistical and multivariate statistical analysis, clustering methods et al.  

 
 

GENERALIZATION OF MODERN TRENDS IN 
DEVELOPMENT OF THE FORECASTING FUNCTION OF 

BUSINESS SYSTEMS 
 
 
Monitoring of forecasting researches by companies of different spheres of business and study of the best 

examples is very important for dissemination and improvement of the culture of introduction of adequate 
forecasting technologies. Unfortunately this approach didn’t yet occupy the proper place in practice of Russian 
management first of all owing to the lack of any materials of lengthy observations. Therefore the author turned to 
the foreign experience. Proceeding from well-known publications in this field, a very important work of The 
Institute of Business Forecasting (The Journal of Business Forecasting) in this direction, and especially the same 
of such experts as Chaman L. Jain and Jack Malehorn, it is possible to give a generalized view of evolution of 
the forecasting function in corporation management during the last 25-30 years (Fig.1), as well as main features 
thereof today. They may be presented in the following list. 1). On the whole during the last two-three decades 
the focus of forecasting shifted from macro- to micro-forecasting. The main focus in the micro-level is on 
support of base business processes in companies, first of all those connected with estimation market 
requirements, consumers behavior, sales forecast and optimization of companies’ expenses for support thereof. 
2). The development of the forecasting methodology is stimulated in the first place by changes in technology. In 
particular, the progress in the field of information technologies results in multitude of new possibilities in quality 
and depth, as well as speed of data processing. New special-purpose software appears which is realized in the 
context of CRM, SCM, SCEM, CPFR and so on.  3). It is noted the trend of shift of this management function 
from the category of auxiliary management functions to the same of leading ones. 4). The main way of 
forecasting information quality improvement is shifting of attention from improvement of forecast methods to 
improvement of the forecasting process. 5). There is an obvious trend of understanding of the forecasting 

http://www.ibf.org/
http://www.forecasters.org/
http://www.gks.ru/
http://www.cbr.ru/
http://is1.cemi.ru/ruswin/publication
http://www.lionhrtpub.com/
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function importance for growth of firm management general efficiency. It is introduced through general 
corporate practice of interaction and cooperation of separate subdivisions of companies, as well as integration of 
all related management functions. 6). Orientation on possibly stronger cooperation and openness with 
companies’ customers and consumers is welcomed and stimulated in every possible way. 7). Perception of 
impossibility of efficient realization of the forecasting function takes place without understanding importance 
thereof and practical support on the part of top management of companies. 

 
Figure 1:  Chronology of general evolution of the forecasting systems 

 
*) S&OP – Sales & Operations Planning; SCF - Supply Chain Forecasting. 

 
The denoted features may be considered as possible examples for formation of conceptual and 

technological foundations for designing systems of business forecasting in Russian management, as well as 
reference points for estimation of their current and prospective state. 
 
 

INITIAL STATE OF THE FORECASTING METHODOLOGY 
IN RUSSIAN MANAGEMENT AS OF THE BEGINNING OF 

THE 21ST CENTURY 
 
 
As one of definitions of forecasting one might say that it is an activity on decrease of uncertainty in 

development of respective systems. The main feature of forecasting as a type of managerial activities in Russia 
at the end of the 90’s is in fact the loss and actual lack of any conceptual base for construction of business 
forecasting systems. In the times of administrative management methods domination everything was determined 
by purposes of declarative party programs of socio-economic development within the limits of the governmental 
planning strict hierarchy. There was no forecasting function at the firm’s management level, it was fully replace 
by planning oriented on exogenously determined purpose. Elements of forecasting itself existed only at the 
macroeconomic level, in particular, owing to its interaction with foreign markets. One might name here as main 
tasks, for example, determination of the aggregated dynamics and structure of economic development of the 
country as a whole, forecast of the main trends in scientific and technological progress, certain aspects of the 
world economic situation, the world markets and the like. Exactly that actual state facilitated the lack of adequate 
forecasting methodology and tools during the country entry into market relations. Moreover, many positive 
features of the macroeconomic forecasting methodology were lost in "Perestroyka" chaos. We shall mention 
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characteristic features of corporate forecasting in Russia which existed by that time. 1). Forecasting was episodic 
and auxiliary function of planning. 2). The lack of forecasting technology itself; atomicity and fragmentariness 
of forecasts, their isolation and static character. 3). Understanding of forecast quality only as its precision, which 
in its turn was determined only by the best data fit. Therefore, the main task of predictors was the search of «the 
most perfect» forecasting methods guaranteeing the minimum prediction error. 4). Belief in existence of 
universal methods of carrying out forecasting researches. In practice it often came to transfer of conceptual and 
technological approaches and techniques of forecasting in macroeconomics (formed, what is more, in the epoch 
of totalitarian socialist economics) to the level of microeconomics. 5). The lack of special facilities for software 
and information support of the forecasting function. For example, general-purpose mathematical and statistical 
packages were used at the best. 6). The lack of efficient experts in the field of forecasting at the level of 
microeconomics. 

 
The only positive aspect at that stage of corporate management formation in Russia was realization by 

the management of necessity of radical change of contents of the forecasting function, its conceptual base and 
technological support. 

 
 

KEY FEATURES OF CURRENT FORECASTING PRACTICE 
IN RUSSIA 

 
 
Today in our country transformation of the forecasting function takes place simultaneously with 

formation of normal market relations in economics. This process is presented schematically at the Fig.2. This 
results in a series of changes both in paradigm and technologies of forecasting. One may state simultaneous and 
strong interest of business in getting high-quality forecasts. In the author’s opinion, the main conceptual today's 
problem is the lack of completely clear understanding by managers of specific character of the environment, in 
which they work. They don’t see large difference between forecasting of changes, for example, in PC and soft 
drinks markets (the more so since it is difficult to find in Russia products not subject to seasonal effects). 
Anybody realizes that risks and uncertainties are high, but there is no understanding of the fact that now doesn’t 
exist any uniform method of estimation and overcoming thereof, as the case was in previous times. 

 
Figure 2: Chronology of general evolution of the forecasting systems in Russia 

 
 

Reasoning from executed questionings, their vision business support of systems of forecasting is 
formulated most clearly by managers engaged in sales analysis, strategic planning, marketing planning 
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(presented in descending order of per cent of positive reactions from the number of respondents). It is surprising 
that as compared, for example, with similar foreign questionings, experts in the field of production planning 
turned out to be far less interested (about 62% in the RF, 73% according to the data of Makridakis S.(1998), 
inventory control respectively 20 and 26%, budgeting 45 and 54%, logistics planning 10 and 17%). As for 
sectoral specificity, the leaders in stimulation of creation and implementation of forecasting systems are (in 
descending order of priority): retail, sector of financial and banking services, transportation. 

 
As of today, the practice of discussion and co-ordination of forecasting opinions of experts from 

different department doesn’t exist within corporate structures. Such a task isn’t even set. But the «normal» wish 
to make others responsible for any failures and defections of a firm in business is showed clearly. In this case it 
is usually proposed, as the main solution, to resort to recent technological developments, instead of making own 
efforts for creation and adjustment of intracorporate forecasting procedures and evolution from methods to 
processes (Pisareva, 2004). In this situation currently changes connected with the forecasting technology are 
more evident. The source thereof frequently is by no means deliberate comprehension of the problem. It is 
obvious that they take place under the pressure of IT experts inside firms and external activity of IT vendors in 
those sectors of economy where considerable financial possibilities exist. This way of development is often 
unsafe for any management technologies owing to its extreme cost and it requires special study.  

 
Priorities determining selection by managers of specific forecasting methods may be defined from 

contents of the Table 1. Data presented therein is obtained on the basis of questioning of 86 Russian managers 
engaged in realization of business tasks and regularly being in need of solving forecasting problems of different 
complexities within their job responsibilities. Generalizing opinions of those experts, one may formulate certain 
summary useful to understand the practice of application of forecasting methods in business management. 

 
Table 1: The use of forecasting methods in practice of Russian management 

                      Aspect 
          Method 

Familiarity 
with 

forecasting 
methods (% of 
respondents) 

Satisfaction 
with 

forecasting 
methods* 

Forecast 
period** 

Organizational 
level*** 

Deal with unstructured and semistructured information 
(qualitative information)) 
Jury of executive opinion 75 S ST; MT; LT I; C; PG; PL; P 
Sales force composite 72 N ST; MT PG; PL; P 
Customer expectations 65 N ST; MT PL; P 
Deal with semistructured and structured information 
(quantitative information) 
Naïve forecast 42 N ST P 
Leading indicators 40 N ST; MT; I 
Moving average 82 N ST P 
Straight-line projection 50 N ST; MT; LT I; PG; PL; P 
Exponential smoothing 72 N ST I; C; PG; PL; P 
Regression 75 N MT; LT I; C; PG; PL; P 
Trend-line analysis 77 N ST; MT; LT I; C; PG; PL; P 
Simultaneous equations 25 D MT; LT I; C 
Classical decomposition 35 N MT I; C; PG; PL; P 
Life cycle analysis 34 D MT; LT I; C; PG; PL; P 
Box-Jenkins 27 D ST I; PG; PL; P 
DM-technology (Neural networks) 15 N ST; MT I; C; PG; PL; P 

*     Satisfaction with forecasting methods: S – Satisfied; N – Neutral; D - Dissatisfied. 
**   Forecast period: SH - short- term; MT - medium-term; LT - long-term. 
*** Organizational level forecasts: I – Industry; C – Corporate; PG – Product group; PL - Product line; P – 
Product. 

The efficiency of practical application of forecast justification methods is connected, certainly, with the 
potential of information systems functioning in companies and performance capabilities of the respective 



 ©Copyright 2007 by the Global Business and Technology Association   595 

special-purpose software. The modern software market provides the broadest possibilities for use of the newest 
information technologies. Many of them (for example, in the frame of ERP, CRM, SCM and other) offer means 
in different forms meet the needs of organizations in provision of generation of forecasting information. In this 
connection two distinct but poorly consistent with each other trends are observed in Russian management. 

 
The first direction is typical for export-oriented and monopolized economic sectors (first of all the 

resource sectors) with relatively small number of large companies, which accumulated bankroll sufficient for 
realization of large-scale programs of full-featured automation of management activities. Upon creation here of 
corporate information systems (IS) the advanced project solutions of the world leaders in the field of IT are used 
(SAP, Oracle, Sage Group, Microsoft BS, SSA Global at al.). Characteristics of the respective components of 
such IS permit to create a complex for processing of regularly accumulated factual information for key business 
processes in both principal and auxiliary fields of activities of companies for solving forecasting problems. Upon 
inclusion, for example, by means of web-technologies, of the external socio-economic background data analysis 
loop there appears the possibility to form the basis for the system of regular forecasting of business systems 
development. Unfortunately within the scopes of these projects arose certain euphoria, overestimation of 
possibilities of forecasting calculations automation. Since the IS adjustment parameters are offered to their users 
as necessary and sufficient for development of efficient forecasting system. And the latter is wrong. In fact, upon 
such an approach the responsibility for realization of forecasting system in a company is not infrequently shifted 
onto exterior advisers often interested only in IT costs inflation. This technique without adequate methodological 
foundations and organizational procedures doesn’t produce desirable results, doesn’t repay itself, depreciating 
potential of integrated forecasting and lowering efficiency of business as a whole. 

 
The second trend is the use of rather «old-fashioned» standard techniques for statistical data processing. 

This permits managers, to a certain extent, to do without special software or use not the best samples thereof. As 
a rule they are more likely to be placed among general-purpose mathematical and statistical calculations 
software. Different versions of Matlab, Mathcad, Excel, SPSS, Statistica, and Statgraphics were named by 
managers as the most well-known products. Unfortunately only two items in this list are contained in the list of 
the best samples of software products in that software sector which are available now in the RF market. The 
group of leaders (Fig.3) was selected on the basis of a special research (the methods and the full list of the results 
is presented in work of Pisareva and Purvina (2007)) according to the following functionalities: 1 – pre-model 
data preparation; 2 - forecasting method selection; 3 - method (model) realization; 4 - method (model) quality 
estimation; 5 - model forecast uncertainty estimation; 6 - forecasting results presentation. Here, as in the first 
noted trend, is the risk to find oneself in the trap of mechanistic adherence to the «friendly» interface of this 
software. Since the relative ease of data manipulation and getting stereotyped results when solving forecasting 
problems results in alienation from true needs of business development and restriction of procedures of real 
management cycle. Every time, as a matter of fact, an original problem is solved and an «internal» analytical 
product of a company’s subdivision exploiting statistical software is created. So in this case methodological and 
organizational issues of support of the forecasting function in management also come to the forefront. 

 
 

CONCLUSION AND RECOMMENDATIONS 
 
 
The performed research showed that the main feature of the state of the forecasting methodology and 

organization of works for realization of that function is the lack of any generally accepted uniform standards and 
technologies in the RF. As a matter of fact, one might say about formation of that management function under 
new business conditions. Fundamental and practical experience of more mature management schools may 
undoubtedly play here a positive part in overcoming obvious problems of a conceptual and technological nature. 
As of today, it is clearly determined the necessity of transformation of the forecasting methodology, which 
should be focused on determination of organizational and information parameters of conjugation with base 
business processes and management procedures supporting them rather than advantages of one or another super-
precision method. In this connection, may be formulated the following main directions of the forecasting systems 
development in Russian management. 
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Figure 3: Estimation of quality of analytical data processing products within the predicative modeling 
procedure (occurrence of the respective functionality in percents from the highest level) 

 
 
In the first place, the problem of formation of an integrated forecasting technology in the system of 

realization of general tasks of business systems development management takes first priority. All this requires 
thorough parameterization of forecasting problems according to terms and volumes, as well as coordinated 
distribution of separate phases and operations between special-purpose forecasting and analytical subdivision of 
a company and traditional management structures. 

 
In the second place, technological efficiency of realization of forecasting tasks requires the respective 

changes in the corporate culture: expansion of open communications requirements and efficient interaction of 
company’s subdivisions, involvement and motivation of staff at all levels of forecasting problems solution.  

 
In the third place, requirements to the arsenal of applied methods change subject to organizational 

accents and limitations of management forecasting. Along with theoretical purity and research orientation, they 
should rest upon the existing data base of a company and ensure integration, relevance and profitability of 
forecasting calculations required for justification of management decisions. This results inevitably in raise of the 
role and further development of combined forecasting methods, among which scenario modeling is the most 
justified and efficient for the purposes of business systems development. 

 
In the fourth place, correction of requirements to the respective software is necessary to support 

forecasting activities subject to the above-stated conditions of business systems development management. 
Implemented software tools for solving forecasting problems should ensure simplicity of application thereof at 
the level of a separate employee. At the same time, strict correspondence between scientifically correct setting of 
forecasting researches and informal description of the respective regular managerial tasks (procedures and 
standards) should be observed. It is desirable to achieve harmonious combination of information completeness 
and procedural consistency of forecasting components of modern management automation systems with the 
power, flexibility and universality of special-purpose software products. Depending on the purposes stated by 
management, users training level, existence of time, financial and other limitations, different strategies of 
solution of forecasting problems should be provided for: from standard (pseudo-unified) to novel (exploratory- 
research) ones. The problem of overcoming the breach in the views of IT managers (requirement of information 
centralization and request stability) and business managers (desire for flexibility and independence of application 
management) takes on special significance in this situation. 
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In the fifth place, the whole list of the above-noted problems implies enormous work of the Russian 
educational system for correction of teaching standards upon training of both professional analysts and 
managers. The problem of overcoming the breach in the views of IT managers and business managers takes on 
special significance in this situation. 
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ABSTRACT 
 
Brand personality refers to personality traits associated with a brand. In the US, Aaker (1997) uncovers 

five dimensions of brand personality: sincerity, excitement, competence, sophistication and ruggedness. 
Literature suggests that certain dimensions are global while the others are culture-specific. Overall, when the 5-
factor solution is imposed, our study with Thai consumers reveals that three out of the five US dimensions 
(competence, sincerity and ruggedness) are similarly perceived by Thai consumers while excitement and 
sophistication are viewed as the same factor. When the number of factors is not imposed a priori, nine out of ten 
factors found in our study largely replicate the Aaker’s (1997) findings. Therefore, it appears that the five brand 
personality dimensions as uncovered by Aaker (1997) are fairly robust in Thailand although some discrepancies 
remain.  

 
 

INTRODUCTION 
 

Despite an increasing interest in cross-cultural consumer behavior, little work has been done to examine 
the consumer’s perception of brand personality in different cultures. Only two relevant studies specifically 
examine the cross-cultural brand personality structures (cf., Aaker, Benet-Martinez and Garolera 2001; Sung and 
Tinkham 2005). There could be several reasons for the lack of cross-cultural studies in this area, including 
methodological complexities and an ethnocentric belief that psychological principles are universal (Maheswaran 
and Shavitt 2000). 

 
 The scarcity of research on this topic exists in spite of the extensive debate over globalization versus 
localization of marketing and advertising practice (Onkvisit and Shaw 1999). A growth of the global marketing 
strategy in general and the cross-cultural use of global brands in particular (Alden et al. 1999) make this gap in 
the literature even more pronounced. It has been noted that virtually every consumer behavior theory is culturally 
bound to Western conceptualization of the world. Most consumer and marketing theories are based on evidence 
from Western cultures, primarily the US. Since the US is the birthplace of these theories, it is thus not surprising 
that American cultural assumptions might be implicitly or explicitly included in such theories. In other words, 
American culture may have influenced the standard by which the consumer behavior is measured and the bases 
or philosophies of how marketing and advertising work (Mooij 1997). As a consequence, future work to develop 
pan-cultural models of consumer behavior is obviously needed. Our study in brand personality structures in 
Thailand is one step toward such direction.  

 

THEORETICAL BACKGROUND 
 

Brand Personality 
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Brand personality refers to personality traits associated with a brand (Sentis and Markus 1986).  Brand 
personality often reflects non-product-based or non-functional dimensions of the brand. In contrast to “product-
related attributes,” which tend to serve a utilitarian function for consumers, brand personality tends to serve a 
symbolic or self-expressive function (Keller 93). Since brand personality is more difficult to imitate than product 
attributes, marketing practitioners may use it to achieve a more sustainable advantage (Ang and Lim 2006). 

 
Through a series of studies conducted with American consumers, Aaker (1997) uncovers five 

dimensions of brand personality: sincerity (down-to-earth, honest, wholesome and cheerful), excitement (daring, 
spirited, imaginative and up-to-date), competence (reliable, intelligent and successful), sophistication (upper 
class and charming) and ruggedness (outdoorsy and tough). These five dimensions are reported to be robust 
across the male subsample, female subsample, younger subsample and older subsample. Moreover, these five 
dimensions also emerge from different sets of brands and different sets of product categories; and, hence, 
suggesting the scale generalizability. Despite some criticisms, most of the brand personality studies conducted 
after 1997 are based on Aaker’s (1997) scale (Azoulay and Kapferer 2003). 

 
Brand Personality in a cross-cultural context 
 

Two studies specifically examine the structures of brand personality in a cross-cultural context. Aaker 
et al. (2001)’s three-culture study reports that sincerity, excitement and sophistication are the dimensions of 
brand personality commonly found in all three cultures (the US, Japan and Spain). Competence is the culture-
specific dimension uncovered only in the US and Japan. Peacefulness, in contrast, is the culture-specific 
dimension uncovered only in Japan and Spain. Passion, however, is the brand personality dimension uncovered 
only in Spain. The authors suggested that the Japanese and Spanish peacefulness dimensions are influenced by 
the East Asian and Latin cultures that emphasize cooperation and harmony whereas the ruggedness dimension in 
the US may come from the US value to mastering the social environment through self-assertion and 
independence. The passion dimension, indigenous to the Spanish culture, is suggested to be derived from the 
links between Latin cultures’ characteristic higher levels of felt and communicated emotions. 

 
  Sung and Tinkham (2005)’s two-country study reveals six brand personality dimensions found in both 
US and Korea: likeableness, trendiness, competence, sophistication, traditionalism and ruggedness. Likewise, the 
study reports two culture-specific brand personality dimensions, passive likeableness (funny, warm, easy, 
bubbly, smooth, family-oriented, sentimental, and playful) and ascendancy (strict, intelligent, daring, heavy, and 
big) in Korea. They also found two culture-specific dimensions in the US: white collar (corporate, technical, and 
professional) and androgyny (feminine, masculine and expensive). The authors attribute their findings in Korea 
to Confucian values, the Korean Economy and the Chaebol (big conglomerates) 
 
 Altogether, these two studies suggest the need to assess the external validity of the Aaker’s scale in 
foreign countries (i.e., outside the US) in order to evaluate the robustness of the scale, its ability to support 
translation and international uses. Furthermore, it is evident from these two studies that brand personality 
dimensions are differently perceived among consumers in different countries. As a consequence, in a given 
culture, for practitioners to employ brand personality as a key way to differentiate a brand in a product category 
(Halliday 1996) or as a central driver of consumer preference and usage (Biel 1993), there must be a good 
understanding of the basic structure of brand personality in each different country. 
 

Thailand is selected as a culture of interest because it is different from the US (where the Aaker’s brand 
personality measure is originally developed) in several aspects. For example, the US and Thailand, respectively, 
represent individualist and collectivist cultures. The US’s score of 91 on Hofstede’s (1990) individualism-
collectivism dimension which ranks 50th is the highest in 50 countries. Thailand, on the other hand, receives a 
score of 20 and ranks 13th making Thailand a relatively collectivist culture. Furthermore, the two countries also 
differ in terms of technological, political and economic development.  

 
 Thailand has attracted attention from researchers (e.g., Alden et al. 1999), although to a lesser extent 

than other Asian cultures such as Japan, China, and Korea. As a consequence, the use of Thailand would respond 
to the need for more empirical evidence from other underrepresented countries. Furthermore, although Thailand 
may share similar traditional cultural values (e.g., collectivism and high power distance) with Japan and Korea, it 
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is different from those two countries in economic and technological aspects. The results from Thai consumers 
would provide preliminary evidences concerning the possible roles of these two factors. 
 

In addition, from a managerial perspective, the global economy has gone through considerable change 
as Southeast Asian countries have assumed increasingly important roles. Recent financial and economic crises 
sparked concerns about the purchasing power of consumers in Southeast Asia, reflecting the importance of this 
once-small market. As a result, for marketing practitioners, the study of brand personality dimensions in 
Thailand would shed light on the possibility of using global branding as a marketing strategy in the region. 
Based on the foregoing  discussion, out research question states: 
 

RQ: What is the brand personality structure in the perception of Thai consumers? 
 

METHODOLOGY 
 

 Because the primary purpose of this study is to compare the structures of brand personality across-
culture, we adopt the imposed-etic approach where a research instrument is either imported in its original form 
or translated into the local language. This approach is useful in that it makes cross-cultural comparisons feasible 
because quantitative judgments of similarity require stimuli that are equivalent. 
 

Brand personality is measured with Aaker’s (1997) 42-item Brand Personality Scale. The original scale 
in English is translated to Thai using a back-translation procedure (Brislin 1980). The subjects were instructed to 
think of a commercial bank brand as if it were a person and to rate on a five-point (1 = not at all descriptive, 5 = 
extremely descriptive) the extent to which the 42 brand personality traits describe the brand. There are no 
reverse-items.  

 
Two hundred and twenty-two students from a major northeastern Thailand university participated in 

this study. A judgment sample, only those who are well aware of the brand (Sagar, Singh and Agrawal 2006), 
was invited to participate in the study. They filled out the survey during regular class hours as part of the course 
requirement.  The age of Thai participants varies from 19 to 24 years with the mean value of 20.6 years.  Female 
participants account for 64% of the sample. 

 
Subjects were first informed of the study description, then asked to complete the Aaker’s (1997) Brand 

Personality Scale and provide demographic data including age and gender. 
 

RESULTS 
 

The 42 items from Aaker’s (1997) brand personality scale were submitted to principal component factor 
analysis with a varimax rotation and a 5-factor solution imposed a priori. Items which had low loadings (<.40) or 
cross-loaded on two dimensions (over .30) are removed (Nunnally 1978). The factor loadings, eigenvalues and 
percentage of variance explained are displayed in Table 1.  
 
 Factor 1 represents Aaker’s original sophistication and excitement dimension. Factor 2 represents the 
competence dimension. Factor 3 represents the sincerity dimension. Factor 4 represents the ruggedness 
dimension. Factor 5 with three items (cheerful, sentimental and imaginative), however, is uninterpretable. 
Overall, three Aaker’s dimensions (competence, sincerity and ruggedness) are replicated. Nevertheless, Thai 
consumers view sophistication and excitement as one dimension. 

 
In addition, to recheck the robustness of our results, we also run a principal component factor analysis, 

but this time without imposing a 5-factor solution. The factor loadings, eigenvalues and percentage of variance 
explained are displayed in Table 2. Ten factors with eignenvalues higher than one emerge. Overall, Factor 1 
represents the sophistication dimension. Factor 2 represents the honest, wholesome and cheerful facets of the 
sincerity dimension. Factor 3 represents the competence dimension. Factor 4 represents the ruggedness 
dimension. Factor 5 represents the spirited and up-to-date facets of the excitement dimension. Factor 6 represents 
the daring facet for the excitement dimension. Factor 7 represents the down-to-earth facet of the sincerity 
dimension. Factor 8 represents the imaginative facet of the excitement dimension. Factor 9 represents the 
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excitement dimension. Factor 10, composed of “original” and “spirited”, is, however, uninterpretable. Overall, 
when the number of factors is not imposed a priori, the factors obtained also generally replicate what uncovered 
by Aaker (1997). 

 

DISCUSSION 
 

Summary 
 

Overall, when the 5-factor solution is imposed, our study reveals that three out of the five US brand 
personality dimensions (competence, sincerity and ruggedness) are similarly perceived by Thai consumers. 
These consumers, however, appear to view excitement and sophistication as the same factor. When the number 
of factors is not imposed a priori, nine out of ten factors found in this study largely replicate the Aaker’s (1997) 
findings. Therefore, it appears that the five brand personality dimensions as uncovered by Aaker (1997) are 
fairly robust in Thailand although some discrepancies remain.  

 
Since the brand personality structures in our study are not completely identical to those of Aaker 

(1997), future research may want to examine why, at least among Thai consumers, sophistication and excitement 
are closely related. It could be that in a developing country like Thailand, these two dimensions share common 
characteristics. For example, Thai consumers may perceive being trendy, exciting or cool as reflecting the upper-
class, glamorous, and charming qualities. 

 
Theoretical Implications 
 

This study provides both theoretical and managerial contributions to the areas of marketing and 
consumer behavior. In terms of theoretical implications, our study suggests that brand personality factors may 
have both universal and culture-specific factors. This finding is in line with the results from Aaker et al., (2001) 
and Sung and Tinkham (2005). Moreover, our findings support Sung and Tinkham’s (2005) argument that 
“Asian cultures are themselves distinct, and it is misleading to lump them together as if they were culturally 
equivalent ” (p.334). As a consequence, it is not surprising that Aaker et al.’s (2001) Japanese brand personality 
structure, Sung and Tinkham’s Korean structure and our Thai structure are different from one another. Future 
research may want to investigate what element in each Asian culture drives these discrepancies. 
 
Managerial Implications 
 

The study results urge the need to carefully examine brand personality structure in each culture before 
the implementation of global branding strategy, which could not be only opportunities but also threats to 
marketing managers. Global marketers need to consider the extent to which they want to globalize (i.e., 
standardize) versus localize their marketing and advertising strategies (Onkvisit and Shaw 1999). This is 
particularly critical for positioning strategies. For example, if global marketers want to launch a brand in 
Thailand and want to position the brand as having “excitement’ characteristics, the marketers may consider 
attach not only the typical excitement ingredients perceived in the US (e.g., daring, trendy, exciting and cool ) 
but also sophistical ingredients (e.g., upper-class, glamorous and good looking)  in the marketing/advertising 
message.  

 
Next, our findings suugest that the Global Consumer Culture Position or GCCP strategy (Alden et al. 

1999) should be used with cautions in Thailand. This strategy is likely to be best achieved when consumers 
across culture perceived a brand personality as composed of similar or identical dimensions. When the brand 
personality structures are not similar, marketing managers may need to adjust brand positions in each culture. 
Nevertheless, since the difference between the structure of brand personality in Thailand is not much different 
from that of the US, managers should also take the relative costs and benefits of adaptation version 
standardization (globalization) into considerations. 

 
Furthermore, our study results suggest that  marketers in Thailand may need to refine Aaker’s (1997) 

Brand Personality Scale before using it to measure brand personality perceptions among Thai consumers. For 
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example, based on the results displayed in Table 1, managers may select only those items with high loadings on 
intended factors. 

 
Study Limitations and Avenues for Future Research 
 

The current study has a number of limitations which suggest directions for future research. First, 
because this study employs an etic approach due to the cross-cultural comparison purpose, future research may 
consider using an emic approach where a particular psychological construct is explored from within the cultural 
system and instruments indigenous to the target culture are developed by relying on a systematic process that 
generates a set of culture-specific attributes and stimuli (Aaker et al., 2001). This will complement our etic-
approach study. Furthermore, the result of this study is based on a single product category. The replications with 
other product categories and/or in other cultures are also desirable. Next, in addition to a survey method which is 
used in this study where all variables are measured (as opposed to  manipulated) using a self-report format, other 
research methods including experiment (cf., Johar, Sengupta and Aaker 2005) and content analysis (cf., Opoku, 
Abratt and Pitt 2006) may provide additional explanation on the structure of brand personality. 

 
(The authors thank Esaan Center of Business and Economic Research (EC-BER), Faculty of 

Management Science, Khonkaen University for financial support and Kullapapruk Piewthongngam, Walee 
Khanthuwan and Prapai Jantrasakul , the editor and the two reviewers for their helpful comments on previous 
versions of this article.)  
 

Table 1 
Factor Loadings With A 5-Factor Solution Imposed A Priori 

 
  Varimax-rotated principal Factors 
 Items Factor 1 

Sophistication & 
Excitement 

Factor 2 
Competence 

Factor 3 
Sincerity 

Factor 4 
Ruggedness 

Factor 5 
Uninterpretable 

1. down-to-earth      
2. family-oriented   .44   
3. small-town      
4. honest   .65   
5. sincere   .73   
6. real   .62   
7. wholesome   .70   
8. original   .55   
9. cheerful     .66 

10. sentimental     .73 
11. friendly  .41 .53   
12. daring .46     
13. trendy .63     
14. exciting .51     
15. spirited      
16. cool .52     
17. young .48 .49    
18. imaginative     .43 
19. unique  .57    
20. up-to-date .55 .48    
21. independent  .75    
22. contemporary      
23. reliable  .57    
24. hardworking  .53    
25. secure  .64    
26. intelligent  .63    
27. technical  .69    
28. corporate  .61    
29. successful  .45    
30. leader .46     
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31. confident  .48    
32. upper class .71     
33. glamorous .69     
34. good looking .73     
35. charming .59     
36. feminine      
37. smooth .58     
38. outdoorsy    .59  
39. masculine    .74  
40. western    .74  
41. tough    .60  
42. rugged    .75  

 Eigenvalues 10.94 3.34 2.87 1.99 1.52 
 % of variance 

explained 
13.88 12.94 9.14 7.70 5.52 

 
- In Aaker’s (1997), items # 1-11 = Sincerity, items#12-22 = Excitement, items#23-31=Competence, items#32-37 = Sophistication 

and items # 38-42 = Ruggedness. 
- Loadings equal to .4 or larger with no cross-loadings are set in bold. 

 
Table 2 

Factor Loadings With Eigenvalues Higher Than 1 
(A 5-Factor Solution Not Imposed A Priori) 

 
  Varimax-rotated principal Factors 
  1 2 3 4 5 6 7 8 9 10 
1. down-to-earth       .79    
2. family-oriented           
3. small-town       .60    
4. honest  .68         
5. sincere  .72         
6. real  .69         
7. wholesome  .79         
8. original          .60 
9. cheerful      .62     
10. sentimental      .44 .63    
11. friendly  .60         
12. daring      .64     
13. trendy     .61      
14. exciting      .62     
15. spirited          -.52 
16. cool  .42 .40        
17. young     .69      
18. imaginative         .55  
19. unique        .60   
20. up-to-date     .55      
21. independent   .52     .57   
22. contemporary         .59  
23. reliable   .54        
24. hardworking   .71        
25. secure   .61        
26. intelligent   .57        
27. technical   .59        
28. corporate   .42        
29. successful     .43      
30. leader .56          
31. confident .42       .56   
32. upper class .65          
33. glamorous .78          
34. good looking .75          
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35. charming .57        .46  
36. feminine         .61  
37. smooth .65          
38. outdoorsy    .58  .42     
39. masculine    .76       
40. western    .77       
41. tough    .66       
42. rugged    .74       
 Eigenvalues 10.94 3.34 2.87 1.99 1.52 1.47 1.28 1.18 1.11 1.04 
 % of variance 

explained 
10.32 9.35 7.79 7.34 6.26 5.73 4.76 4.55 4.55 3.01 

- In Aaker’s (1997), items # 1-11 = Sincerity, items#12-22 = Excitement, items#23-31=Competence, items#32-37 = Sophistication 
and items # 38-42 = Ruggedness. 

- Loadings equal to .4 or larger with no cross-loadings are set in bold. 
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ABSTRACT 
 
Corporate Social Responsibility (CSR) is a generic concept without any generally accepted definition. It 
involves, for example, the concept of a "sustainable development" or the concept of "good citizenship". The 
dynamic and uncontrolled development has also resulted in equivocal terminology and a number of projects and 
models to be covered by the notion of Corporate Social Responsibility. 
The classification of CSR rests on three basic pillars: economy, society, and environment. 
 
 

INTRODUCTION 
 
Social responsibility is a rather new decision-making and management tool. It involves issues analysing more 
economical approach to environment stressing observation of human rights, human dignity, and principles of 
sustainable development of society. 
The concept of social responsibility centres around the 3P idea – people – planet – profit. With this multi-tier 
view, a company may extend its concern from the narrowly conceived competitive advantages and business 
grow to the environmental and social aspects of its activities. 
Global markets also necessitate enhanced social and environmental responsibilities of leading entities, 
particularly companies, in respect of their acts and behaviour. In recent years, the negative impacts of industries 
on the environment, excessive unemployment, violation of human rights as well as the accounting scandals in 
giant companies have turned the attention of the public, non-governmental organizations, and companies 
themselves to the issues of social responsibility and, more specifically, to corporate social responsibility  
( Seknička 2007). 
 
Globalization poses questions and challenges to companies that they were not facing in the past. The profits of 
giant companies exceed the gross national product of a number of countries making them powerful players in the 
market and models for smaller businesses. Becoming powerful players in the market, they set the tone by their 
behaviour being a model followed by smaller businesses. With their position undermined by the economic power 
of such tycoons, national governments can no longer influence the behavioural patterns as much as they did in 
the past. 
 
It is the infallible consequence of the intrinsic nature of the global market that "a globally traded society is 
inevitably compelled to enhance its capacity to make profit to keep abreast of the competitors". Companies, on 
the other hand, become increasingly aware that "they may only be successful and make more profit than its 
competitors with their management balance the interests of various groups of stakeholders" of which they 
themselves aim to become wishing itself to be taken for a become useful members (Fiala 2005). 
 

DEVELOPMENT OF SOCIAL RESPONSIBILITY 
 
The issues raised by the concept of social responsibility are rather intricate with various currents of thought 
emerging over the last fifty years. According to some authors, the beginnings of social responsibility date back to 



 ©Copyright 2007 by the Global Business and Technology Association   607 

the era of development of shareholder companies, who even think that, in some cases, such issues were already 
dealt with in the 19th century. By building dormitories for their employees, for example, the company owners, 
apart from increasing the efficiency of well-lodged labourers, signalled their belief in strengthening the ties 
between management and employees. The intuitive form of care and responsibility as part of the company policy 
was succinctly phrased by Anita Roddick, the founder of The Body Shop, as: “Being good is a good business.” 
“Being good is a good business.”  
 
Since the end of WWII, this concept has been widely extended. The increasing importance of corporate social 
responsibility fuels the propagation and amalgamation of different concepts. Authors often combine different 
approaches while using the same terminology. The dynamic and unrestrained development is also reflected in 
the ambiguous terminology and the numerous projects and models to be covered by corporate social 
responsibility.  
Corporate social responsibility is viewed as a generic concept without an unequivocal definition.  
It involves, for example, the concept of "sustainable development" or that of "a good citizenship." 
The classification of CSR rests on three basic pillars: economy, society, and environment.  
 
The concept of CSR = corporate social responsibility: 
 
The CSR concept denotes voluntary incorporation of social and environmental aspects in the company's day-to-
day operations and interactions with the company's stakeholders (Green Book). 
 
Social responsibility is manifested by an open dialog with all the groups involved that influence the running of a 
company. Perhaps the responsible approach of the stakeholders themselves trying to be helpful and become a 
reliable partner should also be stressed. 
 

PRACTICAL QUESTIONS OF SOCIAL RESPONSIBILITY 
 
What follows is an attempt to explain the major components and help grasp the meaning of such an approach:  
 

Reasons for Accepting Social Responsibility 
Even though economists still have not agreed on the priorities and scope of corporate social responsibility, those 
with modern views on business respect and, in advanced countries also support, its acceptance at least for the 
following reasons:  
 

1. Trying to prevent the government from interfering with business as much as possible  
Frequently, companies are convinced that it is much better to respect the limitations and follow the 
behaviour patterns set by themselves rather than having to comply with authoritative regulations issued 
in response to unacceptable behaviour of businesses.  

2. The need to have businesses self-regulated to check its economic power  
Apart from the virtually unlimited economic power, the economic strength of big corporations has yet 
another major aspect: This is because, by their behaviour, large businesses set examples for smaller 
ones. Thus they are the creators and promoters of behaviour patterns followed by other companies.  

3. The changing public attitude to business  
The public demands more control and transparency of business. This is part of the modern lifestyle in 
advanced countries with much emphasis placed on environmental and social approaches to business 
activities. Today easily than ever, customers can get access to information on corporate social 
responsibility. According to the research results published at the official CSR Europe website, the 
number of companies “punished” due to lack of interest on the part of those customers disappointed by 
their unacceptable behaviour in social and environmental matters is growing.  

 
Characteristic of Corporate Social Responsibility 

 The generally accepted concept of corporate social responsibility rests on three basic pillars: economy, 
society, and environment. 
 
The economic area in the concept of social responsibility involves  
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– drawing up an ethical code or a similar document to govern the behaviour of companies 
– adopting the corporate governance principles (OECD Guidelines) 
– transparent behaviour 
– continuing dialog with shareholders 
– anti-corruption policy 
– intellectual property rights protection 
– clearly defined relations with customers, investors, and suppliers 
 

In social area, social responsibility includes 
– constant dialogue and cooperation with the stakeholders 
– development of human capital in respect of the health and safety of employees 
– care of balanced professional and personal life of employees 
– equal opportunities (not only for men and women but also for various types of disadvantaged groups)  
– protection of human rights in the workplace  
– ban on children labour 
– development of human capital 
– corporate charity 
 
The environmental area concentrates on 

– creating corporate policy 
– environment-friendly production and services 
– protection of natural resources 
– activities reducing the negative impacts on the environment 

 
Apart from the differentiation based on the above areas, corporate social responsibility may also be 
classified by the external and internal focus of companies.  
 

How can CSR be applied 
 
At present, corporate social responsibility is viewed as voluntary commitment of companies that can either be 
honoured or not. The following approaches to voluntariness can be identified:  
 
1. Fully voluntary approach is supported mostly by representatives of companies and employee unions. Taking 
on such commitments would dampen creativity and enthusiasm. International organizations also adopt such 
approach.  
 
2. Non-profit organizations, on the other hand, call for stricter application of enforceable standards. Their idea is 
to prevent CSR becoming a mere part of promotion. They refer to good examples of those countries in which a 
certain form of principles laid down as laws has brought good results. 
 
3. The concept of smart regulation is coined as the middle way of making the minimum standards a law. In this 
way, companies would still have sufficient leeway to apply their own ideas and original approaches (Trnková, 
2004, p.87). 

 
 Standards Related to Corporate Social Responsibility 
 
According to Institute for Social and Ethical Accountability, there are today about 300 instruments – standards 
and frameworks to controlling businesses and the non-profit sector. The number of such regulations is so huge 
because the law does not stipulate any specific conditions of control.  

 
Anglo-American and European Approaches to Social Responsibilities 
 
There are differences between the Anglo-American approach and that of the continental Europe. Strangely 
enough, the theoretical basis is much more developed in the United States than in Europe, which has traditionally 
been connected with more solidarity and social cohesion than it is the case in America. 
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As opposed to the British and American corporations, the continental European ones are expected to be major 
powers backing the policy of employment pursued by the government.  
Differences may also be found in the approach to corporate charity and donorship. In the U.S., non-profit 
corporations traditionally receive wide support. Europe is more set on charity and support of regional 
development.  
In 1955, the European Commission decided to establish CSR Europe, an organization to support the 
development of corporate social responsibility. It is a Brussels-based non-profit organization. It involves 65 
companies and a number of partner organizations. Each country has a partner organization, in Czech Republic 
represented by a Business Leader Forum 
( www.blf.cz).  
  
 CSR Europe aims to:  

• Promote the concept of corporate social responsibility and business ethics 
• conduct a constant dialogue between businesses, investors, European governments, social groups, 

and civil society  
• become and independent established authority in CSR-related matters  
• offer consulting and training 
• support changes in legislation to facilitate the implementation of CSR principles  
• educate CSR experts (Trnková, 2004, p. 85) 

 
The CSR development in Europe is marked by other activities of the European Commission, which in June 2001 
published a green book entitled Promoting a European Framework for Corporate Social Responsibility while a 
CSR Business Marathon was started in Athens in the same year, which is a cycle of 14 conferences on corporate 
social responsibility. The work of the European Commission has led to establishing a Multi-Stakeholder Forum, 
which aims to “improve the transparency and innovativeness of the CSR concept bringing together the existing 
(CSR) initiatives in successive steps”.  
On the other hand, somewhat contrary to the recommendation of the European Commission, some countries such 
as U.S.A., United Kingdom, and France, after scandals such as those at Enron, WorldCom, Parmalat, etc., 
adopted legal regulations with some of them also governing some CSR principles. Still in 2004, the British 
Parliament vetoed a bill requiring the submission of corporate reports, which would mean that companies were 
obliged to directly incorporate CSR practices in their corporate governance mechanisms ( Seknička 2006). 

 
The year 2004 was declared a “Year of Social Responsibility.” On one hand, this decision sparked a wave of 
criticism. Liberal economists labelled these efforts as anti-capitalistic and undermining free market economy. 
The left-wing critics came up with an accusation that this would only act as camouflage for big corporations, to 
appear responsible, while doing nothing more than paying wages to their employees. The unions, in turn, fear 
that voluntary commitment to corporate social responsibility does not provide sufficient guarantee of employee 
protection. (Fischer and Lovell, 2003). 
On the other hand, this organization is supported by companies such as Nike, Shell, and British Petrol. 
According to Cowe, they manifest a high degree of pragmatism “there is more to their behaviour than just 
charity. Charity is more about money than morality” (in Fischer and Lovell 2003). This is evidenced by the 
statements of some representatives of such companies: the personnel manager of BT’s Group, for example, said: 
“It is a way of doing business that will make sure that the customers will buy from us, the employees will work 
hard for us and the community will accept us as a good company.” 
 
 At present, the European Union is looking for a model that would reflect social responsibility while not working 
against the competitive advantages of a number of companies but also of the EU as a whole over the U.S.A. and 
the new dynamic Asian economies. These efforts are also fuelled by the redefinition of the Lisbon strategy as 
suggested by Kok’s group: “Giving priority to growth and employment: smoothing the conflicts between the 
three pillars of the Lisbon strategy: economy, society, and environment”.  
 
 Development in Czech Republic 
 
Regarding the amount of information provided on the issues of corporate social responsibility, the Czech society 

http://www.blf.cz/
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is lagging badly behind. Moreover, this somewhat vague model is not easily accepted by the owners and 
managers of companies, who have been used to talking numbers and exact data. 
 
Since 2004, Czech Republic is an EU member. During the high preparations for EU accession and under the 
pressure of the EU evaluating reports, the state administration had paid much more attention to business ethics 
and to social issues than in the past. The growing foreign investment and the resulting new forms of management 
were promising improvement or at least permanent attention devoted to this area. However, three years after the 
EU accession, sadly, one must admit that the initial effort to deal with some of the pressing questions related to 
social responsibility and business ethics has flagged. Corruption, for one, is on the rise. In the Transparency 
International rating, the Czech Republic again dropped to the 51st place (being 37th ten years ago). The wide 
public has less and less confidence in the transparency of politicians with rising suspicion of politics and 
business being more and more entangled.  
It is also an error of the academic sphere and educational institutions in general that they haven’t yet been able to 
plausibly present to the business community and explain the importance of CSR. Beginning in 2008, ISO 26 000 
CSR-related certification will be introduced.  
The practice seems to have caught unprepared not only the businesses, but also such institutions as the Ministry 
of Industry and Trade.  
The situation at Karlovarský porcelán, a.s., a well-known exporter of exclusive china, may be taken as an 
example. Customers in advanced markets (USA in the case of Karlovarský porcelán, a.s.) will keep requiring, 
apart from quality, also certificates of the supplier’s good ethical and social environment.  
It is in the interest of the companies themselves to take CSR as a chance to adopt such measures that will balance 
the different interests o stakeholders with such an approach also earning some good points in the international 
trade.  
 

QUESTIONS RAISED BY CSR FOR THE NEAREST 
FUTURE 

 
The businesses are right in expecting the academic sphere to design models of efficient behaviour for companies 
in the global multicultural environment. Answers are sought to questions that businesses have not had to face at 
all or only to a substantially less extent such as:  

• What is the role of business in a post-industrial society  
• How does the outlook of business change (in terms of economy, environment, and society) 
• What is meant by success  
• What are the criteria of success  

It should be noted that, in a number of cases, the CSR-related topics also involve globalization.  
 
Summarising, we can say that the discussions accompanying globalization, as well as those of corporate social 
responsibility can be divided into three areas: 

1. Environmental issues 
2. Exploitation of employees 
3. Bribery and corruption 

 
The above problems are thought of as very important in terms of both corporate social responsibility and their 
impact and scope on a global scale.  
In most cases, bad ethics is bad business. A business that ignores the requirements of business ethics can hardly 
maximize the owner’s value in the long run. In a free market economy, it is good business rather than fraud and 
dishonest behaviour that the most productive employees, the most cost-effective and flexible resources, and the 
best suppliers are seeking.  
All the above reflections are based on the value system commonly adopted in the Anglo-American world. It is 
high time that, in the globalized economy, more attention was paid also to other systems of culture and religion. 
Or do we really want CSR be only incorporated in the western legislation?  
It would be a threat to the competitive strength of European and American companies. There is not even a simple 
answer to all the questions I have mentioned. There should be at least the consensus that postponing solution is 
not a good solution.  
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ABSTRACT 
 
The surge of the green marketing concept suggests that environmental products will provide a comparative 
advantage to companies. This hypothesis lacks empirical evidence in Brazil. The present article reveals the 
results of pieces of research carried out from 1999 to 2006 among over 500 people in Rio de Janeiro city. The 
aim is to understand to what extent environmental features of products are valued by Brazilian consumers. The 
results are intriguing. Favorable attitudes towards green products are not always compatible with green 
behavior. The conclusions are that green marketing needs more credibility in Brazil than has been able to show 
so far. Also, there is some evidence that particular categories of products benefit more than others from green 
marketing, especially those more related to body contact and perceived health hazard. There is also some 
evidence that the most sensible segment of green consumers among the sample is women and particularly those 
with higher education. 
 

INTRODUCTION 
 
The lifestyle of contemporary society has resulted in the degradation of natural resources and this 

phenomenon has been vastly explored by the mass media, as well as environment-oriented organizations. These 
events have resulted in a greater ecological concern world-wide, and in Brazil in particular, there are a number of 
business projects that use the environmental appeal (Exame, 2003; Época, 2006). 

In relation to business activities, in particular those that are market related, this concern is also on the 
rise. With more vehement efforts in European countries, and also in the United States and Canada, entrepreneurs 
have been applying the concept of societal marketing, seeking to explore new opportunities through 
differentiation of offerings considered to be more “ecologically correct” (Sarkar, 1986; OCDE, 1992; Mintu-
Winsatt & Bradford, 1995; Porter & Linde, 1995; Maimom, 1996; Wagner, 1997; Reinhardt, 2000; Biddle, 
2000; Ashley, 2002; Época, 2006; PE&GN, 2006). 

According to Kotler (1998), the concept of societal marketing “assumes that the objective of 
organization is to determine necessities, wishes and interests of the target market,  and to reach the desired 
satisfaction more effectively and efficiently than the competition, so as to  preserve or increase the well-being of 
the consumers and society” (pp. 44). The concept of green marketing, ecological marketing or ecomarketing 
(Mazzini, 2003) a subset of societal marketing as defined by Mackoy et ali (1995), Mintu-Wimsatt & Bradford 
(1995), Maimon (1996), Wasik (1996), Semenik & Bamossy (1996), Kotler (1998), McCarthy (2000), Boone & 
Kurtz (2001), have as hypothesis the selective behavior of the population in relation to the choice of products 
which have a lesser impact on the environment. More specifically, Boone & Kurts (2001) define green 
marketing as “…production, promotion and reclamation of environmentally sensitive products” (pp.71). 

The connection between the theoretical concept of green marketing and the socially responsible 
consumption has been the target of both academic and corporate research  (Benton & Funkhouser, 1994; Ottman, 
1994; Johnson & Johnson, 1995; Marques, 1998; Ashley, 2002; Pereira et al., 2004; Rocha & Marques, 2004; 
Faggiani, 2005; Gomes, 2006).  
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In Brasil, Crespo & Leitão (1993) made a large bibliografical research in the early 1990’s and 
concluded that there were few initiatives to determine how influential the ecological concern was on the 
Brazilian consumer behavior. Later studies, such as Eco-Monitor, which took place in 1991, were done by 
Innovation and others (Rocha & Bittar, 1999; 2000; Rocha & Schuchman, 2003; Rocha & Marques, 2004; 
Rocha, 2006), indicate that there was a minority that was sensitive to ecological concerns. 

Crespo & Leitão (1993), having based their study on sample residents of São Paulo, identified 27% of 
the sample with some characteristics of “green consumption”, in other words, willing to withhold from certain 
commodities and even modify their consumption habits in order to pollute less the environment. A smaller part 
of the sample (18%) agreed to pay more for products seen as “ecologically correct” if necessary. In this context, 
“ecologically correct” products can be defined as those which use less electricity, are more durable, and are non-
toxic, made of recycled materials or use a minimum of packaging (Ottman, 1994). 

Rocha & Marques (2004) on the other hand, studied smaller groups in Rio de Janeiro, and saw that the 
attitudes towards the environment do not necessarily translate into behavioral changes on consumption and 
habits. Through purchase simulations, they conclude that the ecological variables, when present in the products, 
play a secondary role in relation to other factors which influence consumers’ choice, which contradicts the spirit 
of “green consumption”. 

Recently, newspaper articles published in Brazil suggest a “green wave” of consumption (Cezimbra, 
2006; Lessa, 2006; Época, 2006), without, however, revealing its true size or consistency. The same media 
vehicles however, also have articles criticizing the national authorities and businesses alike for their disregard 
with the environment (Brandão, 2006; Época, 2007).   

It’s possible that the interest of the Brazilian people for “ecologically correct” offers is on the rise, but 
such an affirmation depends on scientific evidence. Recent research by the authors show a possible tendency for 
more “ecologically correct attitude”, but do not translate into a “behavioral wave”, in step with ecological 
standards. These contradictions are the essence which this paper attempts to reveal, from the results of research 
made between 1999 and 2006, which variables help explain this phenomenon  and what conditions must be 
present so that social marketing projects with an ecological focus become feasible. 
 

THE LOGIC BEHIND GREEN CONSUMPTION 
 

The initiatives adopted by market oriented managers, tend to offer practical solutions, easily purchased, 
used and discarded to each of their different audiences. This effort may result in greater volumes of residue, 
many of which are difficult to reutilize or be treated. As they try to find answers to the many demands from their 
consumers and markets, marketing professionals can potentially contribute to the increase in environmental 
problems. The concept of green marketing came about as an alternative for the positioning of the firm in relation 
to the market, exploring the ecological aspect of the business offers, believing that they represent something 
which is differentiated and potentially valued by the consumers. 

In general, the corporate concern with the effects of the consumption standard of humanity on the 
environment did not derive from the concept of societal marketing. Pigou (1920), Coase (1960) e Demsetz 
(1967), among others economists, already presented ideas to reduce the so called “negative externalities over the 
environment”, that is, the invisible costs of development in relation to the uncontrolled use of natural resources. 
The ecomarketing came to incorporate environmentally ethical values in organizations through the creation and 
diffusion of new goods and services, whose demand depends on the ecological conscience of the consumer in 
general. 

Apparently the Brazilian institutions that consider themselves concerned with the environment have 
invested more in supply side solutions (production oriented) than in demand side solution (market oriented). This 
gives rise to campaigns which communicate so-called ecologically correct products and processes, but reveal 
very little to the public about their means of production and how its consumption contributes positively to the 
environment. In general, little is known about the real influence of the ecological appeal in the demand pattern of 
Brazilian society. 

Even though Brazilian technological innovations, such as flex-fuel vehicles and bio-diesel are of great 
importance to the advancement of the environmental solutions, some effort is also necessary to better understand 
how the ecological variable is present in the decision making process of the buyers. In general, ecologically 
correct businesses should consider knowing the standard behavior of their markets in relation to the 
environment, and build on that to stimulate changes in the purchasing standards, exploring the sensitivity of the 
consumers over the effects of their consumption. 
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This new attitude and behavior contributes to what Antil and Bennet (1979) defined as “conscious and 
responsible choices”, within the concept of sustainable development. This way, a challenge to be dealt with by 
the marketing professionals is verifying how much the consumer values the ecological variable in his decision 
making process, and if positive, identify which characteristics best define the profile. In other words, it is 
necessary to identify which market segments recognize or show concern to environmental problems, and how 
they react to ecological offers of the institutions. Part of the objective of this work is to contribute in this aspect. 
 

METHOD 
  
To have some type of valid measuring of the ecological concern of the consumer, it is necessary to work 

with a wide variety of methodologies, for this is one way of complex measuring. It is not easy to identify clearly 
through literature a better solution within the presented proposals.  

The present line of research began in 1999, identifying traces of the attitude of a group of business 
under-graduates and comparing them with the alleged behavior patterns in relation to ecological terms. This 
same approach was repeated in the following years, allowing a comparative evaluation of the evolution of this 
phenomenon. The choice to work with these students came from Benton’s (1994) suggestion, since they reflect 
the vision of the leaders that will guide the organizations in the future. 

Once analyzed, the coherence between the actions and ideals of this particular group of consumers, in a 
second part of the simulation exercise, were done to estimate the value attributed to the ecological variables of 
specific products, as well as the identification of some of its demographic characteristics and the reasons behind 
their decisions. Based on these results, hypotheses were raised in order to predict future advances in the process 
of identifying the profile of green consumption. This information can help companies and businesses to better 
communicate with their target market in the future. 

The data was collected using a model questionnaire, adapted from Benton (1994) and Johnson & 
Johnson (1995). It was pre-tested in a small group of students, following a script adapted from individual 
interviews, as used by Wagner (1997) in England and Germany. The final result was an instrument divided in 3 
parts: personal data, information related to attitude and statements concerning the ecological behavior of the 
students. The questionnaire had 18 statements about attitude (intentions and judgments) in relation to the 
environment and 9 statements about actions (behavior and buying habits), also about the environment, utilizing 
the Likert 5-point scale to verify the degree accuracy of the statements. 

In the first part (1999) they were used to formulate a factorial analysis, reducing the dimension from the 
various statements that reveal attitudes and behavior. In total, 3 attitudinal factors and 3 behavioral factors were 
identified. From then on, segmentation by cluster was done in order to identify the association between different 
attitudinal and behavioral standards (factors). The results were intriguing as they revealed contradictions and 
only a minority was coherent with both ideas and actions. 

This measuring procedure more closely linked to the level of social concern of the individual results in 
conclusions about much wider socially responsible behavioral spheres, which require a posterior evolution to 
more specific cases of acquirement and consumption of ecological products (Anderson & Cunningham, 1972; 
Webster, 1975; Tucket et al., 1981; Belch, 1982; West, Feiock & Lee, 1992; Benton & Funkhouser, 1994; 
Benton, 1994; Polonsky & Mintu-Winsatt, 1995; Johnson & Johnson, 1995). 

In the 2005 research, the interpretation of data was based on another method: the descriptive analysis of 
the average difference (test t). The data obtained with the application of questionnaire, presented in coming 
pages, were analyzed in an attempt to identify if the so called environmentally responsible attitudes would 
translate into coherent behavior. When realized, the analysis of the averages, an attempt to evaluate the data as 
joint and separate, in particular in relation to sex and nationality, as seen that the group of interviewees in its 
majority belonged to the same social and age class (class A and B, average age of 21). 

Following the research procedure in 1999 the second part of the study, specifically used to measure the 
degree of usefulness of the ecological variable in specific products, was done with method known as joint 
analysis (Wind, 1978; Green & Sirinvasan, 1990; Herman  & Klein, 1995). According to Herman & Klein 
(1995), if the products have joint attributes such as price, color, development, size of packaging, these in turn can 
be seen in different levels, which in this case are expressed with prices, colors, ingredient, size, and types of 
packaging. Therefore, in order to conceive a product, whether they are tangible goods or services, the marketing 
professional must not only realize the extent of influence a certain attribute has, but must also identify the 
changes and compensations made by the consumers in their choice process. In this study, an attempt to include at 
least one ecological variable for each studied product. The products considered in the last years were: egg 
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cartons, laundry detergents, insecticides, jewels, tires hydrating cream. At this time studies on the following 
products are still taking place: paper, books, car batteries and batteries. 

The research done by simulation begins with the identification of attributes which are more relevant to 
the buying process of the selected product to the consumer. The definitions of the variables and of their levels 
begin with explanatory research, done through non-structured interviews with small groups of sample buyers. In 
the interview, the objective is to identify which variables are relevant to the buying process. A frequency 
analysis is used to reveal the attributes which are mentioned most often. When the ecological variable does not 
appear between the 4 most mentioned variables by the interviewees, she will substitute the 4th least mentioned in 
order to be present in the study. Another reason for this is to reduce the study to 4 variables and 12 levels. With 
this, it is possible to restrict the number of choices down to a workable amount.   

Once the 4 variables are selected, their levels are determined from a complementary study. Some of 
these levels are determined by what was told to us by the interviewees in the first stage. Others demand market 
research. For example, the 2 most cited packages of hydrating cream during the 2006 interviews were of the 
bowl-type and toothpaste-type. These then become the levels of the packaging variable. The price variable 
requires field research. For each analyzed product a price search was made, resulting in 4 levels: minimum, 
maximum and 2 intermediate values. The other two variables used in the research about creams were “brand” 
(defined in 4 levels, represented by the most cited brands) and “ingredients” (defined in 2 levels: natural and 
chemical). 

The 4 selected attributes and their 12 levels make for 16 card option combinations, which replicate the 
offers of competing stores, the ones which were later presented to groups of interviewees to be commanded (?) 
by order of preference. The combinations were elaborated using an integral profile method, making to so that the 
variations would come from the levels of the attributes, and not the attributes themselves (Motta, 1997). 

 

ECO-ATTITUDES X ECO-BEHAVIOR: ANALYSIS OF THE 
1999 RESULTS 

 
The 1999 research was done with the help of 270 students from a field of 1.100. The results of the first 

stage can be summarized by the flowing figure (Rocha & Marques, 2004). The factorial analysis of the 18 
affirmatives relative to attitudes and the 9 affirmatives relative to behavior, contained in the 270 filled in 
questionnaires, generated 3 attitudinal factors (conscious, accommodated and incoherent) and 3 behavioral 
factors (green, healthy, polluting). The affirmatives contained in the research make reference to the buying of 
products with an ecological appeal to the consumer, consumption of natural elements, consumption of water, 
littering habits, recycling habits, critical position in relation to the ideals of the company in general, perception of 
government, society and companies, business responsibilities, priority between the economic development and 
the maintenance of the environment, among others. 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 Analyzing the average of the behavior factors within the clusters defined by the attitude in the occasion 
(Figure 1), it was observed that the “conscientious” individuals would stand out for reasonable buying behavior 
in relation to green products (28%), but with a bigger emphasis on the consumption of natural foods (37%). Yet, 
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they also stood out for polluting (35%), since few took part in the recycling of used products and in the practice 
of separating trash into appropriate bins. This group did not have signs that support a critical position in relation 
to the company/business policies in general. 

The “accommodated” revealed a behavior much less significant in relation to the buying of green 
products (27%) and natural foods (28%), even though some contribution to the environment came through the 
use of appropriate trash cans and critical evaluation of businesses and companies. In its whole, they have a 
polluting behavior (45%) 

The “incoherent” did not show any signs of concern with having a more natural diet (22%), but were a 
little more active in relation to the environment (35%), specifically, some involvement with the recycling and 
maintenance of cleanness. On the other hand, its majority also reveal some polluting behavior (43%) 
 This concludes that groups which present more positive attitudes in relation to the environment were a 
minority. This result contradicts the expectations, as a group formed young adults, with a good academic 
background and a high socio-economic level, and therefore, had access to information and would be more 
sensitized and concerned with environmental problems. These indications suggest that the declared intentions of 
these business students in relation to products and ecological appeals, defined here as attitudes, wont always be 
seen effectively in ecologically correct behavior. Can it be possible that this scenario has changed with time? 
 
ECO-ATTITUDES X ECO-BEHAVIOR: ANALYSIS OF THE 
2005 RESULTS  
 
 The data collected in the second edition of the attitudinal research were extracted from 175 
questionnaires, from a total of 225, filled in by students of the same business class and divided into different 
class periods. 109 of the students were male and 60 were female. The average age for both groups was 21. 
 Using a 5 point Likert-scale to measure agreement on several sentences it was not found any significant 
difference between women´s and men´s point of view regarding environmental issues. The factorial analysis 
gave partially incoherent results. Thus, in this edition, the data was analyzed descriptively, slightly more 
qualitative of the associations found between the variables. 

When investigated about the relative importance of the environment in regards to the economy and its 
development, the first set of analyzed data, the students disagreed that the second be prioritized over the first. 
Also, they did not agree with the idea that pollution is a responsibility of a single organization, be it government, 
businesses of consumers. Consequently, they affirm it to be a problem for all. Therefore, they recognize that they 
themselves, whether playing the role of managers or consumers, have a contribution to make in the defense of 
the ecological interests. In this sense, their attitudes are favorable. 

All in all, even though they disagree on the economic priority in relation to the environment, they are 
indifferent in relation to the dilemma between reducing the current level of environmental pollution and 
maintaining the economic growth. In other words, don’t give a clear opinion on what is more relevant. Perhaps 
this judgment depends more on knowledge of the own students on the existing dangers and risks or a better 
perception of them. This first conclusion creates a question: can it be that these students see or feel the 
environmental risks that surround them? 

In relation to the quality of the water, the second variable analyzed, the students recognize it to be a big 
problem in their cities. All in all, they agree only partially with the affirmative that the water they consume is 
polluted. In other words, we can infer that they don’t believe that pollution that affects this resource reaches 
them, the consumers. 

About the pattern of ecological consumption, they agree vehemently that all should be interested in the 
environmental issues. On the other hand, they only partially recognize their interest for trading, paying or buying 
products with this type of appeal. An interesting idea in this respect credits a hypothesis that says that this group 
either is unaware of the existing offers, or does not recognize the ecological attributes offered in the products. 
Yet, they may not see value in this attribute in particular. 

Such an affirmation referring to its own opinions about the responsibility of companies in informing the 
ecological disadvantages of its products, has not led to an absolute agreement, but instead only partial agreement. 
It remains to be seen; up to watch point the information offered at the moment has been satisfactory to them, 
both in praising its benefits and alerting about its risks. 

On the other hand, contrasting these opinions with the affirmatives “I would be inclined to by a product 
because of its ecological appeal”, “I would be willing to stop buying products of companies guilty of 
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environmental pollution”, and “if I had the opportunity to buy recycled products”, we only find partial 
agreement, which leaves many doubts about the real concerns on environmental issues of these young students. 
If this hypothesis is indeed correct, the following question may be asked: what is missing for them to change 
their attitudes? 60% of the interviewees confirmed never to have believed in the certainty of the information 
given by companies and businesses on the ecological impact of their products. 

Perhaps as a consequence of this disbelief, it was noted that the group is indifferent to the affirmative 
“the ecological attributes given by the companies and businesses in the propaganda of their products do not 
influence on my final buying decision”, as well as the affirmative “I would pay more for products that do not 
damage the environment”. These concepts are hard to evaluate when delegated to a generic field. It is possible 
that the opinions vary due to specific cases, which leads us to simulations, presented further ahead. 
Answers to the affirmations “I prefer to purchase products that can be recycles”, “I would be willing to purchase 
products because of the ecological attributes”, “if I had the opportunity I would purchase recycled products” and 
“I would be willing to stop purchasing products from companies and businesses guilty of environmental 
polluting”, give indications that students to some extent consider the ecological factor. In this sense, they show a 
relatively favorable attitude, which can be contrasted with the behavioral indications. In the end, the partial 
agreement with the affirmative “I consider myself a person who is concerned with the environment” shows some 
restrictions. Other questions must be raised in order to reveal what these restrictions are. The data referring to the 
overall group behavior are summarized below. 

 
Table 1. Declarations of the behavioral actions never carried out by the interviewees (%) 

Type of Action Men Women 
Buying of ecologically correct products 68% 73% 
Participating in selective collecting for recycling ends 70% 0,5% 
Avoiding the purchase of polluting products 62% 53% 
Changing brands for ecological reasons 68% 62% 
Littering 59% 62% 
Purchase of natural foods 35% 25% 
Concern with recyclable packaging 59% 63% 

 
 When asked about the affirmative “I bought a product in the last 6 months due to its ecological appeal”, 
68% of the sample is seen to be false. This information by itself creates many doubts about the coherence of the 
group’s opinions and their concrete actions. When inquired about their participation in any selective trash 
collecting process, 65% of the sample admits to never have had such participation. A noticeable difference in 
behavior can be seen between both sexes. While 70% of men confirmed never having participated, 0.5% of 
women have allegedly never contributed to a selective process. 

In relation to the usage of trash bins, a question about the frequency with which the students litter was 
asked. 60% of the sample stated to never have littered. However, 40% admit to it. 

The affirmation “I avoid buying products which pollute the environment” revealed that 60% of the 
sample never have, against a minor 8% which stated to do it regularly. New relevant hypotheses can be 
considered to explain this type of behavior: (i) many or most of the purchased products generates some sort of 
pollution after purchase or after usage; (ii) the group does not recognize, or has trouble recognizing better 
alternatives, or maybe (iii) this factor is not a priority in the decision making process. 

 In relation to the second hypothesis shown above, the answers given to the following affirmation “I 
have stopped purchasing a certain brand for ecological reasons” were analyzed. 66% of the students confirmed to 
never have acted this way, which suggests that even when an ecologically safer alternative is present, its 
presence is not capable of causing a behavioral change in this group. 

The concern of the group with the type of packaging of the product is also reduced. 60% admit to never 
worry about this variable, even though 11% apparently consider it always or nearly always. 

Finally, the behavior in relation to food is analyzed.  Fruit of the “health generation”, only 44% of these 
students seem to not follow a natural trend, considerable lower than the rest of the behavioral patterns seen so 
far. To a certain extent, these last results reflect those from the student class of 1999. 
 

THE WEIGHT OF ECOLOGICAL APPEAL IN THE 
PURCHASING DECISION MAKING PROCESS 
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Egg Packaging  
 In the second semester of 1999 a field research was begun, its aim was to identify the degree of 
importance given to recyclable packaging by a group of consumers (Rocha & Bittar, 1999; Rocha & Salgado, 
2000; Hill, 2000). The chosen study object was a package for cardboard pulp molded for eggs, meeting the 
demands of a company which makes specialized packages of recycled paper. The result of this study revealed a 
very small level of involvement with this theme. Thus, a new sample was chosen, consisting of students and 
other residents of Rio de Janeiro, chosen randomly and totaling 122 people 

The exploratory part reveals the variables “price”, “quality”, “size” and “color” as the main attributes in 
the purchasing process. The variable “quality” was substituted by the item “packaging” since quality relates to 
the physical integrity, basic characteristics in the commercialization of the product. After being distributed in 16 
cards, each containing different simulated combinations, the interviewees would order them by decreasing 
preference, unknown to them was the real aim of the research. Upon completion, an interview based on a semi-
structured, explanatory questionnaire was carried out.  Considering the selected variables – attributes and levels 
– it was observed that the larger influences on the decision making process were price (46%), followed by 
product size (26%), type of packaging (23%) and color (4%), as seen in figure 2. 
 

Figure 2: Levels of Utility of the Attributes (Eggs) 
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The “packaging” variable had the following levels: plastic, polystyrene, recycled cardboard, and 

newspaper, the last two of ecological appeal. Analyzing individually the levels of the packaging variable, the 
cardboard format (70%) revealed a degree of utility practically equal to the polystyrene format (67%), the most 
pollutant material. In third place came the preference for the plastic packages (58%), followed by newspaper 
wrap (20%) 

A segment analysis revealed that women attribute a greater value to the time of packaging then men, 
with a noticeable preference for cardboard composition. Overall, their decisions also prioritize price and size of 
the eggs. The data suggests that men from the sample group are more sensible to price and less concerned with 
the packaging details. To confirm these indications that the female public was the most interested segment in the 
ecological aspect, their answers to the questionnaire were analyzed. In fact, the few indications of a preference 
for cardboard due to its ecological aspect came from certain females in the group, especially those with a higher 
level of education. Surprisingly, 70% of the sample confirmed to not have thought in any aspect relating to the 
environment during the simulation. Considering other questions within the questionnaire, what was concluded 
with this experiment was that the declared concerns with the environment did not coincide with the simulation 
results. 

 
Detergents 
  
In the time period between August 2002 and July 2003, two other experiments, similar to those which analyzed 
egg packages, were conducted for products with ecological appeal in its formation: detergents and insecticides 
(Rocha & Schuchman, 2003). The procedures were the same as the ones above. 

Once again the number of under-graduate students involved in the process of buying such products was 
reduced, which led to the inclusion of other randomly chosen residents of Rio de Janeiro. Upon filtering the 
results from the field data collection, totaling 120 people, the answer sample of behavior in the purchase of 
detergents and insecticide resulted in 80 valid responses. The attributes considered for the analysis of detergents 
were: price, brand, smell, and biodegradable gas. Table 2 summarizes the results of the research on detergent.  

The sample reveals to value price (41%) to be the most important factor in the purchasing decision 
making process, followed by brand (28%), biodegradability (24%) and smell (6%). An isolated analysis of the 
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extent of utility relative to the biodegradable formula or not reveals a clear preference for the first, in the 
proportion 80/20. The data suggests that, when the option of choice between a variable with ecological appeal 
(biodegradable) and a variable without ecological appeal is present, the attitude in principle if favorable to the 
more ecologically correct, but this is not strong enough when compared to the other attributes.  

 
 

Table 2: Levels of utility attributed to the detergent choice variables 
Segment Variable  Smell Biodegradable Price Brand 

All Sample  6 24 41 28 
Women  11 32 24 33 
Men  0 14 65 21 
Higher education 10 38 18 34 
Lower education 1 9 69 21 
Low income 18 0 57 25 

Medium income 6 21 41 31 
High income  6 38 26 29 

Source: Rocha & Marques, 2004 
 
Segmenting the analysis by sex, it was observed that women are seen to be more affected by the 

ecological appeal (32%), attributing a considerably bigger value then men (14%) to the biodegradable attribute. 
When segmented by level completed education, the higher education segment was more affected (38%). The 
same phenomenon is found when then data is segmented by income, suggesting that the higher the income, the 
more important the ecological variable seems to become. Thus, the results revealed indications that the 
preference for the biodegradability variable in the purchasing of detergents, of ecological character, can be due to 
the female part of the population as well as the ones with a higher level of education and income. 
 
Insecticides 
  
Table 3 summarizes the main results from the insecticide results. The sample revealed a greater value for the 
brand (26%), but shortly behind are price and biodegradability (25% each), and smell (23%). This result is 
surprising, as all the variables have a similar level of utility, including the ecological variable (biodegradability). 
An isolated analysis of the extent of utility relative to the choice for biodegradability or not, revealed a total 
preference for the first, in the proportion of 99/1. 
 

Table 3: Levels of utility attributed to the insecticide choice variables 
Segment Variables Smell Biodegradable Price Brand 
All 23 25 25 26 
Women 23 31 20 26 
Men 24 20 30 26 
Higher education 28 31 12 29 
Lower education 14 11 52 23 

Source: Rocha & Marques, 2004. 
 

Segmenting the analysis by sex, it was observed that women, once again, are seen to be more affected 
by the ecological appeal, attributing a considerably greater value to the biodegradability attribute (31% to 20% 
respectively), placing them in first place in relation to the rest. This result is correlated to the worry mothers have 
when applying a toxic product in an environment where family members are found frequently. The elevated 
value of the variable smell can also be linked to this perception of toxicity. When segmented by education, these 
results as also seen. People with higher education revealed a greater perception of the value of the 
biodegradability variable (31%) when compared to those of a lower education (12%). It was not possible to 
observe the behavior through income. 
 



620 ©Copyright 2007 by the Global Business and Technology Association 

Tires 
  
The research involving tires was initiated in 2006 and is still developing. An initial sample was used to test the 
experiment with the attributes raised in the field, adding up to 31 interviewees, all undergraduate students in 
Business, male and car owners. The chosen attributes in the simulation were extracted from dealings with tire 
vendors and are found in figure 3 below. A determined size of tire was stipulated as target of the purchase 
simulation and the levels of the attributes were: brand: Continental, Michelin Goodrich, BS Colway and Pirelli; 
price: R$120, R$210, R$264 and R$307; warranty: 3 and 5 years, and style: traditional and sporty. 

 
Figure 3: Levels of utility attributed to tire choice variables 
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The method of analysis followed the same criteria as done previously. The first results show a considerable value 
of the price attribute in relation to the others. A variable of ecological interest is found within the second most 
valued attribute: brand, seen as a small description of each one of them was presented to the interviewees and 
where the brand BS Colway, famous in Brazil for its ecological appeal in selling remolded tires, was the only 
one with this offer. Figure 4 shows the level of utility attributed to this brand in relation to the others. 

 
Figure 4: Levels of utility in tire brands 
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It is then observed that the brand BS Colway received the smallest level of utility (0.04/100). Overall, it 
is not possible to assure yet if this classification is due specifically to the perception of the interviewees in 
relation to the ecological value contained in the product. Interviews with the sample groups after the simulation 
suggest that there is hesitancy in relation to the brand, less known to them, as for the safety of the “recycled” 
product itself. A noticeable sensibility of the group to the price factor can be explained by the relatively high 
price of the product compared to the rest of the samples, in this stage composed of students. New experiments 
are being conducted to better measure the strength of the ecological appeal in the selling of car tires. 
 
Facial hydrating cream 
  
The research done on facial cream was also begun in 2006 and also finds itself in development. An initial sample 
was used to test the experiment with the attributes raised on the field, a total of 31 interviewees, all female 
Business students and cosmetic consumers. The attributes considered in the simulation were extracted from 
conversations with experienced consumers and are found in Figure 5. The simulation considered a generic type 
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of facial hydrating cream as buying object and a size of 100g. The attributes and their levels were the following: 
natural ingredients and chemicals; packaging bowl-type and toothpaste type; brands L’Oreal, Natura, Nivea and 
Avon; prices R$5,00; R$9,00; R$10,00 e R$15,00. 

 The results show a relatively fair distribution of weights of the variables selected. The main variable of 
interest is natural ingredient. In this experiment, however, a second variable also reveals an ecological appeal: 
the brand Natura, a well known Brazilian company, oriented to green marketing.  

Considering the selected attributes, it is noticeable that both variables “brand” (35,9%) and 
“ingredients” (35,8%) are ranked highly in comparison to the others. A closer analysis of the levels of utilities 
indicates quite clearly the preference for natural ingredients (1,0/1,0) and a reasonably good evaluation of the 
brand Natura (0,79/1,0). However, comments made in the questionnaire reveal that only a part of the interest in 
the ecological aspect explains this rank. Using a 10 point scale on the importance of the environment in the 
process of ranking the choices, the average answer was 6.1 points, what suggests that there are other factors 
leading them to choose this way. New experiments are taking place to better understand this pattern of 
preference and find the real weight of the ecological appeal on the buying decision process of this product.   

 
Figure 5: The relative importance of attributes of facial cream 
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Figure 6: The level of utility of the moisturizing ingredients 
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CONCLUSION 
  

What can be concluded at this point from these results? Primarily, there are strong indications of a 
contradictory profile of the studied people in relation to their attitudes and behavior relating to the ecological, 
environmental and conscious consumption themes. This statement about the analyzed business student groups, in 
particular, remains present today. 
 In relation to the quantitative variables that define attitude and behavior in relation to the environment, 
from the various variables analyzed, the most present in the group’s consumption pattern in the last years was 
natural foods. Perhaps this is due to the contemporary tendency to idealize the body, a common concern amongst 
the younger part of the population and in special the city of Rio de Janeiro.  

An alternate hypothesis is the fact that the consumer, in the specific case of foods, notices more directly 
the effect of the ecological variable in his organism. That is, ingesting contaminated foods or less natural exposes 
the organism to a potential risk. That is more easily perceived. This perception can contribute to a more careful 
evaluation by the consumers, in relation to the ecologically correct products in the decision making process of 
purchasing a product, whether they are foods or other products with these characteristics. The final results in the 
simulations of purchasing hydrating creams can be related to this phenomenon. 

Based on the qualitative evaluation about attitude and behavior in relation to the environment, it was 
concluded that the student groups agree vehemently that all should be concerned with the environmental issues. 
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On the other hand, they recognize partially their interests in changing, paying or buying products with these 
characteristics, which is in part contradictory. An interesting question in this respect supports the hypotheses that 
this group is either unaware of the existing offers, or is unable to recognize the ecological attributes offered in 
the products. Alternatively, we can assume that they do not value this attribute in particular, as revealed by the 
simulation results. The only partial conformity with the affirmative “I consider myself a person concerned with 
the environment” shows some restrictions to the choice of ecologically correct products. Other questions must be 
raised in order to reveal what these restrictions might be. This is a challenge to the Business schools and 
companies interested in the environment: make believe the offer of ecological products, be it through better 
offers, through more offers or a form of communicating which better reveals the real contribution of its products 
for the satisfaction of the consumer, without compromising the environment. 

Observing the results found in the purchasing simulation, in special the “insecticide” and “hydrating 
cream”, we can assume that the hypothesis that the direct contact of the consumer with the risk increased the 
perception of the value of the ecologically better offer. Perhaps this explains the recent proliferation of 
newspaper articles about the theme and the sprouting of a new market segment, denominated “green”. If more 
exposed to the direct effects of the environment, the consumers perhaps will begin to realize greater values in the 
ecological aspect of products. 

Based on the interviews done with this group of residents of Rio de Janeiro, it was concluded that 
independent from the type of product, the marketing efforts with emphasis on the ecological appeal seem to find 
a greater acceptance among people of a higher education, and particularly among women.  

In spite of this work having revealed an apparent viability in segmenting the “green market” in Rio de 
Janeiro through the variables of gender and level of education, based on more recent publications of the media 
and in other indications also found in this research, it can be assumed that there are other variables equally valid 
to explain the behavior of people in relation to the ecological products. Considering that the behavior of people 
varies with their culture and other variables, it is expected that studies will find different results in different 
localities. This study presents a small contribution in the sense that it reveals a systematic process that can be 
used to aid other researchers better understand the behavior of the green consumer, even if it continues to be a 
great challenge. 
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ABSTRACT 

This article shares results of a pioneering empirical investigation into the practice of scientific journal ranking 
by doctoral level teachers of Business Administration courses in Brazil.  The results suggested that, although 
there is an awareness of the importance of ranking as a criterion for bibliographical research, with a view to 
identifying the state of the art and relevant research gaps, ranking is in fact hardly used on a regular basis.  A 
three-staged method is proposed, with the use of multiple rankings as a starting point in the first stage, to help 
carry out bibliographical research in a more effective and systematic fashion.  

 
 

INTRODUCTION 

There is a consensus among scientific researchers that for scientific knowledge to progress it is necessary 
to conduct rigorous bibliographical research, to identify the state of the art, any gaps that may exist and 
opportunities for new contributions to the theme under study.  

Scientific journals are the principal means of bibliographical research and publication of scientific 
research (Campos, 2003; Arenas; García; Espasandín, 2001; Tahai; Meyer, 1999; Vilhena; Crestana, 2002), 
because they present the main results of investigations and constitute inputs for new ones (Romancini, 2004). 

Bibliographical research, for example, a literature review, is an arduous and time-consuming task 
(Magarey, 2001; Podsakoff; Mackenzie; Bachrach; Podsakoff, 2005; Tahai; Meyer, 1999). Although information 
technology, by providing powerful search tools, has indeed contributed to the identification of possible sources 
of consultation, the exponential growth of the amount of information available (Valiela; Martinetto, 2005) has 
made searches and decisions as to the best sources to be adopted increasingly complicated. 

Some scientific researchers are currently engaged in efforts to facilitate the access to desirable 
information by ranking journals (Arenas et al., 2001; Baden-Fuller; Ravazzolo; Schweizer, 2000; Geary; 
Marriott; Rowlinson, 2004; Holsapple; Johnson; Manakyan; Tanner, 1994; Mylonopoulos; Theoharakis, 2001; 
Peffers; Ya, 2003; Podsakoff et al., 2005; Rainer Jr.; Miller, 2005; Tahai; Meyer, 1999).  

Various criteria have been used to rank scientific journals, especially, the “impact factor”, that is, the 
number of times that articles are cited during a certain period by a particular journal. According to Campos 
(2003), this criterion is “currently one of the most often used to assess the quality of a scientific journal” (p. 1). 
In fact, various authors and organizations adopt the impact factor as a quality indicator (Baden-Fuller et al., 
2000; ERIM, 2003; Financial Times, 2003; Garfield, 1999; Geary et al., 2004; ISI (2005); Mylonopoulos; 
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Theoharakis, 2001; Rainer Jr.; Miller, 2005; Saha, 2003; Tahai; Meyer, 1999). Thus, for various authors, the 
main purpose of ranking is to assess the quality of published scientific journals (Campos, 2003; Krzyzanowski; 
Ferreira, 1998; Tahai; Meyer, 1999; Vanti, 2002; Yamamoto et al., 1999). In Brazil, the CAPES (Department for 
the Advanced Training of Graduate Personnel – www.capes.gov.br) uses the impact factor to assess scientific 
journals (Campos, 2003; Vilhena; Crestana, 2002).  

According to Vilhena and Crestana (2002), some scientific editors believe that the bibliometric indicators 
used to assess scientific impact are not to gauge quality. However, they are considered useful as additional tools 
in the evaluation of scientific research (Tahai; Meyer, 1999). 

The objective of this article is to share the results of a pioneering empirical investigation in Brazil into the 
practice of scientific journal ranking and to propose a method to help researchers conduct bibliographical 
research in a systematic fashion. The investigation at issue is restricted to bibliographical research in the social 
sciences, precisely, Business Administration. 

The article is divided into 6 sections. In the first one, we present the investigation’s theoretical 
references with respect to bibliometric indicators, ways of ranking and impact factor. We also list our research 
suppositions. In the second section, we describe our research methods and in the third one we present its main 
results. These are discussed in the fourth section, and in the fifth, after an overall assessment of the research’s 
contribution, a method is proposed for bibliographical research. Some final considerations are formulated in the 
last section.    

 

BIBLIOMETRIC INDICATORS  
 
Bibliometric indicators are used to index scientific journals. Ranking is one of the processes used to 

index and qualify those that are most recognized by the scientific community (Campos, 2003).   
One of the types of ranking most cited by various authors is the one undertaken by the Institute for 

Scientific Information (ISI – www.isinet.com) (Campos, 2003; Romancini, 2004; Vanti, 2002; Vilhena; 
Crestana, 2002). The ISI produces a bibliometric indicator of scientific journals based on the impact factor, but 
does not analyze the impact factor of all scientific journals. The ranking of scientific journals according to the 
impact factor has been published by the ISI’s Journal of Citation Reports (JCR - 
www.isinet.com/products/evaltools/jcr/) on an annual basis since 1975. The criteria used by the ISI to assess 
scientific journals are: (1) the journals’ basic publication standards (including publication schedule, adherence to 
international editorial conventions, bibliographical information in English – title, keywords, abstract and 
citations); (2) the journal’s editors; and (3) the international diversity of authors and editors (ISI, 2005). 

In Brazil, the Qualis (Classification System of Periodicals, Annals and Journals - 
www.qualis.capes.gov.br), created by the CAPES, ranks domestic and international scientific journals 
“according to categories that are indicative of quality - A, B or C – and the breadth of their circulation – local, 
national or international. The combinations of these categories constitute nine levels that are indicative of the 
importance of the vehicle used, and, by inference, of the published work itself (Campos, 2003:19; CAPES, 
2005). One of the parameters used by the CAPES to assess scientific journals is the impact factor published by 
the JCR.  

Another important entity is the Scientific Library on Line (SciELO – www.scielo.br), which began in 
1997 as a partnership between the State of São Paulo’s Foundation for the Support of Research (FAPESP – 
www.fapesp.br) and the Latin American and Caribbean Health Sciences Information Center (BIREME – 
www.bireme.br), and has been supported by the National Scientific and Technological Development Council 
(CNPq – www.cnpq.br) since 2002. SciELO’s aim is to develop a methodology to prepare, store, disseminate 
and assess scientific production in an electronic format (SciELO, 2005). It also produces performance indicators 
by monitoring the access to scientific journals electronically and by analyzing the impact factor to decide 
whether to keep or not a publication in its database (Romancini, 2004). 

Bibliometric indicators are also used to assess the productivity and quality of scientific research by 
measuring the number of researchers’ publications and citations. These indicators are useful because they help 
researchers decide where to publish (Campos, 2003; Holsapple et al., 1994; Vanti, 2002). 

It is important to emphasize that bibliometric studies of the scientific literature, according to Romancini 
(2004), “... are performed mainly in the exact and biological sciences” (p. 4). As social scientists need more 
space to present their arguments they prefer to publish their proposals in books (Romancini, 2004; Yamamoto et 
al., 1999). Romancini (2004) believes that scientific journals provide accessibility and visibility simultaneously, 
as “the criteria taken into account to judge the importance and quality of [a scientific journal] are linked to their 

http://www.capes.gov.br/
http://www.scielo.br/
http://www.bireme.br/
http://www.cnpq.br/
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effective use by a community of researchers – which assures the recognition of its merit” (p. 13). Thus, one 
seeks to analyze journals using indicators. Vilhena and Crestana (2002), considering that the scientific journal “is 
one of the most commonly used vehicles to communicate scientific research, [have observed] in recent years a 
concern, on the part of funding institutions, [with the ranking] of scientific journals and [assessment of] the 
number of citations” (p. 1). 

Although it is impossible to measure the use of an article in a scientific journal, it is possible to verify the 
effect of scientific articles by measuring how often they are used and by identifying where they have been cited 
in other scientific articles (Vanti, 2002; Vilhena; Crestana, 2002). Thus, Baden-Fuller et al. (2000) argue that 
when an article is published in a scientific journal it is being certified; consequently, ranking is important and 
provides valuable information. They also believe that the publication of articles in scientific journals is 
influenced by the authors’ reputations. Thus, well-known authors who belong to prestigious educational 
institutions have more opportunities of being published. As we shall see below, ranking is often used by many 
authors and the impact factor is one of the most pragmatic ranking criteria. 

 

WAYS OF RANKING 
 
According to Peffers and Ya (2003) rankings seek to observe aspects “of the journals, such as the 

importance of the teaching staff, [...] frequency of use, quality, contribution, production preference and 
influence” (p. 3). According to these authors, who undertook a vast review of the literature produced by 
researchers who have sought to rank scientific journals in the information systems area during the past 20 years, 
rankings may use one of the three following kinds of measurement:  

(1) Citations – revealed preference study (Dubois; Reeb, 2000, 2001; Peffers; Ya, 2003; Podsakoff et al., 
2005; Rainer; Miller, 2005; Tahai; Meyer, 1999); 

(2) Perception of a representative group – study of the indication of preference of a group chosen at 
random (Arenas et al., 2001; Baden-Fuller et al., 2000; Dubois; Reeb, 2000, 2001; Peffers; Ya, 2003);  

(3) Perception of an elite group – study of the indication of preference of a group of intentionally 
selected specialists (Geary et al., 2004; Peffers; Ya, 2003; Rainer; Miller, 2005; Tahai; Meyer, 1999). 

For some authors (Geary et al., 2004; Tahai; Meyer, 1999), the studies that use citations as a form of 
measurement are more objective than surveys of perceptions, but are biased because they adopt a small number 
of scientific journals for collecting information. In their opinion, studies that use the perception of an elite group 
help to concentrate attention on journals that publish high-quality research but, “because they constitute a small 
and unrepresentative group, may fail to consider cutting edge research, in favor of research that is better known 
in the institutions they represent” (Geary et al., 2004:65).  

Geary et al. (2004) and Baden-Fuller et al. (2000) argue that the best kind of analysis is based on data 
regarding the perception of a representative group of researchers. However, Geary et al.. (2004) criticized the 
way data used in previous studies was gathered, in that the latter did not make possible a dynamic up-dating 
mechanism, given that the number of scientific journals assessed was determined prior to the research. In order 
to overcome this shortcoming, Geary et al.. (2004) began to allow respondents to add other journals to their 
original list. These authors believe that each researcher has his favorite group of scientific journals, that includes 
those he has read or in which he has published or been cited. Other authors (Dubois; Reeb, 2000, 2001), 
however, believe that there is a strong correlation between objective and subjective ways of measuring the 
quality of scientific journals.  

Another way of ranking scientific journals that was not presented by Peffers and Ya (2003) nor by other 
authors, is content analysis that was mentioned by Arenas et al. (2001). This requires classifying articles and 
establishing an investigation strategy, which, in the case of the latter authors, was focused on strategic alliances. 
For this reason they suggested a more objective criterion, classifying articles according to keywords, as a basis 
for research. It should be pointed out however that, according to Arenas et al. (2001), this criterion “has 
drawbacks, for in the last instance it is still the investigator who chooses the strategy of investigation and the 
keywords” (p. 12). 

Journals can be more valuable if researchers consider them to be of greater quality. Even though 
researchers may have their preferred journals, the most important finding of the research undertaken by Geary et 
al. (2004) was that 50% of citations were taken from 126 scientific journals out of a total of 562, representing a 
mere 22%. According to Linde (1998), 15% of scientific journals generally account for 50% of citations. This 
was also verified by Podsakoff et al. (2005) who found that the first 14 scientific journals ranked by them 
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received 80% of citations. Since they had analyzed 28 journals covering a period of about 20 years this fully 
demonstrated the importance of ranking.  

For Rainer and Miller (2005), although many authors (Baden-Fuller, et al., 2000; Campos, 2003; Geary et 
al., 2004; Holsapple et al., 1994; Podsakoff et al., 2005; Vanti, 2002) have conducted studies ranking the quality 
of scientific journals over the past 15 years, with a view to helping researchers to identify the state of the art and 
strategy of research in themes addressed by academic courses (Holsapple et al., 1994), they differ in various 
ways, regarding, notably, the size and composition of the sample of respondents, number of articles, and the 
methods used to select and rank scientific journals. They also noted that each study drew up a ranking at a 
specific point in time.  This led Holsapple et al. (1994) and Podsakoff et al. (2005) to criticize, the fact that 
rankings did not take the scientific journal’s age into account and that the studies undertaken covered a relatively 
short period of time.  

In sum, no matter what criteria are used to rank scientific journals – citations, perception of a 
representative group, perception of an elite group, content analysis, or other hybrid forms – according to our 
literature review, it is generally believed that rankings influence the assessment of the quality of scientific 
journals and that they are considered relevant by the scientific community. 

 

IMPACT FACTOR 
 
The impact factor deserves special attention due to its importance and because it is the indicator preferred 

by academia.  It is the bibliometric indicator used by the ISI and the CAPES, and is calculated by dividing the 
total number of citations in any given year of articles published over the previous two years in a specific 
scientific journal, by the number of scientific articles published by the same scientific journal during the same 
period, as shown in Table 1 (Campos, 2003; Garfield, 1999; Medeiros, 2003; Saha, 2003; Tahai; Meyer, 1999; 
Vilhena; Crestana, 2002).   

Some authors have criticized the use of the impact factor to assess scientific journals (Campos, 2003; 
Coelho et al, 2003; Coura; Willcox, 2003; Uncles, 2004). However, only a few authors have undertaken 
empirical research to analyze (Saha, 2003) whether or not the impact factor provides an accurate measurement of 
the quality of scientific journals (Saha, 2003). 

 
Table 1: Impact Factor of Journal Y in 2003  

- Number of citations in 2003 of articles published in 2002 by Journal Y  15  
- Number of citations in 2003  of articles published in 2001 by Journal  Y 30  
Subtotal 1: sum of citations of 2002 + 2001 45 
- Number of articles of Journal Y published in 2002  52  
- Number of articles of Journal Y published in 2001  50  
Subtotal 2: sum of articles published in 2002 + 2001 102 
Total: Subtotal 1 / Subtotal 2  2003 impact factor of scientific journal Y  0.441 

 
Campos (2003) highlights certain drawbacks in the use of the impact factor: “As it is a statistical measure, 

the impact factor can be distorted and its value can be misinterpreted” (p. 18). References vary considerably 
between different areas, and as the impact factor assesses citations of scientific journals over a two-year period, 
oscillations in their annual assessments may occur, especially in the case of journals that publish only a small 
number of articles annually. Campos (2003) and Linde (1998) believe that assessments should cover a longer 
period, for example of five years, and that this calculation is also affected by the number of authors involved, 
given that there is a strong and positive correlation between the number of authors and the impact factor.  

The selection of journals to be used can have a significant impact on the result of the assessment 
(UNCLES, 2004), especially if the journals have a high rate of self-citation, and if there is a chance that each 
author may cite his or her own articles (Campos, 2003; Tahai; Meyer, 1999). 

Until quite recently rankings did not receive the attention they do today. Garfield (1998) and Linde (1998) 
emphasize the dangers of using any kind of statistical information out of its appropriate context. Garfield (1998) 
provides examples of funding that was not granted because specific scientific journals had obtained a low impact 
factor, and Linde (1998) cites the use of the impact factor to guide the allocation of funding and assessments for 
faculty promotions.  
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Articles published in English are more likely to be cited than those written in other languages (Baden-
Fuller et al., 2000; Campos, 2003; Garfield, 1998; Uncles, 2004), and articles published in local scientific 
journals have a lower impact factor than when they are published in international scientific journals (Garfield, 
1998).  

If used carefully, the impact factor should indeed be a significant and very useful indicator. Table 2 
summarizes the main positive factors of the bibliometric indicators presented by the authors cited, including the 
impact factor.  

 
Table 2: Use of ranking: positive aspects  

Factors  Authors 
Assessing  the quality of the scientific 
journal.  
 

Baden-Fuller et al. (2000); Campos (2003); CAPES (2005); 
DuBois and Reeb (2000, 2001); Erim (2003); Financial Times 
(2003); Geary et al. (2004); Holsapple et al. (1994);  
Krzyzanowski; Ferreira (1998); Mylonopoulos and 
Theoharakis (2001); Peffers and Ya (2003); Podsakoff et al. 
(2005); Rainer Jr. and Miller (2005); Saha (2003); Tahai and 
Meyer (1999); Vanti (2002);  Yamamoto et. al (1999)  

Assessing scientific research. Tahai and Meyer (1999) 
Assessing performance Campos (2003); Podsakoff et al. (2005); Romancini (2004); 

Tahai and Meyer (1999); Vanti (2002) 
Assessing  productivity Holsapple (1994); Vanti (2002) 
Recognition of merit - visibility Romancini (2004) 
Determining where to publish  Podsakoff et al. (2005); Vilhena and Crestana (2002)  
Determining  where to research Baden-Fuller et al. (2000); Holsapple et al.(1994) 
Determining the universities’ reputation  Baden-Fuller et al. (2000); Podsakoff et al. (2005) 
Identification of areas of research in 
academic disciplines  

Rainer e Miller (2005); DuBois and Reeb (2000, 2001) 

Measuring the importance of the teaching 
staff  

Peffers and Ya (2003) 

Reduction of research time and simplicity  Arenas et al. (2001); Podsakoff et al. (2005); Tahai and Meyer 
(1999) 

 
Table 3 presents the aspects that may discourage researchers from using bibliometric indicators.  
 

 

 

 

Table 3: Use of ranking: negative aspects  
Factors Authors 

Need to write in English for greater visibility  Baden-Fuller et al. (2000); Campos (2003); 
Garfield (1998); Magarey (2001) 

Error in the interpretation of the impact factor given that it is a 
statistical tool  

Campos (2003); Garfield (1998); Linde 
(1998) 

Short term (< 2 years) and number of authors in the assessment 
of citations  

Campos (2003); DuBois and Reeb (2000, 
2001);  
Linde (1998) 

The existence of self-citation  Campos (2003); Tahai and Meyer (1999) 
Articles published in local journals have less impact  Garfield (1998) 
The journal’s age is not analyzed   Holsapple  et al.(1994); Podsakoff et al. 

(2005) 
Influence of the authors’ reputations  Baden-Fuller et al. (2000) 
Creation of anxiety in academic circles Garfield (1998) 
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RESEARCH SUPPOSITIONS 
 
Based on our literature review, we formulated the suppositions listed below that our investigation sought 

to validate.  
S1: Rankings of scientific journals are generally not used in a systematic way by scientific researchers to 

identify which articles to adopt in the preparation of scientific articles. 
S2: Scientific researchers would benefit from increasing their use of rankings to determine the scientific 

journals to be adopted as theoretical references for research.  
S3: Rankings are used by scientific researchers to determine where to publish scientific articles.  
S4: The factors that favor the use of rankings outweigh the unfavorable ones.  
S5: Rankings are used by scientific researchers to assess scientific journals.  

 

RESEARCH METHODS  
 
Given its nature, our investigation was necessarily an exploratory one, aiming at the “discovery of 

intuitions” (Gil, 2002:42). A triangulation strategy was adopted to obtain data from multiple sources with a view 
to producing more consistent conclusions (Yin, 1994). Data was collected by way of (1) a documental/telematic 
investigation and (2) a survey of perceptions using a predominantly structured questionnaire.   

The Business Administration area was chosen because it is a multidisciplinary field of study, with 
administrators generally dealing with cultural, functional and technical matters, using knowledge from various 
fields, and which contains specialists with different backgrounds (Easterby-Smith; Thorpe; Lowe, 1991 apud 
Robles, 2001). Thus, instead of selecting teachers from different areas of knowledge for this exploratory study, 
we chose a single study area that provides multiple kinds of knowledge.  

In order to carry out the above-mentioned survey of perceptions, an on-line questionnaire was made 
available at the authors’ website. This questionnaire included Likert format (with 1, never, and 5, always) 
questions, as well as open ones. A test was first carried out to assess its content and functionality. To this end, 
the questionnaire was sent by e-mail to 24 doctoral students in Business Administration of one of the universities 
that took part in the research, asking them to evaluate it in terms of its reliability as a data capturing instrument. 
Twenty-three replies were received with suggestions regarding possible improvements.   

After refining the questionnaire, on the basis of the suggestions made regarding the scope of the test, a 
total of 236 e-mails were sent out to all doctoral-level teachers on the staff of all Brazilian universities with 
stricto sensu PhD-level postgraduate courses in Business Administration, as certified by the CAPES in May 
2005.   

Out of a universe of 236 teachers we received 76 fully-replied questionnaires. We also received 31 
partially-replied questionnaires that we decided to discard. Indeed, the fully-replied ones constituted an adequate 
sample, in that it enabled us to perform a statistical generalization of results with a confidence level of 95%, for a 
confidence interval of ± 10%, according to the Rea and Parker (2000) formula for calculating the size of samples 
for small populations. The questionnaires were analyzed using the Kruskal-Wallis H-test to verify the existence 
of differences between groups. Content analysis was also carried out in the case of the  

 

RESULTS  
 
The respondents’ profiles are presented in Tables 4 to 10. In Table 4 are listed the universities that took 

part in the research, together with the percentages of respondents per university.  
Table 5 shows the distribution of academic titles among the respondents. Table 6 gives the number of years since 
teachers obtained their PhD and the number of teachers per period of time.  

 
 

Table 5 –Highest Level of Education 
Level of Education % 

Doctorate 68% 
Post-Doctorate 25% 
Not informed 07% 
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Table 7 details the number of years that teachers have been giving stricto sensu post-graduate courses. 

Table 8 shows the number of articles published, stratified by quantity of articles and numbers of teachers, during 
the respondents’ academic careers. 

 
 
 
 
 

Table 9 presents the number of master’s theses supervised per teacher and Table 10 the number of 
doctoral dissertations supervised per teacher, during the respondents’ academic careers. 

 

Table 6 – Number of Years Since Obtaining the Doctorate  
Period (in years ) Nº of  

Teachers 
Up to 5 years 18 
 6 to 10 years 25 
11 to 15 years 06 
16 to 20 years 11 
+ 20 years 09 
Not informed 07 
Average 11.6 years  

Table 4 – Participating Universities 
Universities % 
FGV-EAESP   26% 
FGV-EBAPE   33% 
PUC-Rio   27% 
UFBA   11% 
UFLA   38% 
UFMG   25% 
UFPE   29% 
UFPR    54% 
UFRGS    26% 
UFRJ    35% 
UPM    60% 
USP 25% 

Table 7 –Number of Years Teaching at a Stricto Sensu Postgraduate Level 
Period (in years) Number of Faculty 

Up to 5 years 16 
 6 to10 years 22 
11 to 15 years 08 
16 to 20 years 08 
+ 20 years 15 
Not informed 07 
Average 13.2 years 

Table 8 – Number of Articles Published per Teacher 
Articles Teachers 

Up to 10 11 
Up to 20 16 
Up to  30  15 
Up to  40  09 
Up to 50 07 
Up to 60 05 
Up to 70  03 
+ 70 03 
Not informed 07 
Average 41.4 articles per teacher 
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On the basis of our study, it was found that most doctoral level teachers in Brazil use multiple means 

and sources of investigation for their bibliographical research, according to the averages presented in Table 11. 
The use of university libraries and the consultation of published rankings are exceptions. The respondents 
highlighted other kinds of bibliographical research that were not included among the options given in the 
questionnaire, notably, the following: (1) “articles previously written by the author himself”; (2) “consulting 
other researchers”; (3) “technical bulletins”; (4) “classic books”; (5) “supervised dissertations”. 

 
 
Various reasons were given for using rankings, as can be seen in Table 12. The main one cited by 

respondents referred to the “assessment of the quality of scientific journals”. The respondents added other factors 
that favored the use of rankings, as follows: (1) “helps to identify a diligent editorial body”; (2) “enables the 
credibility of the academic institution to be associated with the reputation of the researcher”; (3) “reveals the best 
quality scientific journals over time”; and (4) “encourages improvements in the quality of scientific journals”. 
The least important aspect cited was “assessing productivity”.  

 

Table 9 – Number of Theses Supervised per  Teacher 
Theses Teachers 
Up to 10 26 
Up to 20 17 
Up to 30 15 
Up to 40 03 
Up to50 04 
Up to 60 01 
Up to 70 01 
+ 70 02 
Not informed 07 
Average 30.8 theses per teacher 

 
Table 10 – Number of Dissertations Supervised per Teacher 

Dissertations  Teachers 
None 26 
Up to 1 14 
Up to 2 07 
Up to 3 03 
Up to  4 04 
Up to 5 06 
Up to 10 05 
+ 10 01 
Not informed 10 
Average 4.1 dissertations per teacher 
  

Table 11 – Bibliographical Research 

How is bibliographical research carried out?  
Average 

I consult the most reputable scientific journals 4.6 
I use my prior knowledge of which sources of information are adequate  4.4 
I use Web search tools (ProQuest, EBSCO, Google etc.)  4.4 
I review scientific journals covering a given period (e.g: the past 5 years)  4.2 
I verify the bibliographical references of seminal works  4.1 
I use university library services  3.3 
I consult published rankings  2.6 
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Table 12 – Factors in Favor of the Use of Rankings 

 
Various reasons were given for not using rankings, as shown in Table 13. The replies in this item of the 

survey were homogeneous, with no significant differences in averages. The reason most often cited was “the 
existence of self-citation”, and the least, “the need to write in English for greater visibility”.  

 
Table 13 – Factors Against the Use of Rankings  

Factors % 
The existence of self-citation  39% 
Influence of authors’ reputations  35% 
Article published in local journals have less impact  33% 
Creation of anxiety in academic circles  33% 
The age of the scientific journal is not analyzed  29% 
Error in the interpretation of the impact factor given that it is a statistical tool   26% 
Short term (< 2 years) and number of authors in the assessment of citations   18% 
Need to write in English for greater visibility  15% 

 
The respondents added other factors, namely the following: (1) “favors dominant research topics”; (2) 

“increases the pressure to produce”; (3) “blocks alternative research”; (4) “does not stimulate quality”; (5) 
“academic fads”. 

Hardly any respondents cited the rankings that they were using. A majority of those that that did so cited 
the CAPES’ Qualis and only one mentioned the ISI. The results of the Kruskal-Wallis H-test, summarized in 
Table 14, show that there are differences in the averages of the answers (Tables 11 to 13) of the groups given in 
Tables 4 to 10, to a significance level of 95%, with the exception of the following two factors which did not 
present any differences: (1) “approximate number of dissertations supervised” (Table 10) and (2) “number of 
articles published per teacher” (Table 8). 

 
Table 14 – Kruskal-Wallis H-test Analysis  

 
 In favor

Seminal Library
Where to 
Research

Writing in 
English

Author's  
Reputations 

Creation of
Anxiety

University - - - - 0,027 -
Highest level of education - - - 0,024 - -

0,023 0,043 0,011 - - -

0,041 0,033 - - - 0,014
- - - - - -
- 0,049 - - - 0,046
- - - - - -

Number of years as a teacherat the  
strictu senso postgraduate level 
Number of articles published 
Numer of theses supervised 
Number of dissertations supervised 

Review of Against 

Profile 

Number of years since obtaining the  
doctorate 

Questions 

 
 

Factors % 
Assessing the quality of the scientific journal  72% 
Determining where to publish   51% 
Determining where to research   44% 
Recognition of merit - visibility 43% 
Assessing scientific research  40% 
Identification of fields of research in academic courses 28% 
Determining universities’ reputations  26% 
Reduction of research time and simplicity  22% 
Measuring the importance of the teaching staff  15% 
Assessing performance 14% 
Assessing productivity 10% 



 ©Copyright 2007 by the Global Business and Technology Association   635 

In summary, the great majority of respondents (74%) replied that the use of rankings should be 
encouraged. Note that all respondents that disagreed with this viewpoint (26%) had taught at a stricto sensu 
postgraduate level for less than 16 years.   

 

DISCUSSION 
 
The results of our investigation confirmed all our suppositions. Rankings of scientific journals are 

generally not used systematically by scientific researchers to identify scientific journals to be adopted in the 
preparation of scientific articles (S1). The great majority of respondents resort to multiple ways of researching 
scientific articles.  

It is worthwhile pointing out that, although the answers of a great majority of teachers that took part in the 
study suggested that they consulted published rankings, only a very small number actually cited a particular 
ranking and of these all except three indicated merely one: the CAPES Qualis. Indeed, this led us to believe that 
the average of 2.6 (Table 11) resulting from the question “I consult published rankings” was in fact lower. 

 What is encouraging, however, is that the study revealed that a great majority (74%) would like to 
increase their use of rankings (S2). The results indicated that doctoral-level teachers in Brazil were aware of the 
fact that researchers would benefit from a wider use of rankings to determine which scientific journals should be 
included in bibliographical reviews. In this connection, it is relevant that the number of articles published on 
rankings of scientific journals has increased in recent years.  

Other forms of bibliographical research, specifically literature reviews, are perceived to be time-
consuming, mainly because they involve consulting books, dissertations, theses, and other researchers, that are 
not always available to most researchers.  

Although most averages amongst the set of variables that favor the use of rankings were significantly 
higher than in the set of variables that are opposed to the use of rankings (S4), when the Kruskal-Wallis H-test 
was applied, we found that both sets had some differences. However, these were significant (5%) in only 4 
questions out of a total of 19, suggesting that respondents have a homogeneous view of rankings.  

According to just over half (51%) of the teachers that partook in the study, rankings were being used by 
scientific researchers as indicators of where to publish scientific articles (S3). The assessment of the quality of a 
scientific journal (72%), determining where to research (44%), recognition of merit (43%) and the assessment of 
scientific research (40%), amongst other factors identified by Peffers and Ya (2003), were considered to be those 
that most contribute to the use of rankings for making a choice on where to publish. Being able to mention that 
one’s scientific study’s results had been published in an internationally recognized journal was viewed as 
increasing the researcher’s reputation.  

Overall, the results of our research confirmed that rankings, when used by scientific researchers, were 
being adopted mainly to assess scientific journals. Indeed, we found that this was the most cited factor in the 
literature we reviewed (Baden-Fuller et al., 2000; Campos, 2003; CAPES, 2005; Dubois; Reeb, 2000, 2001; 
ERIM, 2003; Financial Times, 2003; Geary et al., 2004; Holsapple et al., 1994; Krzyzanowski; Ferreira, 1998; 
Mylonopoulos; Theoharakis, 2001; Peffers; Ya, 2003; Podsakoff et al., 2005; Rainer Jr.; Miller, 2005; Saha, 
2003; Tahai; Meyer, 1999; Vanti, 2002; Yamamoto et al., 1999), confirming our fifth supposition (S5), despite 
the criticisms regarding this practice on the part of some authors (Campos, 2003; Coelho et al., 2003; Coura; 
Willcox, 2003; Uncles, 2004). On the other hand, as observed by Saha (2003), few authors have undertaken 
empirical research in order to analyze whether or not the impact factor measures accurately the quality of 
scientific journals. According to Campos’ (2003), oscillations in the number of journals published may have a 
negative effect on this assessment. As can be seen in the next section, entitled “Bibliographical Research 
Method”, the proposal to extend the period selected for the bibliographical research from 2 to 5 years, presented 
by Campos (2003) and Linde (1998), is adopted by us to correct the distortions mentioned by some authors.  

Some other results are important, although they are not directly related to our research suppositions. 
Firstly, we verified an average of 3.3 (Table 11) for the use of university libraries. This rather low average 
compared to the others is hardly surprising, given the growing use of Web search mechanisms such as Proquest, 
Ebsco, Google Scholar and Science Direct, and a consequent decline in presential research. Secondly, we noted a 
high percentage of affirmative replies to the question regarding the “influence of the authors’ reputations”, 
shown in Table 13. However, we believe that this percentage should be in fact lower, considering that high 
quality journals choose articles by blind review, that is, without the prior knowledge of the article’s author(s). 
However, it appears that most researchers do not share this perception.  
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We also verified that doctoral level teachers in Brazil do not think that the need to write in English 
constitutes a barrier (see Table 13). We expected that this question would receive a more negative assessment in 
Brazil, where English is not the official language, considering that articles published in other languages have less 
opportunities to be assessed internationally, as emphasized by Baden-Fuller et al., (2000), Campos (2003), 
Garfield (1998) and Uncles (2004). 

Our study made evident that, generally, it is believed that the analysis of citations provides an objective 
measure of journals’ qualities and impact. Time is a scarce resource for those in academia. Keeping up to date 
with the latest theoretical developments is extremely difficult, given the great number of publications. Rankings 
are considered useful because they focus on journals that contain the most recent research, and, thus, on those 
that have a greater impact. At the same time, however, our investigation revealed that, to some extent, 
researchers are wary of using rankings to appraise faculty’s performance. “Measuring the importance of the 
teaching staff”, “assessing performance” and “assessing productivity” were the factors that obtained the lowest 
averages in the survey (Table 12). Assessing productivity was viewed as a quantitative criterion that hardly takes 
content into account.  

Our study thus confirmed our belief that the use of rankings is desirable in a literature review process that 
underpins academic production. However, in order to avoid being caught up in the vicious circle pointed out by 
some authors, we recommend the adoption of systematic bibliographical research (see Magarey, 2001; 
Rosenthal; Dimatteo, 2001) that incorporates the use of rankings, not as a sole reference, but integrated into a 
broader non-deterministic process, that allows using various sources of important information. In other words, 
we are convinced that is important to use rankings, but not in an isolated fashion. 

 

BIBLIOGRAPHICAL RESEARCH METHOD 
 
As an additional contribution, in terms of helping to render literature review processes more systematic, 

we propose a three-stage bibliographical research method that makes use of rankings and draws on Arenas et al. 
(2001). As shown in Figure 1, it includes the following stages: (1) selection of initial sources; (2) selection of 
documents; (3) selection of new documents.  

Before explaining this method, we would like to emphasize the importance of first establishing the period 
covered by the bibliographical research for example, the last five years. However, seminal works should 
obviously be always considered. 

In the first stage, rankings are used to select the initial sources of data to be analyzed. The use of multiple 
rankings related to the research area, with the definition of a criterion of consolidation between them, is 
recommended. Some additional sources of information can be added during this stage, notwithstanding their 
position (or even citation) in the consolidated ranking.  

The second stage involves selecting the first set of documents, based on the results of the bibliographical 
research of initial sources, the production of the main authors of the pertinent field of knowledge and the use of 
keywords in search mechanisms available on the Internet and in other sources. The first activity of this stage 
consists of assessing the articles’ titles. If the articles are identified as important, their abstracts and keywords 
should be assessed; if not, the article should not be considered. In the final activity of this stage, the documents 
that are considered to be important (after assessing title, abstract and keywords) are read and analyzed.  

 
Figure 1 – Proposal for a Bibliographical Research Method  
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During the third stage two activities are undertaken aimed at selecting the documents that are most 
important for the research: (1) a new search, with the same keywords defined by the search mechanism used to 
find the selected documents resulting from the second stage, and (2) an investigation of the bibliographical 
references of the selected articles. The result of this stage is that new titles, abstracts and keywords are assessed, 
providing fresh inputs for the cycle formed by the second and third stages. This cycle is subjectively interrupted, 
when, for example, the researcher is satisfied with the articles found or due to various restrictions (deadlines and 
access to publications, amongst others).  

 

CONCLUSION 
In this article we presented the results of a pioneering empirical investigation into the practice of 

scientific journal ranking for bibliographical research, namely literature reviews, by doctoral level teachers of 
Business Administration courses at universities in Brazil. The results suggested that there is a great awareness of 
the importance of ranking as a criterion for bibliographical research, in view of identifying the state of the art 
and pertinent research gaps, as well as establishing solid theoretical foundations for field research.  In this 
respect, it is relevant that the investigation revealed a trend in Brazil towards the greater use of bibliometric 
information and indicators, also, in the human and social sciences, although to a lesser degree in the latter as 
compared with the so-called hard and biological sciences. The study indeed found that the CAPES, in Brazil, 
recently, started adopting the ISI impact factor to assess scientific journals also in the field of Business 
Administration.  

At the same time, however, the investigation’s results made evident that journal ranking is hardly used 
by doctoral level teachers in Brazil on a truly regular basis. In fact, they suggested that bibliographical research 
in general is not being carried out in a systematic fashion.  

To help overcome this problem, we proposed the three-staged method for bibliographical research, the 
first stage of which includes the practice of scientific journal rankings as a starting point. To ensure effectiveness 
and rigor, we emphasize the use of multiple rankings that take into account both quantitative and qualitative 
measurement dimensions, in conjunction with other sources of information.  

As a conclusion, we suggest extending this investigation to other countries, as well as to different fields 
of knowledge, and applying the proposed method with a concern to making the necessary adjustments as well as 
to seeking its continual improvement.  
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ABSTRACT 

Strategic alliances between firms based on the co-opetition model, have enabled their members to obtain 
benefits that they did not possess individually. Despite the risks inherent in alliances between competing firms, 
airlines have increasingly been establishing alliances to capture these benefits. Various studies have dealt with 
this issue, but none have been based on empirical research.  This article shares the results of an empirical 
investigation involving 41 IATA member airlines. Data was collected in different ways and treated using a 
variety of statistical techniques: factor analysis to identify essential benefits, linear regression to identify the 
latter’s intensity and hierarchical regression to assess the importance of these benefits for the alliance. The most 
significant results were the ones pertaining to those metrics that are important for firms taking part in strategic 
alliances in the air transport sector, based on the co-opetition model. The research presents a proposal for 
indicators to assess alliance performance. Notably, for the “access to new markets” factor that was perceived to 
be the main benefit conferred by alliances in the sector, the research suggests using “sales volume” of interline 
sales, as an indicator to assess how much value this benefit adds to member firms. 
 

INTRODUCTION 
 
Many strategies have been developed in recent decades, and one of the most important and recent is the 

strategic alliance between airlines (HANLON, 1999). As examples we may mention the Star Alliance, One 
World and Sky Team (IATA, 2005). These global alliances, based on the co-opetition (cooperation and 
competition) model (BRANDENBURGER; NALEBUFF, 1996), have enabled their members to derive benefits 
that they did not possess individually (DENNIS, 2005; GIMENO, 2004).  

Despite evidence that alliances based on the co-opetition model are risky, in that competition 
encourages opportunistic behavior even when there is cooperation between firms (PARK; UNGSON, 2001), 
strategic alliances provide opportunities for the creation of benefits for their partners (AGULLÓ, 2000; 
ANSLINGER; JENK, 2004; BENGTSSON; KOCK, 1999; DAS; TENG, 2000; GNYAWALI; MADHAVAN, 
2001; GUDMUNDSSON, 1999; PARK; ZHANG, 2000; RUSSO; MOTTA, 2005; RUSSO; BERTRAND, 
2006).     

Many studies have been carried out highlighting the benefits derived from alliances based on the co-
opetition model, especially between airlines, without, however, grounding their hypotheses in empirical research. 
An exception is the study undertaken by Russo and Bertrand (2006). Assuming that alliances provide benefits for 
their members, this study carried out a survey of perceptions of Star Alliance executives with a view to 
identifying the latter’s most essential benefits and to verifying whether the companies actually measured them. 
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The study achieved its objective and concluded that the Star Alliance members did not in fact measure the 
benefits derived from this alliance.  

This article shares the main results of an empirical investigation that extended Russo and 
Bertrand’s(2006) study to all companies in the air transport sector that belong to the IATA (International Air 
Transport Association). Based on the assumption that, without appropriate performance indicators, organizations 
will be unable to achieve their goals and conduct their strategies successfully (MACEDO-SOARES; RATTON, 
1999), this investigation sought to identify the metrics that are important for organizations that take part in co-
opetition type of alliances worldwide in the air transport sector, to measure companies’ degrees of satisfaction 
and to present inputs for the development of a set of indicators to be used to assess the performance of strategic 
alliances in this sector.  

With a view to increasing the sample of airlines in the sector under study, we established a partnership 
with the IATA to facilitate access to this international association’s members. Thus, at the end of 2006, the 
research focused on a universe of 246 companies, with a view to performing a statistical generalization of the 
results for organizations that operate in strategic alliances based on the co-opetition model in the air transport 
sector.  

This article is divided into eight parts. The first one discusses the theoretical underpinnings of alliances 
based on the co-opetition model and the second describes the benefits of strategic alliances. The third part 
demonstrates the importance of performance indicators and the fourth contains the methodology used in the 
research. The fifth part shares the main results of the investigation that are discussed in the sixth part. Some 
proposals for performance indicators are presented in the seventh part.  The last one includes a general 
assessment of the study’s contribution, as well as conclusions and recommendations for future research in this 
field.   
 

THEORETICAL REFERENCES  

 
Alliances Based on the Co-opetition Model 

 
With the new business environment beginning to demand new types of business relationships, some 

alliances organized in traditional networks have transformed themselves into co-opetitive partnerships, as the 
most effective way of responding to environmental threats and opportunities (ZINELDIN, 2004), thus 
contradicting Florês’ (1998) affirmation that alliances generally do not possess the necessary requirements for 
their survival. The co-opetitive relationship is a business situation in which independent organizations cooperate 
while, at the same time, competing with each other (BRANDENBURGER; NALEBUFF, 1996; GULATI; 
KLETTER, 2005; PALMER, 2000; ZINELDIN, 2004). 

Thus strategic alliances based on the co-opetition model are those that establish a collaborative relation 
between two or more independent firms, each with their own planning, strategy and culture, in order to generate 
more value in their activity, while maintaining a certain balance between competition and cooperation.  
(AGULLÓ, 2000). Cooperation is the process of interaction developed by the relationship established on the 
basis of common interests of individuals, groups and organizations, while competition is the result of the 
behavior of competitors focused on a certain objective (CHIEN; PENG, 2005). In the investigation at issue, we 
defined co-opetition as a synergic relationship between rival firms based on the presence of mutual benefits 
(ALEXANDER; COLGATE, 1998; MARTINELLI; SPARKS, 2003). For more details regarding co-opetition 
concepts, see Bengtsson and Kock (1999), Brandenburger and Nalebuff (1996), Gnyawali and Madhavan (2001), 
Palmer (2000), Russo and Bertrand (2006), Zineldin (2004), Zineldin and Bredenlow (2003). 

Thus, through cooperative and competitive relationships, organizations work together to, at once, 
enhance group performance and improve their own specific results (RUSSO; BERTRAND, 2006). In alliances 
between airlines, the benefits of alliances are absolutely essential for their members´ competitiveness. 
(GUDMUNDSSON; LECHNER, 2006). 
 
Benefits 

 
In principle, airlines that enter into alliances are able to obtain greater benefits than if they operated 

alone (GULATI; KLETTER, 2005; HEMPHILL, 2000). The bibliographical study undertaken by Russo and 
Motta (2005) and complemented by Russo and Bertrand’s (2006) analysis revealed the type of benefits resulting 
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from strategic alliances described in the literature. The growth in the number of strategic alliances, based on the 
co-opetition model, is a sign that these partnerships confer effective benefits on their members. Between 1994 
and 1998 the number of alliances increased from 280 to 502, a growth of around 80% in five years 
(GUDMUNDSSON, 1999).  

Although previous studies showed that resource limitations lead organizations to establish strategic 
alliances in a quest for mutual benefits, many of these alliances never achieved their performance potential 
(RAMASESHAN; LOO, 1998). 

According to Vaara, Kleymannand and Seristö (2004), most of the benefits mentioned by companies, 
amount to mere speculation regarding benefits created over time, and not benefits that have actually been 
obtained. In spite of this, the benefits mentioned have been used as arguments to justify starting an alliance, 
suggesting that the benefits declared are in reality overestimated and the obstacles to achieving them 
underestimated.  

In sum, there are indications that one of the main reasons for alliances’ lack of success is the fact that 
organizations do not adopt appropriate tools for assessing their performance (ANSLINGER; JENK, 2004; 
RUSSO; BERTRAND, 2006). 
 
Performance Indicators  

 
Given that alliances are voluntary agreements between firms, it is to be expected that declarations of 

their common objectives include a description of the benefits desired by all partners (GNYAWALI; 
MADHAVAN, 2001). However, in contrast with commercial contracts, the contracts that govern alliances are 
incomplete and do not provide specific details of the conditions of exchange between parties (GIMENO, 2004; 
MASUTTI, 2005).  

Thus, research into performance indicators must be undertaken in an attempt to fill in this gap. If 
performance indicators do not exist, or if they are not aligned with the organization’s objectives, the latter will be 
extremely difficult to achieve (MACEDO-SOARES; RATTON, 1999). An alliance is more likely to be 
successful when, amongst other variables, it manages to make a correct analysis of its benefits (McKEE, 1994), 
which implies the existence of appropriate performance measurement systems (TAVARES; MACEDO-
SOARES, 2003). In reality, by taking part in alliances the partners’ aim is to improve their competitive 
performance, so as to achieve positive results in terms of profitability and market share (HOLTBRÜGGE; 
WILSON; BERG, 2006). According to research undertaken in Brazil by Macedo-Soares and Ratton (1999), 
organizations’ measurement systems are often inappropriate in most firms in the country, in that they still lack 
the necessary integration and consistency.   

The results of Kleymann’s (2005) research indicated that from alliance members´ viewpoint, taking part 
in an alliance is necessary for firm survival (VINOD, 2005). The author reported that during the interviews 
executives rarely replied in any detail when asked: “Is it good for the firm to be a member of an alliance?” The 
executives usually changed the subject and began to talk about day-to-day problems. As previously mentioned, 
Russo and Bertrand’s (2006) study confirmed that alliances are perceived to bring benefits. At the same time, 
however, it revealed that most airlines do not possess metrics to measure expected benefits. On the other hand, it 
is obvious that an alliance would not be maintained if its benefits were not equal to or greater than its costs 
(SMITH; CARROLL; ASHFORD, 1995). According to Smith et al. (1995), this is one of the reasons why 
benefits are a function of the satisfaction of alliance members or of its performance. This conclusion is similar to 
that of Mohr and Spekman (1994), who propose two performance indicators for alliances - volume of sales 
between partners and partner satisfaction – as well as to that of Ariño (2003) who also proposes general 
satisfaction with the alliance as a way of measuring its performance.  

Segil (2005) emphasizes that the key factor for the success of alliances is to develop and implement 
metrics (RUSSO; BERTRAND, 2006). The existence of metrics in alliances increases the ability of participants 
to monitor the alliance’s health and the objectives attained (SEGIL, 2005). Tavares and Macedo-Soares’ (2003) 
field research with firms that took part in strategic alliances, revealed that although 40% of leading firms in 
Brazil used some kind of metric to assess alliance performance, in nearly all cases the indicators referred solely 
to financial measures (an example can be seen in Brouthers, Nakos and Brouthers, 2004).      

However, although some studies have managed to assess respondents’ perceptions, none of them, up to 
now, have identified and empirically tested the metrics used by airlines (KLEYMANN, 2005; RUSSO; 
BERTRAND, 2006).  
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According to Tavares and Macedo-Soares (2003), organizations tend first of all to implement their 
strategies before slowly fitting performance indicators to the new objectives and targets.    

 
METHODOLOGY 

 
The sample for the research at issue in this article was collected using a questionnaire applied to IATA 

member airlines that operate globally. The IATA is currently the world’s largest association of airlines and its 
primary objective is to encourage cooperation between airlines, promoting safe, reliable and economical air 
services for people throughout the world (IATA, 2007). This study considered only those airlines that took part 
in a strategic alliance based on the co-opetition model. Airlines constitute one of the clearest examples of the co-
opetition model whose use has been increasing worldwide, thus providing a rich context for the study of the 
benefits of strategic alliances.  

In order to obtain the sample for this investigation, we initially contacted the IATA to ask for its support 
in accessing its member airlines. With the IATA’s agreement, we developed an online questionnaire that was 
made available at our website. An initial page was created at the website, explaining the study’s objectives and 
importance. A summary of the investigation’s results was offered to all respondents who wished to identify 
themselves, in order to encourage their participation. (RAMASESHAN; LOO, 1998).  

The questionnaire was based on the instrument used by Russo and Betrand (2006). But, as in the case of 
this research, the universe covered all IATA member companies, it was necessary to include two more questions 
in the questionnaire. These aimed to discover whether the company belonged to a strategic alliance with another 
airline, and also the degree of satisfaction with the existing alliance, as perceived by the respondent (ARIÑO, 
2003; MOHR; SPEKMAN, 1994; SMITH et al., 1995).  

A pre-test was then prepared to assess the questionnaire’s intelligibility and content, involving five 
specialists in the air transport segment, who were requested to assess the tool. The respondents made some 
suggestions for improvements that were then used to make adjustments.  

At the end of 2006, using the IATA databank composed of 246 airlines throughout the world, e-mails 
were sent to executives responsible for international alliances (or the CEO, if the company did not specify an 
alliance manager), identified at the airlines’ websites.  To increase the number of replies, the IATA, in some 
cases contacted the airlines to ask the executives to participate. Four weeks later e-mails were sent once again to 
the airlines that had not yet replied to the questionnaire. This procedure was repeated for two more months. In 
parallel, the IATA made fresh contacts with some airlines. Of the 246 companies that received the questionnaire, 
58 responded, although in the case of 13 the questionnaire was not completely answered, and four companies 
said that they did not take part in alliances with other companies. Thus we ended up with a total of 41 replies, 
corresponding to a response rate of 18.29%. This rate was similar to that achieved in other surveys of alliance 
mangers (KRISHNAN; MARTIN, 2006). 

Note, however, that this 18.29% rate did not reflect accurately the relative weight of these respondents 
in terms of their consolidated ASK (available seat kilometers), ATK (available ton kilometers) and RPK 
(revenue passenger kilometers) values, which accounted for 48.50%, 44.51% and 48.45% respectively of total 
values of the 246 members of the IATA.  In other words, in absolute value terms, the respondents accounted for 
approximately 50% of the total universe.  

In order to identify a smaller group of benefits that were really essential for the firms analyzed, we used 
exploratory factor analysis. As they were constructs that summarized an original set of variables (HAIR; 
ANDERSON; TATHAM; BLACK, 2005), it was possible to extend the focus of analysis to the benefits 
identified. The resulting factors were used as independent variables in the multiple linear regression that sought 
to investigate the performance of the alliance, and also in the hierarchical regression analysis that examined the 
impact of benefits on the degree of satisfaction. In the latter analysis, the factors were inserted in the hierarchical 
regression in the order produced by the factor analysis (GRAY; DENSTEN; SARROS, 2003).  

Although studies have been carried out into the performance of alliances, there is no agreement on how to 
measure this construct, given the measurement challenge posed by alliances´ type of structure. (KRISHNAN; 
MARTIN, 2006). To overcome this difficulty some authors have used the assessments of managers to gauge an 
alliance’s success (ISOBE; MAKINO; MONTGOMERY, 2000). This is acceptable when the respondent is a 
manager of the organization (KRISHNAN; MARTIN, 2006). In fact managers’ perceptions are considered to be 
a reasonable way of mapping the performance of the partnership (ANDERSON, 1990; ANDERSON; WEITZ, 
1992; DAS; TENG, 2000; GERINGER; HERBERT, 1991; KALE; DYER; SINGH, 2002). Geringer and Herbert 
(1989) confirmed the existence of a high correlation between subjective and objective assessments and 
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concluded that they are interchangeable (RAMASESHAN; LOO, 1998; SILVA, 2006). For their part, 
Ramaseshan and Loo (1998) concluded that the assessment of partners’ perceptions was enough to provide 
reliable results for an analysis of a partnership’s success. Weaver (2002) also discovered elements that suggest 
that assessments of only one variable are sometimes superior to those of two or three variables.  

Thus, in the investigation at issue, we used the degree of respondents´ satisfaction with the benefits 
provided by alliances as the dependent variable for the linear and hierarchical regressions. Considering that the 
average of the four variables in Table 1, that constitute the degree of importance of firm inter-relationship 
(generation, acquisition, measurement and importance of benefits) and that assess the effectiveness of alliance 
benefits in the air transport sector, resulted in the same value (3.50) as the average of the degree of satisfaction, 
we tested a second linear regression using the average of these four variables, as dependent variable.  A benefit 
used by airlines to measure production capacity (BRETHERTON; CARSWELL, 2000) – “available set 
kilometers – ASK” was adopted as a control variable to minimize the effect of company size on the result of the 
equation.  

Finally, a content analysis (WEBER, 1990) was made of the replies to the open questions in order to 
identify ways of measuring benefits and the existence of other benefits, besides those identified in the literature 
review.  

To analyze the data the research adopted SPSS version 12.0 statistical software.  Respondents were 
assured that their replies would be treated with the utmost confidentiality. All results presented the collective 
perception of the airline companies that took part in the research.  
 

RESULTS 
 
The sample permitted a statistical generalization of the results with a confidence level of 95% and a 

margin of error of 14%, in accordance with Rea and Parker’s (2000) formula for calculating the size of samples 
of finite populations. The Alfa and Cronback measure of reliability was applied to analyze the internal 
consistency of the variables and resulted in 0.909.    

Table 1 presents the respondents’ perceptions with respect to the matters inquired about that were 
designed to assess the degree of importance of the inter-relation between the companies.  

 
Table – Degree of Importance of the Inter-Relation between Companies  

N Média Variância
Grau de satisfação com os benefícios da aliança 41 3,54 0,71

Oportunidade para geração de benefícios que a parceria promove para as empresas 41 3,39 0,89
Benefícios obtidos pelas empresas na parceria 41 3,44 0,84
Mensuração dos benefícios provenientes da aliança 41 3,56 0,78
Importância dos benefícios provenientes da aliança para as empresas 41 3,27 0,78

Cooperação existente entre as empresas 41 3,78 0,72
Compromisso existente nos acordos realizados 41 3,88 0,75
Compartilhamento de informações entre as empresas 41 3,49 0,81
Compartilhamento de ações (projetos em conjunto) entre as empresas 41 3,37 0,77
Concorrência existente entre as empresas 41 2,12 0,81
Determinação do retorno do investimento feito na aliança 41 3,05 0,84
Fatores negativos para as empresas provenientes da aliança 41 3,73 0,78  

 
Table 2 presents the respondents’ perceptions regarding the degree of internalization of the benefits 

deriving from the existing alliance.  
The benefits were factorially analyzed using principal component analysis and the ortogonal Varimax 

rotation method with Kaiser normalization. The first application of the factor analysis with all variables, 
presented a Measure of Sampling Adequacy (MSA) with an acceptable interval (below 0.500) for the variable 
“create barriers to new entrants” (HAIR et al., 2005), resulting in KMO 0.662 and a significant Bartlett test.  In 
order to improve the result, the variable was removed and the factor analysis (HAIR et al., 2005) was applied 
once again. The MSA showed another variable with an acceptable interval: “avoid the interference of 
government that regulates mergers and acquisitions and access to markets” resulting in KMO 0.725 and a 
significant Bartlett test. One more variable presented an MSA below 0.500 (“control of distribution through the 
access of a large number of tourist agents, especially those that belong to a GDS”), and was also removed. After 
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excluding the three variables, all the MSAs were above 0.635, the KMO rose to 0.749 and the Bartlett test 
remained significant. The communalities of the factor analysis were all above 0.512 (HAIR et al., 2005), 
indicating that the components extracted represented the variables adequately. 

 
 

Table 2 – Degree of Internalization of Benefits  

N Média Variância
R3_1 Economia de escala 41 2,88 0,84
R3_2 Compartilhar recursos e atividades eliminando duplicidade 41 2,85 0,96
R3_3 Desenvolvimento de produtos 41 3,10 0,92
R3_4 Redução de custos 41 2,85 0,79

R3_5
Expandir as oportunidades de negócio sem a necessidade de 
investimentos 41 2,98 0,82

R3_6 Acesso a novos mercados 41 3,56 0,81
R4_1 Network synergy 41 3,61 0,74
R4_2 Ser atrativo para passageiros participantes de grandes redes 41 3,88 0,71
R4_3 Acesso à tecnologia superior 41 2,88 0,78

R4_4
Controle de distribuição pelo acesso de grande número de agentes 
de turismo, especialmente os que fazem parte de um GDS 41 2,88 0,78

R4_5 Divulgar o vôo do parceiro como se fosse seu 41 3,41 0,89
R4_6 Melhores Lucros 41 2,90 0,70
R4_7 Criar barreiras contra novos entrantes 41 2,49 0,87

R4_8
Evitar a interferência do governo que regula as fusões e aquisições e 
o Acesso aos mercados 41 2,15 0,79

R5_1
Aumento da receita por passageiro quilômetro (revenue passenger 
kilometers - RPK) 41 3,07 0,57

R5_2
Aumento dos assentos disponíveis quilômetro (available seat 
kilometers - ASK) 41 2,98 0,76

R5_3 Aumento do load factor 41 3,10 0,66
R5_4 Cooperação técnica na area operacional 41 2,71 0,78
R5_5 Reconhecimento da marca 41 3,46 0,67

R5_6
Incorporar conhecimento pode gerar a habilidade de solucionar 
problemas complexos 41 2,80 0,68

R5_7 Compartilhar riscos 41 2,32 0,79
R5_8 Acessar novas competências / Aprendizagem organizacional 41 2,80 0,78  

 
After the Vartimax Rotation the extraction using eigenvalues indicated four factors that explained 69.027% 

of the accumulated component variance. Table 3 presents the result of rotated loading using the ortogonal 
Varimax rotation method.  

 
Table 3 – Results of the Rotated Factor Analysis  
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Expandir as oportunidades de negócio sem a necessidade de 
investimentos 0,629 0,098 0,530 -0,057
Divulgar o vôo do parceiro como se fosse seu 0,656 0,208 0,034 0,256
Aumento dos assentos disponíveis quilômetro (ASK) 0,699 0,020 0,365 0,312
Melhores Lucros 0,709 0,149 0,275 -0,040
Network synergy 0,738 0,235 0,035 0,081
Ser atrativo para passageiros participantes de grandes redes 0,743 -0,020 0,335 0,153
Aumento da receita por passageiro quilômetro (RPK) 0,761 0,003 0,290 0,397
Acesso a novos mercados 0,770 0,104 -0,152 0,136
Acesso à tecnologia superior -0,072 0,602 0,381 0,012
Compartilhar riscos 0,559 0,636 -0,153 -0,113
Economia de escala 0,366 0,670 0,365 -0,222
Incorporar conhecimento pode gerar a habilidade de solucionar 
problemas complexos 0,178 0,704 0,381 0,282
Cooperação técnica na area operacional -0,034 0,711 0,118 0,417
Acessar novas competências / Aprendizagem organizacional 0,242 0,803 0,144 0,243
Desenvolvimento de produtos 0,098 0,521 0,641 0,169
Compartilhar recursos e atividades eliminando duplicidade 0,174 0,197 0,741 0,085
Redução de custos 0,179 0,310 0,781 0,234
Aumento do load factor 0,433 0,106 0,295 0,661
Reconhecimento da marca 0,210 0,249 0,068 0,753
Método de Extração:Análise do Componente Principal. 
Método de Rotação: Varimax com Normalzação Kaiser.

Fatores

 
The multiple linear regression equation used to test the null hypothesis that all the coefficients, except 

the constant, were equal to zero, was rejected at a significance level of 0.001. The explanatory power of the R2 
equation was 0.390 and, when adjusted for degrees of freedom, the R2 adjusted was 0.323. This shows that the 
model’s explanatory power was satisfactory and suggested that the respondents’ degree of satisfaction might be 
influenced by other factors not included in the model. The results of the Durbin-Watson test for serial 
autocorrelation of errors and the VIF colinearity test were within acceptable limits.    

Whereas the regression equation was significant in model 1, only three factors were significant, as 
shown in Table 4. In model 2, with the inclusion of the control variable, there was an increase in the equation’s 
explanatory power. The R2 adjusted was 0.349 and in model 3, after excluding the variable “new competencies”, 
there was a reduction in explanatory power and no significant change in the coefficients.  

 
Table 4 – Result of the Linear Regression  

Modelo

B
Desvio-
Padrão B

Desvio-
Padrão B

Desvio-
Padrão

Constante 3,537*** 0,091 3,700*** 0,138 3,664*** 0,136
Acesso a Novos Mercados 0,342*** 0,092 0,307*** 0,093 0,315*** 0,094
Novas Competências 0,078 0,092 0,119 0,094 - -
Redução de Custos 0,155* 0,092 0,166* 0,091 0,163* 0,092
Reconhecimento da Marca 0,223** 0,092 0,214** 0,091 0,216** 0,092
ASK - - 0,000 0,000 0,000 0,000
R2 adjusted
*, **, and *** correspond to the coefficients being significant at 10%, 5%, and 1%, respectively.

0,323 0,349 0,338

(1) (2) (3)
Variável Dependente: Grau de Satisfação

 
 
The second equation of the multiple linear regression (Table 5) with dependent variable resulting from 

the average of the four variables that composed the degree of importance of the inter-relation between the 
companies (generation, obtention, measurement and importance of benefits) that tested the null hypothesis that 
all coefficients, except the constant, were equal to zero, was rejected at a level of significance of 0.000. The 
explanatory power of equation R2 was 0.470 and when adjusted for degrees of freedom the R2 adjusted was 
0.411. This indicated that this model’s explanatory power was greater than the previous one, but still suggested 
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that the respondents’ degree of satisfaction might be influenced by other factors not included in the model. The 
results of the Durbin-Watson and VIF tests were within acceptable limits.  Although the regression equation was 
significant in model 1, only three factors were significant, as shown in Table 5. In model 2, with the inclusion of 
the control variable there was a reduction in the equation’s explanatory power. The R2 adjusted was 0.395 and 
there was no significant change in the coefficients.  In model 3, with the exclusion of the “cost reduction” 
variable there was a small increase in explanatory power and no significant change in coefficients.  

 
Table 5 – Result of the Linear Regression   

Modelo

B
Desvio-
Padrão B

Desvio-
Padrão B

Desvio-
Padrão

Constante 3,537*** 0,091 3,700*** 0,138 3,664*** 0,136
Acesso a Novos Mercados 0,342*** 0,092 0,307*** 0,093 0,315*** 0,094
Novas Competências 0,078 0,092 0,119 0,094 - -
Redução de Custos 0,155* 0,092 0,166* 0,091 0,163* 0,092
Reconhecimento da Marca 0,223** 0,092 0,214** 0,091 0,216** 0,092
ASK - - 0,000 0,000 0,000 0,000
R2 adjusted
*, **, and *** correspond to the coefficients being significant at 10%, 5%, and 1%, respectively.

0,323 0,349 0,338

(1) (2) (3)
Variável Dependente: Grau de Satisfação (Média)

 
 

The hierarchical regression analysis demonstrated that the “access to new markets” factor accounted for 
23.2% of the variance of the dependent variable “degree of satisfaction”. Whereas, without considering the 
control variable, the “new competencies”, “cost reduction” and “brand recognition” factors accounted for 1.2%, 
4.8% and 9.9%, respectively, of the dependent variable’s variance. Similarly, when adopting the average of the 
four variables that compose the degree of importance of the inter-relation between companies, the factors 
accounted for the following variances in the dependent variable: 24.1%, 16.0%, 0.20% and 6.7%. 
 

DISCUSSION 
 
The result regarding the degree of importance of the inter-relation between companies (Table 1) 

indicated that companies in the air transport sector were keenly interested in taking part in an alliance based on 
the co-opetition model, in keeping with Debbage (1994) who points out that that companies that are not 
members of an alliance tend to put themselves at a competitive disadvantage. Possibly, the degree of satisfaction 
is a function of airline companies’ need to survive.  Comparing the results of this study with those presented in 
the article by Russo and Bertrand (2006), one verifies that the averages in Table 1 are similar in all items except 
two: “existing competition between companies” and “negative factors for the companies deriving from the 
alliance”.  In both items there was a perception of the lower impact of these items on the companies of the Star 
Alliance compared to companies in this study’s IATA sample. The result seems to be intuitively correct, given 
that the Star Alliance had its own organizational structure (RUSSO; MOTTA, 2005), was able to identify and 
capture benefits and possessed an advanced level of integration and cooperation (ANSLINGER; JENK, 2004). 
Vinod (2005) lends additional credence to this idea when he affirms that the benefits of an alliance can only be 
attained when it operates virtually as a single organization.  

The results regarding the degree of internalization of benefits conferred by an alliance (Table 2), 
demonstrated the particular importance of tangible benefits (product development, access to new markets, 
network synergy, attractiveness to passengers of large networks). This may indicate that, given the difficulty of 
measuring their benefits, companies sought to assure that tangible benefits were obtained. On the other hand, the 
average of the factor “avoid government interference”, suggested that this was not a very important factor for 
airlines, and was similar to the result obtained from the survey of members of the Star Alliance.  

According to the research, IATA member companies perceived that only a small part of the benefits 
cited in the literature were actually important for them. Only five of the 22 benefits analyzed had averages above 
3.00. We believe that this was related to the way benefits were measured. For the respondents, even the return on 
investment was a variable with an intermediate average (3.05).   

The analysis of the benefits revealed by the factor analysis, in accordance with the advantages of 
alliances presented by Zineldin (2004), suggested that the representatives of IATA member companies sought to 
obtain the following benefits from their partnerships: (1) “access to new markets”; (2) “access to new 



648 ©Copyright 2007 by the Global Business and Technology Association 

competencies / organizational learning”; (3) “cost reduction”; and (4) “brand recognition”. Thus, we understand 
that these are perceived to be the main metrics for organizations that take part in strategic alliances based on the 
co-opetition model in the air transport sector in the world.   

The “access to new markets” factor included eight variables with values greater than 0.600 and was 
highly significant and correlated with the “degree of satisfaction” dependent variable as perceived by the 
respondents. The positive sign of the “access to new markets” factor suggested that airlines would remain in an 
alliance if it were possible to expand their business (new markets, expansion without investment, increasing 
revenues, higher profits). The effect of the “new competencies” factor on the dependent “degree of satisfaction” 
variable was not significant. In spite of this, this coefficient’s explanatory power was low (0.078). The “cost 
reduction” factor group consisted of three variables with values greater than 0.600. The positive relation between 
this factor and the dependent “degree of satisfaction” variable was also statistically significant at a 0.10 level. 
This result indicates that airlines’ continued membership of alliances also depended on their cost reduction 
potential (sharing resources, reducing duplication, joint development of new products).  The coefficient 
estimated for the “brand recognition” factor was also positive and statistically significant to a 0.02 level. The 
group related the publicizing of the brand to the increase in flight occupation capacity.  

The degree of satisfaction of IATA member companies scored 3.54, in other words perceived as being 
above average. Participation in alliances is usually considered to be successful (IATROU; ALAMDARI, 2005). 
According to Iatrou and Alamdari (2005), one third (33%) of participants assess levels of cooperation in their 
alliances as excellent, with the remainder considering them to be good.   

The first regression equation (Table 4) was significant with a satisfactory explanatory power, but 
presented only two significant factors, with one at 0.05% and the other at 0.10. Although “access to new 
competencies” was considered a benefit by companies in strategic alliances (GULATI; KLETTER, 2005), in the 
investigation at issue, this factor did not show individual significance.  After adopting the “ASK” control 
variable, the “access to new competencies” factor remained insignificant but improved its intensity.  

The result of the second regression equation (Table 5), when using the average of the four variables that 
compose the degree of importance of the inter-relation between the companies (generation, obtention, 
measurement and importance of benefits) as a dependent variable was different. Although the second equation 
was also significant and three of the factors were significant to 0.05%, there was an inversion in the levels of 
significance of the “new competencies” and “cost reduction” factors. Whereas in the first equation “new 
competencies” was not significant to a level of 0.404 and “cost reduction” was significant to a level of 0.100, in 
the second one, “new competencies” was significant to a level of 0.002 and “cost reduction” was not significant 
to a level of 0.703.  

Due to the existence of a difference between the results of the two equations, we believe that the first 
equation, in which the dependent variable was obtained by means of a single reply, was the most adequate. 
(ISOBE et al., 2000).     

It is clear from the hierarchical regression analysis that the “access to new markets” variable was 
undoubtedly perceived as the most important by the firms surveyed. Alliances offer an opportunity for 
companies to access new markets at a low cost (ANSLINGER; JENK, 2004).   

This result is in keeping with the literature reviewed and is undoubtedly crucial for organizations taking 
part in strategic alliances in the air transport sector, despite the fact that, for some authors, alliances provide 
limited gains for their members (VAARA et al., 2004).  
 
Proposal for Performance Indicators  

 
As the results of investments in strategic alliances, especially those based on the co-opetition model, are 

uncertain (ZINELDIN; BREDENLOW, 2003), and given the absence of performance indicators, mainly 
quantitative ones (BUCKLIN; SENGUPTA, 1993), that have been tested empirically in airlines taking part in 
strategic alliances, (RUSSO; BERTRAND, 2006), models should be developed to help alliances achieve 
expected results. According to Zineldin (2004), an alliance, in order to be successful, must create value for its 
members.   
 Thus, despite the difficulties involved in developing quantitative performance indicators, this study 
proposes a preliminary quantitative metric, based on the results of our research, in an attempt to contribute to the 
creation of performance indicators for strategic alliances involving airline companies. 
 The main factor presented by our research was “access to new markets”. As this factor accounted for 
23.2% of the variance in the dependent “degree of satisfaction” variable and is mentioned by several authors 
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(AGULLÓ, 2000; ANSLINGER; JENK, 2004; BRETHERTON; CARSWELL, 2000; DAS; TENG, 2000; 
HEMPHILL, 2000; ZINELDIN, 2004), we understood that a significant contribution to future studies would be 
made by proposing a performance metric that reflected this factor.   

In this connection, as can be observed from the result of the factor analysis, the “access to new markets” 
factor aggregates variables related to an increase in revenues (“increase in ASK and RPK”, “higher profits”). 
Thus, assuming that members of alliances expect to enhance joint performance (RUSSO; BERTRAND, 2006), 
and also aim to distribute profits to all participants (ZINELDIN, 2004), we understand that the volume of sales is 
an appropriate performance indicator for airlines, so that they can assess the extent to which the access to new 
markets through alliances adds value for the companies involved. However, unlike the indicator presented by 
Mohr and Spekman (1994), the volume of sales, in the case of airlines, should take only interline sales into 
account, that is, the proportion of total sales revenue accounted for by sales of one member of the alliance to 
other airlines in the alliance (RUSSO; MOTTA, 2005). 

Furthermore, although for some authors (BRETHERTON; CARSWELL, 2000) it is possible to assess 
the performance of airlines using indicators such as RPK, ASK and CPF (cabin passenger factor or load factor), 
we recommend that this be undertaken jointly with the analysis of interline sales revenues.  

As the literature indicates that the trend is for airlines to continue taking part in strategic alliances based 
on the co-opetition model, we believe that the development and systematic use of adequate performance 
indicators are critical to alliances´ sustained success, despite the difficulties posed by their measurement.  
 

FINAL CONSIDERATIONS 
 
Our research provided significant results regarding the benefits conferred by strategic alliances based on 

the co-opetition model in the air transport sector. Specifically, the study was able to identify those metrics that 
are important for firms that take part in strategic alliances based on the co-opetition model in this sector in the 
world, to measure the companies’ degree of satisfaction and to present a proposal for indicators to help assess the 
performance and benefits of strategic alliances in the sector at issue.  

These benefits are relevant performance factors for researchers and organizational managers. They are 
considered to be strategic, for they can be measured before and during the existence of a strategic alliance based 
on the co-opetition model, and are able to assure competitive advantages for organizations and justify 
investments undertaken in alliances.     
 Our investigation’s objectives were attained, at least in greater part.  However, as it was a preliminary 
study, aimed at identifying and defining performance metrics, we recommend that researchers in the field of 
strategic management continue investigating the alliance benefits’ issue, making use of the multiple case study 
method, with a view to understanding in greater depth the complicated exercise of measuring the performance of 
strategic alliances, based on the co-opetition model, and to refining and building upon our tentative proposal of 
pertinent performance indicators.  

Indeed, our attempt to present a contribution to the development of performance indicators for airlines 
had its limitations. At the same time, it prompted several new questions that deserve being addressed. Amongst 
these, we consider the following one a priority: how to isolate the impact of alliances on an airline’s overall 
revenues, given that an increase in its revenues may not necessarily be linked to the alliance’s performance 
(RUSSO; MOTTA, 2005; BRETHERTON; CARSWELL, 2000).  
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ABSTRACT 
 
The main objective of this article is to study Iran’s experience of reforming its National Innovation System (NIS) 
in order to move toward Knowledge-based Economy.  Firstly, some of the main relevant literature of the role of 
NIS in technological development has been surveyed. The performance of the NIS of the country in comparison 
with that of some selected countries has been investigated and discussed. Finally, some suggestions and policy 
implications regarding the improvement and promotion of NIS in Iran and the lessons that can be drawn for 
other developing countries for moving toward knowledge-based economy will be presented. 
 
  
 

INTRODUCTION 
 
Developing countries have designed their long-term industrial and technological programs in line with the rapid 
technological changes that have been taking place in the developed countries. Over the last three decades, 
developing countries, especially those with oil-based economies, have relied on the import of mechanical 
engineering and processing technologies to provide industrial products to the world market. But little has been 
achieved by way of technological development, with the result that the technology gap between the developed 
and less industrialized developing countries has persisted, much to the disadvantage of the latter. Moreover, the 
flow of innovation and new technologies has intensified the process of technical change in industrialized 
countries. At this rate of technological progress, it is unlikely that developing countries could bridge the 
technological gap with the industrialized countries unless sufficient investment in their S&T infrastructure. 
Among the developing countries themselves, the experience of technology management is varied, so that some 
are technologically more developed than the others.  
 
The phrase “knowledge-based economy” describes the new economic environment in which the generation and 
management of knowledge play a predominant part in wealth creation, as compared with the traditional factors 
of production, namely land, labor and capital. Aptly, the 21st century is often labeled as the “century of 
knowledge”, as the ability to create, access and use knowledge has become, even more than before, a 
fundamental determinant of global competitiveness of enterprises and economies (WIPO, 2003). For this 
purpose, the concept of National Innovation System (NIS) has been introduced in order to meet the present 
complexities in the process of knowledge creation and dissemination. Since the 1980s the concept of the national 
innovation system (NIS) has been gaining popularity as a core conceptual framework for analyzing technological 
change, which is considered to be an indispensable foundation of long-term economic development of a nation. 
The term NIS has been firstly introduced by Christopher Freeman (1987) as a “historically grown subsystem of 
the national economy in which various organizations and institutions interact with and influence one another in 
the carrying out of innovative activity”. Freeman used this term in order to describe the performance of the 
economically most successful country of the post-war period namely Japan.  The NIS concept is a means to 
study the national-specific features of the structure and the success of innovative activities at national level 
which in turn are considered as being interactive and institutionally embedded (Balzat, M. 2006).  NIS is the 
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interactive system of existing institutions, private and public firms (either large or small), universities and 
government agencies, aiming at the production of Science and Technology within national borders. Interaction 
among these units may be technical, commercial, legal, social and financial as much as the goal of the interaction 
may be development, protection, financing or regulation of new Science and Technology (Niosi et al, 1996).  
 
Governments face the task of strengthening innovation systems in order to take greater advantage of globalization 
and the move to a knowledge-based economy (OECD 1999). Nowadays, the concept of National Innovation 
System (NIS) acts as a policy making tool in order to understand the roots and main reasons behind the existing 
gap between Developed and developing countries. The main idea of the concept of innovation systems is that the 
overall innovation performance of an economy depends not only on how specific organizations like firms and 
research institutes perform, but also on how they interact with each other and with the government sector in 
knowledge production and distribution. Therefore, it can be said that the development of technological innovation 
in a country is the result of interrelating and interacting of the set of actors and players within NIS. These (actors 
and players) are mainly including public and private enterprises, universities and public research institutions.  
 
The NIS perspective indicates a much broader and more interdisciplinary approach to economic growth theory 
than standard economics. It also differs in being more explicit in terms of the institutional assumptions made and 
especially in avoiding any assumption about factors being independent. This reflects the system’s perspective 
and the emphasis on virtuous and vicious circles or match and mismatch between elements and sub-systems ( 
Lundvall, 1998). The NIS provides a foundation of the formulation of conjectures, both conventional (economic 
and R&D indicator) and unconventional (learning, institutional set-up, intangible assets, intellectual property and 
knowledge) factors. This was a valuable contribution of appreciative theory and empirical research to the 
understanding of economic growth, as well as to policy-making, because the qualitative changes, which were 
investigated, could not emerge from purely quantitative analysis or models. 
 
Since the late 1990s, several attempts have been made to evaluate and to compare innovation systems in terms of 
their performance, which in turn is defined and measured in different ways. In some cases, comparative studies 
on the system-level have been utilized as a preliminary step to generate rankings of national innovation systems 
(Porter and Stern, 2002).  When NIS between countries is compared, the historical background and natural 
environment should be considered.  In other words, NIS is different from one country to another because the 
manufacturing system, R&D investment, technology development and diffusion all differ. (Fagerberg 2003; 
Balzat and Hanusch 2004, Lundvall,2007). 
 
In developing Countries, many of the innovations may be minor and adaptive, and may be directed towards the 
scaling down of products, processes, and plants, as well as the substitution of some raw materials to others. They 
mostly take place in private firms and some government corporations and labs. The concept and theories that are 
the basis of a national system of innovation can probably be applied with minor modifications to less developed 
market economies. Nelson tends to take a country approach to studying the national system of innovation in the 
fifteen developed and developing countries.  Nelson and Rosenberg justify their approach by noting that ‘the 
orientation of this project . . . [is to] try to understand, rather than to theorize first and then attempt to prove or 
calibrate the theory’. (Nelson, R. 1988).  
 

IRAN’s NIS 
 
Iran is a resource-rich country that is located in a strategic area of 1.65 million square kilometres, with the Caspian 
sea, Turkmenistan, Armenia and Azerbaijan in the north, Turkey and Iraq to the west, the Persian Gulf and the Gulf 
of Oman in the south and Pakistan and Afghanistan to the East. It is the seventeenth largest country in the world.   
It has a population of about 70 million people.  It is one of the major oil exporting countries in the world and also has 
substantial gas and mineral reserves including coal, chromium, copper, iron ore, lead, manganese, zinc, and sulphur. 
Moreover, Iran has a relatively good transportation network, including about 4,850 km of railroads, 140,200 km of 
highways, more than 14 main ports, 132 ships, and 261 airports.   
 
In Iran, the establishment as well as reforming and reshaping its national innovation system has been among the 
most important policy framework tools and the focal point for the policy makers in recent years. The third and 
fourth Five Year Development Plan of the country emphasized the promotion of invention and innovation 
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activities in the country in order to move toward knowledge based society. The technology policy of the country 
is contained in these successive five year plans. The following table shows the degree to which policymakers 
concerned toward moving toward generating knowledge based society. 
 
As discussed earlier, an innovation system is a network of economic agents whose activities and interactions 
bring new products, new processes and new forms of organization into practical and economic use.  The key 
agents in this network include enterprises, universities and research institutes, the Government and other support 
institutions such as industry associations, consumer groups, business support organizations and financial 
institutions. Continuous interaction between these actors and the learning opportunities created as a result are 
critical for innovation. 
 

2nd Five-Year plan (1995-
1999) 3rd Five-Year plan (2000-2004) 4th Five-Year plan (2005-2009) 

Creating quality control 
systems to improve the 
quality of products through 
the cooperation between 
research centers and higher 
education centers  

Promoting the dynamic linkages 
between scientific institutions, 
industrial organizations, state owned 
enterprises and universities and higher 
education centers 

Acceleration of privatization 
process of state-owned companies 
through promotion of Stock Market 

Assisting the creation of 
endogenous R&D units in 
large and medium factories as 
well as R&D centers for 
specific industries 

Prioritizing research activities based on 
overall macro technology policy of the 
country  

 More reliance on market forces for 
encouraging innovative efforts in 
manufacturing enterprises 

 
 

Providing financial support 
for doing all kinds of research 
(Basic, Applied, 
Developmental) 

Stimulation of a creative and 
entrepreneurial activities by creating 
new industrial and S&T parks 

Modifying and reforming national 
innovation system in a proper and 
cohesive manner to move toward 
creation of knowledge-based nation 
 

Table 1. Technology policy content of Iran's Development Plans (1995-2009) 
 
Iran’s present industrial and technological structure has largely been influenced by factors intertwined with the 
characteristics of the oil sector. Although Iran is richly endowed with natural and human resources, this 
advantage has not yet seen the country making a transition from oil-driven to innovation-driven growth. 
Improvement in the oil income in the recent years has assisted the policy makers to mitigate the technology 
constraint on growth by making foreign technologies increasingly accessible.   Although, Iran has been fortunate 
for its oil resources; but the oil fortune has been changing taking a downturn for the most part in recent years, so 
that it cannot be expected to continue to provide a sound basis for sustainable growth. Sustainable growth has to 
be achieved through the provision of relevant infrastructure and the adoption of policy capable of producing 
innovation and set in train the development of innovation-based competition. The application of innovation to 
industrial activities would certainly improve Iran’s industrial competitiveness. But innovation possibilities 
cannot be taken as given. Innovation is a capability that has to be developed. It can be said that despite the move 
towards a knowledge-based economy, innovation has not yet become a strategic goal of policymaking in Iran.  
 
Over the years, R&D investment in the industrial sector has received little attention mainly due to the assembly 
nature of the imported technologies. There was hardly any demand for R&D because the windfall income 
received from oil exports made it possible for existing industries to attain ready made-technologies and spare 
parts from abroad. Pressures on oil on oil exports following the downswings in oil oil prices during the 1980s, 
and 1990s triggered major initial progress in educational capacity building, and investment in R&D. As part of 
the policy concerning local technological capacity building, considerable attention was focused on secondary 
education, and tertiary education with the aim to strengthen the S&T capability of the country. 
 
 Iran has learned the benefits of investment in education over the years. Indeed, it has come a long way from the 
turn of century to give herself education strong status in planning and policy aimed at promoting capacity 
building, industrialization and economic development. In 1956, for example, the literacy rate for the population 
over seven years of age was 15.4 per cent. It rose to 47.1 per cent in 1976, 62 per cent in 1985 and around 75 per 
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cent in 1992 and 80 percent in 1996. Educational capacity building over the last decades has been influenced by 
the performance of the oil sector.  There is an un-precedented capacity building in Higher education in response 
to ever-increasing social demand. The number of university students has become seven fold since two decades 
ago. There are currently about 53 public universities as well as 23 private universities and 165 university 
research centers. There are also 29 national research centers which are mostly affiliated to the Ministry of 
Science, Research and Technology and 99 research centers affiliated to the Ministry of Health & Medical 
Education and more than 69 research centers attached to the other ministries. There are already 113 private 
research centers and approximately 925 R&D units performing in industrial sector. According to the statistics 
given by UNESCO (2006), there are 484 researchers in R&D per million of its population in the year 2003 in the 
country which ranked Iran third in the region above Turkey. The numbers of scientific articles published in 
international journals have also been increased sharply. Wide range of activities in terms of technology selection, 
appraisal, screening, transfer, adoption, assimilation, diffusion and plant development has been undertaken by 
local expertise. This gives good evidence to accumulation of technological capabilities and major improvements 
in learning effects of imported technologies in Iran. There are evidences of improvements in the quality 
standards of exportable industrial products and transfer of design and engineering skills to developing countries. 
Promotion of R&D and Design & Engineering activities in both public and private sectors thus has become a 
characteristic framework of policy. Figure 1.2 represents graphically the main actors in the Iranian innovation 
system. It shows that some elements and interactions in the innovation system are fairly well developed, whereas 
others are weak, while some important ones are missing.  At its core are the strong interactions between 
government ministries on the one hand and research institutes/universities and large enterprises on the other. 
 

Figure 2 National system of innovation in Iran (Triple Helix perspective 
Source: Adapted from STIP, 2006  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The major actors in the Iranian NIS are government ministries, research institutes, universities and majority of 
large enterprises.  Innovation activity in Iran is supply-driven. In other words, the innovation activities in Iran are 
driven not by demand but by government plans.  The following figure illustrates the main actors in the Iranian 
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innovation system. As can be seen, the government has played a critical role in the country’s innovation system. 
Government controls over 80% of the economy. However, there is a relatively weak linkage existed between 
Iran’s R&D institutes, universities, and universities in one hand and with the government in another. 

 
 

Figure 3:   The main actors in the Iranian innovation system.. Source: Adapted from Mani, Sunil,  2005 
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SUMMARY AND CONCLUSIONS 
 
Having analyzed the current national innovation system of the country, there seems to be a main consensus 
among the policy makers as well as scholars that Iran’s NIS needs to be reshaped, reformed and restructured. 
There is also a necessity to create an organization to monitor and supervise all other institutions that are involved 
in innovative activities in the country.  This is mostly because of preventing and avoiding some parallel activities 
of several institutions and actors in the country’s innovation system  It also needs to improve the performance of 
country’s national innovation system.  There are some strengths considering NIS of the country. The strong 
points of the innovation system of the country include the existing of the large and potential skilled human 
resources as well as the establishment a relatively well-developed technology infrastructure,   and the abundant 
physical resources. The weak points of the Iran’s national innovation system are lack of capability for producing 
creative, world-level output; poor diffusion and industrialization system of innovation; inactive cooperative 
network among industry, academia and research institutes. In other words, the cooperation between industry, 
academia and research institutes is very weak. Hence, it is obvious that a new NIS has to be established that will 
help in transition to innovation-led growth model. It can be generally concluded that it should place a greater 
emphasis on developing a strong interaction between three main actors of the country’s NIS. His can be shown 
in the following diagram. This is similar to triple helix model to manage and evaluate the nature of relationship 
or network, involving activities, resources and actors. The activity link, that involves technical, administrative, 
commercial and other activities, can affect the outcome and the performance of the network. The quality of 
relationship is also affected by the availability and accessibility of resources, such as technology, material, 
knowledge, equipment, human resources and finance. The third level of relationship involves interactions 
between the actors that generate trust and synergy within the relationship. 
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ABSTRACT  
 
     This exploratory research examines the relationship between subjects’ cognitive style—i.e., whether they are 
mainly predisposed to either verbal content (i.e., to be a verbalizer) or visual content (i.e., to be a visualizer), 
and their actual preference and perceptions as to which specific blog-content-format (i.e., either text-only or 
mainly visual content) resonates with them.  Country of birth, envisioned to be a potential surrogate for 
subcultural and cross-cultural difference within our diverse sample, served as the moderating variable. The 
results reveal that subjects who scored high (low) on the verbalization inventory preferred the text-only blogs 
(primarily visual blogs), and feel that such blogs are more informative.  The moderating variable, country of 
birth, indicated relevant insights for American born subjects, but not for subjects born in other countries.  The 
paper ends with implications for subcultural or cross-cultural business strategy, and for future related research. 
 
 

INTRODUCTION 
 
    All over the world, people are creating personal blogs in order to tell their story, or express themselves on 
topics or issues that are important to them and those who frequent their blogs.  For many of these bloggers, two 
interrelated questions are frequently on their minds: “What constitutes a good blog?” and/or “How do I make my 
blog better?”  An examination of these two questions, using Google, reveals that almost all postings that address 
these two questions focus on some aspect of content or the belief that “content is king” (e.g., Lenssen, 2006; 
“What makes a weblog a weblog?” and “Blog core values:18 characteristics, 2005”). 
 
     Pertinent to the central importance of a blog’s content, it is the purpose of the current exploratory research to 
examine the form or presentation of blog content; namely the use of text (words) and visuals (pictures).  More 
specifically, the research examines the relationship between a blog-visitor’s personality or predisposition to 
either verbal content (i.e., to be a verbalizer) or visual content (i.e., to be a visualizer), and their actual preference 
and perception of a specific blog from each of two pairs of opening pages, with distinctive content-treatment 
choices (i.e., either text-only or mainly visual) blog designs.   
 
 

RELEVANT LITERATURE 
 
        Within the behavioral science literature, especially educational psychology literature, there are streams of 
research that address the cognitive personality trait, known as cognitive style.  In essence, much of this literature 
deals with issues of creating and testing measures of cognitive style, and the fact that such measures are designed 
to capture an individual’s predisposition or propensity to prefer content (e.g., messages, news articles, 
advertisements, Web sites or blogs) in a form that is either exclusively or primarily verbal (text) or largely 



 ©Copyright 2007 by the Global Business and Technology Association   661 

visual—that is, pictures or photographs and a small text to identify and label (Agosto, 2002; Stash and DeBra, 
2004).  Further, in the way of elaboration, those individuals who prefer information in the form of words or text 
are referred to as verbalizers; whereas individuals who favor information that is primarily visual or pictures are 
visualizers. 
  
     Some of the researchers examining cognitive style have preferred to gauge verbalization-visualization as a 
single inventory, where those scoring high on the inventory are labeled as “verbalizers” and those scoring low 
are labeled as “visualizers” (Childers, Houston, and Heckler, 1985).  Indeed, in formulating their “Style of 
Processing Scale” (SOPS), Childers, Houston, and Heckler (1985) contemplated whether to treat their measure 
as a single-inventory or two separate-inventories; they opted for the single inventory because they felt it was 
more consistent what was being measured.  In contrast, other researchers have chosen to envision two separate 
inventories, one inventory measuring the extent of being a verbalizer and other inventory reflecting the extent to 
which a person is a visualizer (Mendelson and Thorson, 2004).  In support of an orientation that favors two 
separate inventories, there is research that indicates that some individuals are scoring high in terms of a 
predisposition for both verbal and visual information (Kirby, Moore, and Schofield, 1988; Mendelson and 
Thorson, 2004).   
 
     From a consumer and marketing point of view, the findings with respect to   cognitive style research suggests 
that verbalizers would possess a strong affinity for marketing communications in the form of detailed text 
communications; whereas visualizers would prefer marketing content that is primarily visual; such as: pictures, 
illustrations, diagrams, and other forms of symbolic-pictorial representation.  
 
 

METHODLOGY 
 
     In this section, we describe our respondent sample; our variables—that is our independent variables, our 
dependent variables, and moderating variable; what kinds of relationships we are examining (i.e., feeling it was 
premature for formal hypotheses); and finally, the data analysis we carried out. 
 
The Sample 
 
     After eliminating 20 responses with missing data, the sample consisted of 254 undergraduate and graduate 
students drawn from three universities located in a large Northeastern metropolitan area.  Fifty percent of the 
respondents were males (females), and the mean age of the students was 22.2 years of age.  With regard to 
“country of birth,” 69 percent were born in the United States, and 31 percent were born in some 30 other 
countries.  In terms of concentrations of country of birth, Taiwan, India and China were the three countries with 
the most foreign born students (with 11 percent of the total respondents). The remaining 27 countries include 
some 20 percent of the student respondents. 
 
Variables Examined 
 
     We will begin with a description of the independent variables, the development of our dependent variables, 
and moderating variable. 
 
     For our research, we selected to use a multi-inventory-multi-item measure of “cognitive style” as our 
independent variable.  Specifically, one of the inventories was designed to measure verbalization (i.e., low to 
high verbalizers) and the second inventory was created to gauge visualization (i.e., low to high visualizers).  To 
be more specific, the two inventories that we decided to use are known as the “Verbal and Visual Learning 
Styles Questionnaire (developed Kirby, Moore and Schofield, 1988).  They consisted of two 10-item inventories 
designed to gauge a preference for verbal learning (i.e., verbalizers) and visual learning (i.e., visualizers).  
Instead of using the standard dichotomous “true-false” choice to secure subjects’ responses to the two 10-item 
batteries of statements, we followed the lead of Mendelson and Thorson (2004) and substituted the more 
powerful five-point Likert scale.  To illustrate, two examples of items drawn from the 10 item verbal scale are: “I 
enjoy doing work that requires the use of words,” and “I have a hard time remembering the words to songs” (a 
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negative scored item); whereas two examples of items drawn from the 10 item visual scale are: “I find 
illustrations or diagrams help me when I am reading” and “I like newspaper articles that have photos.”  Within 
the context of these two measurement instruments, it was anticipated that some individuals might score high 
(low) on both, while others would be expected to score high on one and low on the other.  
 
     In our study, the dependent variables consisted of a series of two questions asked of each respondent about 
each of the two blog choices in each of the two pairs of opening pages of personal blogs that were especially 
created to serve as stimuli for the study.  In particular, the two pairs of blogs were prepared after a careful 
“informal look” at a fairly large sample of actual personal blogs.  Figure 1 presents the opening page of the two 
pairs of blogs, which were developed and then pre-tested with knowledgeable academic colleagues before 
endeavoring to carry-out the fieldwork component of the research. 
 
     An inspection of Figure 1 reveals that in each pair of blogs there was one opening blog page that was largely 
pictorial or visual in content, and another that was comprised entirely of words or text.  The Drew blogs, dealt 
with a blogger’s recommendation of a local seafood restaurant; whereas the Taylor blogs were a blogger’s 
positive comments about a line of daily health products (e.g., product like vitamins).  For this initial exploratory 
research, we sought separate responses to the following two questions, for each of the two pairs of opening blog 
pages serving as the dependent variables: 
 
1. Which one of the two blogs in Pair 1 (Pair 2) do you prefer?    
    CHECK ONE 
  Blog 1a (2a)  ____ 
  Blog 1b (2b)  ____ 
 
2.  Which one of the two blogs in Pair 1 (Pair 2) do you feel is more informative?      
    CHECK ONE 
  Blog 1a (2a)  ____ 
  Blog 1b (2b)  ____ 
 
     The first question is a personal preference question designed to establish which one of the two blogs, in each 
blog pair was preferred, whereas the second question was designed to secure which blog in each of the two pairs 
of blogs was perceived to be the most informative (i.e., the picture with a minimum amount of text, or the all-
text blog choice).  These and variations of these two questions are frequently used to secure consumer 
preferences and perceptions in consumer behavior research (Malhotra, 1993).  
 
     As part of the analysis, we decided to include, country of birth as a moderating variable, and to examine how 
it would (or if it would) impact on the relationship between the dependent variables (i.e., responses to the two 
pairs of blogs, in terms of answers to associated preference and perception questions) and the scores on 
independent variables, pertaining to the personality-predisposition measurement of verbalizer-visualizer.  Indeed, 
we envisioned, country of birth serving as a moderating variable, one that was a surrogate measure for 
subcultural and cross-cultural differences.  Remember, the three universities, from which our sample was drawn 
are noted for having particularly diverse subcultural and cross-cultural student bodies. However, we were 
realistic that the country of birth might have a variety of limitations, and in future research anticipated using 
more direct and credible measures.  
  
 
 
 
What We Trying to Accomplish 
 
     At this early stage in our ongoing research, we decided to avoid formal composing and testing of hypotheses.  
Instead, our primary interest was to identify reoccurring or interrelated findings that suggest the likelihood of 
possible relationships worthy of future additional consideration, exploration, and testing.   
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ANALYSIS 
 
     Since the current research is exploratory in nature, and the choice between the visual and verbal (text only) 
blogs (i.e., the dependent variables) are discrete and nominal in form, we decided to use Chi-square analysis to 
identify the nature and significance of the relationships.  Moreover, in order to give the findings a “fair” 
opportunity to reveal themselves, we decided to drop out the middle cases in the center of the distributions in the 
verbalizer and visualizer inventories in order to ensure that we would have distinctive data for high and low 
visualizers and verbalizers.  This approach is quite common when converting a continuous variable to a 
categorical variable, with a close distribution among subjects, as in our case. 
 
 

RESULTS 
 
     We began our data analysis by first reviewing the distribution of responses to the two primary independent 
variables—the visual and verbal inventories.  In the case of the visual inventory, participants in the study had a 
mean visualization score of 38.6 (SD = 4.41) on a scale that varied from 10 to 50.  In terms of responses to the 
visual inventory, the least visual person scored 22, while the most visual person scored a 50.  The Cronbach α 
test of reliability of the visual scale was unsatisfactory at .55.  When it came to the verbal inventory, participants 
had a mean verbalization score of 34.8 (SD = 4.94) on a scale that also varied from 10 to 50.  In terms of 
responses to verbal inventory, the least verbal person scoring 16, and the most verbal person scored a 48.  The 
Cronbach α for the reliability of the verbal scale, while slightly higher, was disappointing at .60.  
 
     Notwithstanding the low Cronbach α scores, we nevertheless decided after further review of our findings that 
we could make an important contribution by limiting our attention to the findings pertaining to the significant 
and meaningful relationships between the verbal inventory (that was found to identify both visualizers—those 
scoring low on the verbal inventory, and verbalizers —those scoring high on the verbalizing inventory), and the 
respondents preference for each of the choices in the two pairs of test blogs.  Still further, we decided to 
discontinue any further consideration of the visual inventory, because of both the low test of reliability, and the 
absence of significant relationships.  
 
 
Low and High Verbalizers and Their Personal Preferences   
 
     As revealed in Table 1a respondents who were low verbalizers (or visualizers), were found to be significantly 
more likely to prefer the picture-blog choices in 1 (Drew); whereas those respondents who were high verbalizers 
(or verbalizers) were more likely to prefer the text-only choice in the same blog pair.   In terms of the Chi-square 
test, this relationship was significant at p<.10 (= .068).  
 
     In contrast, when looking at Blogs Pair B (Taylor) for the same dependent variable (personal preference), the 
results failed to indicate a significant association.  
 
 
 
 
Low and High Verbalization and Perception of Greater Information   
 
     The findings in Table 1b suggest that those individuals who were low verbalizers were significantly more 
likely than high verbalizers to feel that the blog choice featuring the picture in Blog Pair 1 (Drew) would be 
more informative.  In comparison, high verbalizers were significantly more likely than the low verbalizers to feel 
that the text blog in Pair A (Drew) is more informative.  These results are significant at p<.10 (=  .059).  
 
     When looking at Blogs Pair B (Taylor) for the same dependent variable (being more informative), the results 
in Table 1c also reveal a significant relationship; that is, low verbalizers were significantly more likely than high 
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verbalizers to feel that the picture blog in Blog Pair 2 (Taylor) would be more informative.  In comparison, 
higher verbalizers were significant more likely than low verbalizers to feel that the text blog in Blog Pair 2 
(Taylor) is more informative.  This relationship is significantly different than chance at p<.10 (= .076). 
 
 
Country of Birth as a Moderating Variable 
 
     The reader will recall that in the case of “country of birth,” our initial profile of the respondents revealed that 
some 69 percent were born in the United States, and the remaining 31 percent were born in some 30 other 
countries. With this as a backdrop, country of birth was assigned the role as a moderating variable in terms of the  
relationship between the responses on the verbalization scale (in effect identifying those who on the high-end as 
verbalizers and those on the low-end as ex post facto   visualizers—because they consistently selected the visual 
opening blog-page option). In this context, Table 1d reveals that American born subjects who are low verbalizers 
(seemingly visualizers) were more likely than American born subjects who are high verbalizers (or verbalizers) 
to feel that the picture blog in Blog Pair 1 (Drew) was more informative.  In contrast, high verbalizers (or 
verbalizers) were more likely than the low verbalizers (or visualizers) to feel that the verbal blog in Blog Pair 1 
(Drew) was more informative.  This relationship is significant at better than p<.10 (=.070).  Furthermore, in the 
case of Blog Pair 2 (Taylor), Table 1e reveals that for American born students the same pattern was found as was 
found for Blog Pair 1 (Drew); however, in the case of Blog Pair 2 (Taylor) the results approached significance, 
but were not significant at a typically acceptable level (i.e., p <.124).   
 
     Finally, when country of birth, as measured in terms of subjects born in a country other than the United 
States, was placed in the same role as a moderating between subjects cognitive style scores (either high or low 
verbalizers) and their personal preferences for either the text-orientation or the picture-orientation blog choices, 
the findings were not significant. 
 
    

DISCUSSION AND CONCLUSIONS 
 
     While we could anticipate that the findings would reveal that respondents who scored high on the 
verbalization inventory would prefer text-only blogs and feel that text is more informative; however, it was not 
expected that subjects who scored low on the verbalization inventory would end-up preferring the mostly-visual 
blogs and feel that visual-oriented blogs are more informative.  Moreover, it took a while to realize that low 
verbalizers were fully meeting the expected responses of someone who could be considered a visualizer.  Our 
thinking is that if low verbalizers, look and act like visualizers, then from the standpoint of a behavioral science 
trait inventory, it seems appropriate to conclude that they should be treated as  “visualizers.”  This is particularly 
true given there are a good number of cognitive style single-inventories.   
 
     Still further, when including country of birth as a moderating variable, the findings indicate that American 
born low verbalizers (i.e., American born visualizers) were more likely than American born high verbalizers to 
feel that picture-oriented blogs were more informative; and in contrast American born high verbalizers were 
more likely than lower verbalizers to feel that text-oriented blogs are more informative.  While significant in the 
case of Blog Pair 1, this general pattern also stood-up to some degree for Blog Pair 2, but the results failed to 
meet acceptable significant levels.  We did not, however, find comparable results when we used all other 
countries of birth as a moderating variable.  These findings were just not significant. 
 
     As a whole, our research findings suggest a number of strategic implications.  For instance, while we would 
not be surprised to learn that personal blogs unconsciously reflect their own personality-predispositions (i.e., 
being a verbalizer or visualizer); we would not expect that bloggers anticipate adjusting their blogs to 
accommodate the cognitive style of their audience when creating or improving their blogs.  Nevertheless, our 
research findings does more than hint at the idea that blogs (and other electronic information delivery systems) 
could ask visitors a few questions and based on the reply provide options or pathways that would enable blog-
visitors to have access to customized content that better meets their cognitive style and preferences with respect 
to the form in which content is delivered to them.    
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     We anticipate that in the future, marketers will continue to expand the customization horizon by offering 
blog-visitors a greater choice of content and related cognitive style options.  In particular, we envision that 
blogs, Web sites and other forms of electronic communications will provide a mix of language, cultural and 
psychological choices for the customized presentation of information.  To this end, we expect major global 
marketers (e.g., Lever, P&G, Sony, Samsung) to take the lead and set the example for others in providing 
adaptive marketing communications models to meet consumers’ content needs. 
  

Figure 1 Blog Stimulus Materials (Version 1 of 8 Versions) 
 
Comparison of Blog PAIR 1 (2) Blog 1a (2a) and Blog 1b (2b)--Instructions: Carefully read and examine this 
pair of blogs. Then answer the related-questions on the main questionnaire--“Questions for Hand-Out Number 1 
(2).” 
 
This is Blog 1a:                                                                         This is Blog 1b:                           
 
 
       
 
 
 
 
 

 
 
This is Blog 2a:                      This is Blog 2b: 

 
 

 
Table 1 
Cross 

Tabulat
ion 

Finding
s of the 
Relatio
nships 
Betwee

n 
Cogniti
ve Style 

(i.e., High and Low Verbalizers*) 
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and Preference/More Informative Ratings of Blog Pairs 1 (Drew) and 2 (Taylor) 
 
               Cognitive/Learning Style 
                  Low          High  
                                                     Verbalizers      Verbalizers 
Blog Preference or More Informative: 
 
1a: Preference for... 
 Picture-Blog Choice of Blog Pair 1 (Drew)                            87.1%           76.8%  
 Text-Blog Choice of Blog Pair 1 (Drew)                12.9      23.2 
   Total                      100.0%              100.0%  
   Base                                ( 93 )       ( 95 )  
  X2 = 3.336, p <.10 (= .068), 1 d.f. 
 
1b: More Informative... 
 Picture-Blog Choice Blog Pair 1 (Drew)                25.8%      14.7% 
 Text-Blog Choice Blog Pair 1 (Drew)                         74.2      85.3 
   Total                         100.0%            100.0%  
   Base                                 ( 93 )     ( 95 )  
  X2 = 3.571, p <.10 (= .059), 1 d.f. 
 
1c: More Informative... 
 Picture-Blog Choice Blog Pair 2 (Taylor)                         38.7      26.3 
 Text-Blog Choice Blog Pair 2 (Taylor)            61.3      73.7 
   Total            100.0%            100.0% 
   Base                                  ( 93 )     ( 95 ) 
  X2 = 3.293, p <.10 (= .070), 1 d.f. 
 
1d: More Informative (Those Born in American): 
 Picture-Blog Choice of Blog Pair 1 (Drew)                        19.6%                 8.7% 
 Text-Blog Choice of Blog Pair 1 (Drew)           80.4      91.3 
   Total           100.0%             100.0% 

  
   Base                                 ( 56 )     ( 69 )  
  X2 = 3.153, p < .10 (= .076), 1 d.f.  
 
1e: More Information (Those Born in American): 
 Picture-Blog Choice of Blog Pair 2 (Taylor)            35.5%     23.2% 
 Text-Blog Choice of Blog Pair 2 (Taylor)            64.3     76.8 
   Total            100.0%           100.0% 
   Base                                    ( 56 )    ( 69 ) 
  X2 = 2.365, p <.10 (.124), 1 d.f. 
 
 
 
*Please keep in mind that we feel that we could have alternatively labeled the content of the parenthesis as “i.e., 
Verbalizers vs. Verbalizers”).  
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ABSTRACT 
 
Taiwan, as a member of the World Trade Organization, plays an important economic role in Asia and 

Taiwan’s financial institutions are experiencing more competitors making the internationalization of firms an 
unavoidable choice. Successful international firms are characterized by their management of the 
internationalization process, their knowledge of investments experiences, and their performance investing 
abroad under conditions of risk and uncertainty. The research confirms the interaction relationships such as 
competence, competitive advantages and internationalization via the analysis of Taiwan banking industry. The 
sampling targets are Taiwan banks. The research results provide suggestions for firms’ internationalization and 
international investment consideration. 

 

INTRODUCTION 
 

Strategic choices that continuously become available provide companies with specific competence, 
competitive advantages, and directly affect their internationalization performance. Further, risk and uncertainty 
are key factors impacting international investment decisions. The accurate evaluation of multiple factors is 
required to enter and succeed in difficult markets. Mulvey and Shetty (2004) indicated that the globalization of 
financial market and the complexity of financial products have increased investment uncertainty and risks. 
Through government impetus, the purpose of Taiwan financial institution mergers is to enlarge the economic 
scale and to foster one or more international financial holding companies. However, in addition to economic 
scale, the training of international vision, talent, investment experiences, market knowledge, products and 
services are all important factors for a firm’s successful internationalization. This study investigates these issues 
through the example of the Taiwan banking industry and is organized as follows. Section 2 outlines the literature 
reviews of competence, competitive advantages, internationalization, and international investment decision. 
Section 3 identifies the research methodology. Section 4 presents research results. Finally, Section 5 provides the 
discussion and conclusion. 
 

LITERATURE REVIEW 
 
The more powerful the competence and competitive advantages of a firm, the higher probability of a 

firm’s successful internationalization. This section summarizes research issues including competence, 
competitive advantages, internationalization and international investment decisions. 
 
Competence and competitive advantages 
 

The concepts of competence and competitive advantage are not synonymous. Competences can be 
manipulated by firms to generate competitive advantage and high performance (O Farrell, Hitchens and 
Moffat, 1993). Thornhill (1993) has identified managerial competences in order to be effective in an 
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international business setting. These include being proactive in helping to open up relationships, the ability to 
use cultural diversity as a resource, the capability to take action with insufficient or conflicting information, and 
tolerance for ambiguity and behavioral flexibility. Research in the late 1980s and early 1990s suggested that 
choice of industry was not a major factor in determining business profitability, the core competence of the 
organization was of greater importance (Rumelt, 1991). Core competences or distinctive capabilities, are 
combinations of resources and capabilities, which are both unique to a specific organization and responsible for 
generating its competitive advantage (Dirks, 1995). 

Porter (1990) argues that there are two basic types of competitive advantage including lower costs and 
differentiation. Lower cost means reaping cost advantages from all sources. Differentiation means to provide 
unique and superior value through the services or products. If a firm's strategy is inconsistent with its 
competences and competitive advantage, the operation performance will be less well than other firms executing 
a similar strategy but with the consistence applications (O Farrell, Hitchens and Moffat, 1993). Researchers 
generally distinguish between two kind sources of competitive advantage including unique resources and 
distinctive skills. Grunert and Ellegaard (1993) also implied a causal relationship between a skill/resource and 
competitive advantages. Hence, key success factors between the performances of a business are the competitive 
advantages and operation strategies (Matthyssens and Vandenbempt, 1998).  

For service industries, competitive advantage, and long-term profitability are important operation 
considerations (Clow and Vorhies, 1993). Fahy (1996) expressed the competitive advantages of service 
businesses are easily to be mimetic. For example, the new bank accounts types or IT applications, are usually 
quickly imitated by competitors. The competitive advantages of service firms include factors suchlike brand 
identification, reputation and personal customer-client relationships, creating a capital barrier, creating customer 
loyalty, lowering customer sensitivity to price, and exploiting the reduction in information asymmetry (Nayyar, 
1990). Bharadwaj, Varadarajan and Fahy (1993) suggested a conceptual model for sustainable competitive 
advantage in service industries. The key factors considered for major sources of competitive advantage (resource 
and skills) by their model include scale; cost and demand synergies; product, process and managerial innovation; 
brand equity; relationship/precommitment contracts; spatial preemption; communication good effects; corporate 
culture; organizational expertise/producer learning/experience effects; information technology; innovation, 
quality, and customer service related skills; function skills; and implementation skills. Further, O Farrell, 
Hitchens and Moffat (1993) considered the competitive advantages of service industry including flexible pricing 
policies, network effects, competitive scope (the range of market segments targeted/the number and type of 
services provided/the geographical parameters of the service-market strategy), proprietary technology, service 
differentiation and reputation. The research chooses Bharadwaj, Varadarajan and Fahy’s concept model to be the 
basis of the question items developed. 
 
Internationalization and international investment decision 
 

The internationalization process model developed by Johanson and Vahlne (1977) is based on an 
analysis of the firm’s market knowledge, market commitment, commitment decision and current activities. The 
model emphasizes that a lack of knowledge about a foreign market of interest is a major obstacle to international 
investment operations. The accuracy of market knowledge leads to greater investment success whereas poor 
market knowledge increases the likelihood of a failed investment. Even though market knowledge can be 
purchased in the form of research reports or referenced from experience, the quality of knowledge underlies the 
success of firms entering international markets. Regarding the operational activities of firms, the 
internationalization behavior is often decided by a combination of learning through the experience and 
incorporation of members that have international knowledge (Ekboir, 1997). Internalization involves a form of 
vertical integration bringing new operations and activities. The reliability of measuring the degree of 
internationalization of a firm remains almost completely speculative (Morgan, 1997). The research distinguishes 
a firm’s degree of internationalization based on a firm’s investment consideration and decisions. 

Successful internationalization of firms often depends on well-designed international investment 
decisions. Optimal investment and timing are achieved by managing the difference between the actual and 
expected rewards (Ekboir, 1997). These differences vary depending on company characteristics, which include 
capital, wealth, scale, and human resources. Investment decision-making under uncertainty is the method 
whereby investors forecast several different criteria values for each investment alternative without knowing 
which alternative will be selected (Trappey, Shih and Trappey, 2007). Nickel and Rodriguez (2002) indicated 
that helping managers understand the evolution of the risk relationship over time is important, and it’s also 
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important to examine whether the risk-return relationship depends on the managers’ attitude towards risk or the 
operation differences among companies. The market knowledge, experiences and risk attitudes of evaluators, 
decision-makers and executors of international investment decisions affect internationalization. In summary, the 
research designed the question items including degree of internationalization, international experience/market 
knowledge of international investment evaluators, decision-makers, and executors to verify the relationships 
between internationalization and international investment decisions. 
 

RESEARCH METHODOLOGY 
 

There are about sixty-one mother banks and fourteen foreign bank’s branches in Taiwan. The research 
invited those targeted respondents to answer the questionnaire developed by the author. The respondents to the 
survey were requested to indicate the level of competence factors that enhanced their banks’ competitive 
advantages in the market place. Results of the study are presented on the basis of a frequency distribution, 
Independent Samples Test, ANOVA analysis, factor analysis and other related methodologies using SPSS 
software (Norusis and SPSS, 1993).  
 

RESEARCH RESULTS 
 

In the section, the study discusses the survey conducted within the Taiwan banking industry. The 
findings highlight perceptions concerning factors enhancing competence, perceived competitive advantages, and 
key factors helpful to internationalization and international investment decisions. Over one-hundred 
questionnaires were sent out, and 32 returned questionnaires were used for this analysis. Fifty percent of the 
respondents were banking managers and the other half were senior and professional banking employees. 
Telephone interviews, face-to-face interviews, and incentive gifts were used to increase the response rate.  

The risk attitude of twelve banks was risk neutral, and the other twenty banks were risk averse. In the 
questionnaire, the research lists five options for the clarifications of internationalization degree. The research 
divides the degree of internationalization into two stages as “Option 1: focus on native market”, and “Option 2: 
international market information collection but haven’t invest to”, “Option 3: the initial stage of international 
investment”, “Option 4: the growth stage but focus on specific countries”, and “Option 5: worldwide allocation”. 
Hence, the higher the score of this question item, the higher degree of internationalization. Based on the research of 
O Farrell, Hitchens and Moffat (1993), this research considers the competence factors of the banking industry as the 
question items in Table 1. Through ANOVA analysis, the study lists nine statistically significant factors as “Scale”, 
“Cost and demand synergies”, “Process and managerial innovation”, “Brand equity”, “Organizational 
expertise/producer learning/experience effects”, “Information technology”, “Innovation, quality and customer 
service related skills”, “Function skills” and “Implementational skills” among various degrees of 
internationalization. The results of the analysis suggest that the differences in a firm’s competence factors affect the 
degree of internationalization. Namely, higher competence abilities are helpful to a firm’s internationalization. 

In order to understand the competitive advantages of successful internationalization and distinguish the 
high competitiveness and low competitiveness groups, and to clarify the key factors of a firm’s internationalization, 
the author next reduced the question items using factor analysis. The factor analysis model specifies that variables 
are determined by common factors and unique factors. The computed estimates are based on the assumption that all 
unique factors are uncorrelated with each other and with the common factors (SPSS for Windows, 1999). Table 2 
lists two factors including competence factor 1 and competence factor 2.  

 
Table 1: ANOVA analysis of competence factors and internationalization degree 

Question items 
(Competence level) 

1 
(6) 

2 
(12) 

3 
(7) 

4 
(5) 

5 
(2) F Sig. 

Scale 1.67 2.58 3.43 4.20 4.50 10.050 0.000* 
Cost and demand synergies 2.67 2.58 3.43 4.00 4.50 6.083 0.001* 
Process and managerial innovation 2.00 2.83 3.14 3.80 5.00 7.772 0.000* 
Brand equity 1.83 2.75 3.43 4.60 5.00 11.334 0.000* 
Relationship/precommitment 
contracts 

3.50 3.08 3.43 4.00 4.50 1.934 0.134 

Spatial preemption 2.67 3.00 3.57 4.40 3.50 2.556 0.062 
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Communication good effects 2.17 3.33 3.14 3.80 3.50 2.443 0.071 
Corporate culture 3.17 3.50 3.43 3.80 4.00 0.682 0.610 
Organizational expertise/producer 
learning/experience effects 

3.00 3.50 3.00 4.00 4.50 2.776 0.047* 

Information technology 2.33 3.25 3.14 3.40 4.50 3.856 0.013* 
Innovation, quality and customer 
service related skills 

2.50 3.25 3.29 3.60 4.50 2.848 0.043* 

Function skills 2.67 3.50 3.14 4.00 4.50 3.063 0.033* 
Implementational skills 3.00 3.58 3.14 4.00 5.00 3.507 0.020* 

Note: * = Significance at the 95% confidence level. 

Both Eigenvalues of the two competence factors are higher than 1. The KMO values of competence 
factor 1 and competence factor 2 are 0.744 and 0.711. Both values of Bartlett's Test are significant (Chi-Square 
values of two factors are 226.419 and 83.764, and both values of Sig. are 0.000). The validity analysis of the two 
factors is good. The values of an item to the total correlations are good. The values of Cronbach’s α are more than 
0.9. Hence, the data reduction results and reliability analysis are acceptable for use in the research analysis. The 
author named competence factor 1 “competitive advantages of resource” and competence factor 2 “competitive 
advantages of skill.” The author next performed the hierarchical clusters methodology via the two competence 
factors. This procedure attempts to identify relatively homogeneous groups of cases based on selected competence 
factors. After using the discrimination method, the author verified the classification results. 100% of the original 
grouped cases were correctly classified into the predicted group. 

Table 2: Factor analysis of competence factors 

Factors and variables Factor 
loadings Eigenvalues % of 

Variance 
Item to Total 
correlation 

Cronbach’s 
α 

Competence factor 1  5.705 57.047  0.9132 
Scale 0.763   0.7290  
Cost and demand synergies 0.760   0.7390  
Process and managerial innovation 0.875   0.8311  
Brand equity 0.856   0.8171  
Relationship/precommitment contracts 0.565   0.5408  
Spatial preemption 0.667   0.6440  
Communication good effects 0.696   0.6527  
Corporate culture 0.478   0.4483  
Organizational expertise/producer 
learning/experience effects 

0.788   0.7553  

Information technology 0.722   0.6855  
Competence factor 2  2.620 87.328  0.9269 
Innovation, quality and customer 
service related skills 

0.775   0.7609  

Function skills 0.973   0.9031  
Implementational skills 0.956   0.8933  
Note: Extraction method: Principal Axis Factoring. 

Table 3 lists the T test results of competitive advantages and the standardize values of the degree of 
internationalization between the two clusters. All of the mean values of competitive advantages group 1 are higher 
than those of group 2. Hence, the researcher named group 1 the “high competitiveness/internationalization group” 
and group 2 the “low competitiveness/internationalization group”. In Table 4, the study lists five statistically 
significant influential factors of international investment decisions including “international investment experiences 
of evaluators and decision-makers”, “international market knowledge of evaluators, decision-makers and 
executors.” Namely, the appearance levels of the high competitiveness/internationalization group on international 
investment experience of evaluators, decision-makers; international market knowledge of evaluators, decision-
makers and executors are higher than those of the low competitiveness/internationalization group. 
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Table 3: Competitive advantages factors and internationalization degree of two groups 
Mean  

Group 1 
(n=14) 

Group 2 
(n=18) 

T test 
value Sig. Duncan 

Competitive advantages of resource 0.85395 -0.66418 7.284 0.000* 1 > 2 
Competitive advantages of skills 0.41791 -0.32504 2.255 0.032* 1 > 2 
Internationalization degree 0.83258 -0.64756 6.136 0.000* 1 > 2 

Note: * = Significance at the 95% confidence level. 
 

Table 4: The influential factors of international investment decision 

Question items 
(Appearance level) 

High 
competitiveness/ 

internationalization 
group 
(14) 

Low 
competitiveness/ 

internationalization 
group 
(18) 

T Sig. 

International investment experiences of 
evaluators 

3.71 2.72 2.964 0.006* 

Risk attitudes of evaluators 2.79 2.78 0.031 0.975 
International market knowledge of 
evaluators 

3.57 2.89 2.090 0.045* 

International investment experiences of 
decision makers 

4.00 3.06 2.907 0.007* 

Risk attitudes of decision makers 2.79 2.94 -0.529 0.601 
International market knowledge of decision 
makers 

3.93 3.00 2.654 0.013* 

International investment experiences of 
executors 

3.71 3.18 1.535 0.136 

Risk attitudes of executors 2.86 2.76 0.337 0.739 
International market knowledge of executors 3.93 3.00 3.029 0.005* 
Risk tolerance 3.64 3.61 0.124 0.902 

Note: Independent Samples Test, Significance at the 95% confidence level. 

 
DISCUSSION AND CONCLUSION 

 
The research conducts question items and performs various statistical methods to verify key factors of a 

firm’s internationalization. The contribution of this research is to incorporate competence, competitive advantages, 
international investment decisions, and internationalization to construct a discussion of their positive relationship. 
According to the research results, the author summarizes the conclusions as follows. First, the competence, 
competitive advantages have positive effect on internationalization. Second, good international investment 
experience and the market knowledge of a firm’s evaluators, decision-makers, and executors will lead into 
successful international investment decision. And then, accumulated successful international investment experience 
is helpful to advance the degree of internationalization of a firm. Third, the results underline the competitive 
advantages of resource that are more important factors than the competitive advantages of skill for a firms’ 
internationalization. Hence, that the Taiwan government guides financial institution mergers and enlarges their 
economic scale to foster one or more international financial holding companies is a good strategy. However, paying 
attention to the diversification and internationalization of capital resources and mergers is important. 

The limitation of the research is that the research had only 32 respondents. However, these respondents 
are all bankers whose opinions are professional and experiential. Further, the competence level among the firms 
sometimes seemed difficult to measure by the respondents, hence, telephone interviews and face-to-face 
interviews are important for improving the quality of the responses to the question items and fitting the true 
market situations. Future research could enlarge the sample to verify the research design and generalize the 
concept model.  
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ABSTRACT 
 

This study provides a framework of applying a hidden Markov model to analyze dynamic customer 
requirements in quality function deployment from probabilities viewpoints. In reality, the needed probabilities 
can be computed based upon the experts’ opinions for economic conditions as well as the customers’ surveys by 
asking customers’ preferences under different economic conditions. Each customer requirement can be analyzed 
in a timely basis. Moreover, when new customers’ surveys are conducted and available and the new economic 
conditions analyzed by experts have been updated, customer requirements can be adjusted to better reflect and 
fulfill the dynamic customer requirements. Finally, a brief example is illustrated to show how this proposed 
framework works. 
 

INTRODUCTION 
 

Quality function deployment (QFD) defined by Hauser and Clausing (1988) “focuses and coordinates 
skills within an organization, first to design, then to manufacture and market goods that customers want to 
purchase and will continue to purchase.” Conventionally, QFD consists of four phases, including house of 
quality (HOQ), parts deployment, process planning, and production planning, to integrate the informational 
needs of marketing, engineering, R&D, manufacturing, and management (Chan and Wu, 2002, 2002-03; Wu et 
al., 2006; Wu, 2006). 
 

Most organization only adopt HOQ, depicted in Figure 1 in product planning since it links the voice of 
the customer to technical measures through which detailed processes and production plans can be developed in 
the other phases of QFD (Chan and Wu, 2002-03). HOQ lays the foundation that products should be designed to 
meet customer needs so the marketing department, design engineers, and manufacturing staffs should work 
closely together from the time the product is first conceived (Hauser and Clausing, 1988; Chan and Wu, 2002). 
For more information about HOQ and QFD, please refer to Hauser and Clausing (1988), and Chan and Wu 
(2002). 
 

Figure 1: The house of quality 
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HOQ plays an important role for planning in the later stage by listening to the voice of the customer. 
The voice of the customer come from a variety of sources, such as surveys, focus groups, interviews, and trade 
shows (Griffin and Hauser, 1993). The typical approach to collect customer needs focuses on “present” customer 
needs, but Gryna (2001) believed that customer needs should include both short-term needs to improve current 
products and longer-term needs to develop new products. Shen et al. (2001) and Wu et al. (2005) have stated 
analyzing “future” customer needs is critical to an organization’s long-term competitiveness since customer 
needs are may vary drastically from time to time. Besides, predicting future customer requirements early on 
could help organizations provide better products, possibly delight customers, and, eventually, increase customer 
satisfaction (Wu et al., 2005). 
 

This study proposes a framework applying a hidden Markov model in HOQ to analyze the trend for 
each customer requirement from probabilities viewpoints. The advantage is that the gathered information in a 
timely basis is typically uncertain such that using a hidden Markov model might be more appropriate to analyze 
customer needs. More importantly, when the most updated information is available, the importance of customer 
requirements can be further adjusted based on the newly information to better reflect the dynamic customer 
needs. 
 

This paper is organized as follows: Section 2 briefly reviews a hidden Markov model. Section 3 uses an 
example to demonstrate this proposed framework. Finally, conclusions are summarized in Section 4. 
 

A HIDDEN MARKOV MODEL 
 

A hidden Markov model (HMM) is briefly reviewed based upon the references from Poritz (1988), 
Rabiner (1989), and MacDonald and Zucchini (1997). Let a finite set S = { }Jjs j ,...,2,1| =  represent the 

exhaustive and mutually exclusive states of a system at any time and a finite set O = { }Kjo j ,...,2,1| =  represent 

the observed symbols. A Markov chain can be presented as { }∞
=0ntn

q  assuming values in a finite state space S 

with J states. Initially at time 0t , the system may be in any of these states. Let )0(
ja  be the absolute probability 

that the system is in state js  at time 0t . If the system is Markovian, then define 

ija  = { }iqjqP
nn tt ==

−1
| ,                                                              (1) 

where ija  is the 1-step transition probability of going from state i at time 1−nt  to state j at time nt , and assume 

these transition probabilities are stationary over time. In addition, 
ntq  and 

1−ntq  in Equation (1) are random 

variables. Moreover, let { }∞
=0ntn

x  be a random process with a finite set O = { }Kjo j ,...,2,1| =  and define ijb  = 

( )iqoxP
nn tjt == |  = ( )ij soP | , for 1 ≤ i ≤ J and 1 ≤ j ≤ K. 

 
The transition probabilities from state is  to state js  and the emission probabilities that the output is jo  

given that the current state is is  can be further expressed by matrices A and B , respectively, as follows: 
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where individual ija  and ijb  values are usually determined empirically, and ∑
j

ija  = 1 and ∑
k

jkb  = 1. A 

HMM is defined as a transition matrix A along with the initial probability )0(
ja  associated with the states js  and 

an emission matrix B with the initial probability )0(
jP  associated with the observed symbols jo  (Koski, 2001). 

 
Define TE = ABB 1−  as the transformation matrix of the emitted symbols in the system after one 

transition-emissions at time 1t , and let )1(TE  = TE. The n-step transformation matrix, )(n
kjTE , can be presented by 

the following recursive formula: 
)(n

kjTE  = ∑ −

k
kj

n
ik TETE )1(  = ( )kj

n BAB 1− .                                                 (4) 

 

AN ILLUSTRATED EXAMPLE 
 

The needed information for a customer requirement, denoted as CR, is provided in Table 1. Suppose a 
panel of experts have been asked to evaluate the economic conditions in the last period and the changes from the 
last period to the current period. Moreover, a group of customers have been requested to evaluate the importance 
for CR under different economic conditions by surveys. To simplify the notations, assume the economic 
conditions are classified into good-economics (G), average-economics (A), and poor-economics (P) and the 
importance for CR can be classified into high (H) with a weight of 5, medium (M) with a weight of 3, and low 
(L) with a weight of 1 along with respective probabilities, where the sum of these three probabilities should be 
equal to 1. 
 

Table 1: The needed information for the illustrated customer requirement 
 Initial 

Probability 
Transition Probabilities Emission Probabilities 

P(H)=0.6 P(G|G)=0.6 P(A|G)=0.4 P(P|G)=0 P(H|G)=0.7 P(M|G)=0.3 P(L|G)=0 
P(M)=0.4 P(G|A)=0.3 P(A|A)=0.6 P(P|A)=0.1 P(H|A)=0.2 P(M|A)=0.6 P(L|A)=0.2 

CR 

P(L)=0 P(G|P)=0 P(A|P)=0.2 P(P|P)=0.8 P(H|P)=0 P(M|P)=0.4 P(L|P)=0.6 
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The general form of our proposed framework is depicted as follows: 

1. J is the number of states in the model, where there are three distinct states, S = { }PAG ,, , and the state at 
time t is tq . A HMM can be fit from customers’ questionnaires by asking their choices (three choices: H, 
M, and L) under three conditions G, A, and P, respectively. The emission probabilities come from their 
three choices under three conditions. The economic conditions, for instance, can be consulted by a panel of 
experts by asking their opinions for the last and the current periods. By computing the pattern frequency of 
the two successive periods, the estimated transition probabilities can be calculated from the joint 
probabilities, such as GG, GA, …, PP, where, for instance, GG represents two good-economics conditions 
in the two consecutive periods. The initial probabilities are P(G) = P(G,G) + P(G,A) + P(G,P), P(A) = 
P(A,G) + P(A,A) + P(A,P), and P(P) = P(P,G) + P(P,A) + P(P,P), where the joint probabilities P(G,G), 

P(G,A), P(G,P), P(A,G), P(A,A), P(A,P), P(P,G), P(P,A), and P(P,P) by n
nGG , n

nGA , n
nGP , 

n
nAG , n

nAA , n
nAP , n

nPG , n
nPA , n

nPP  , respectively, and GGn , GAn , GPn , AGn , AAn , 

APn , PGn , PAn , and PPn  are the numbers of customer whose answers in two successive periods are GG, 
GA, GP, AG, AA, AP, PG, PA, and PP, respectively, and n is the total number of customers. 

2. K is the number of distinct observation symbols per state. In our case, the importance of customer 
requirements are denoted as O = {H, M, L}. 

3. The state transition probability distribution can be presented as a matrix of A = { ija } at time nt , where ija  

= { }iqjqP
nn tt ==

−1
|  for known i and j. From step 1, ija  can be computed by the following formula: 

P(G|G) = P(G,G)/P(G), P(G|A) = P(G,A)/P(A), P(G|P) = P(G,P)/P(P), P(A|G) = P(A,G)/P(G), P(A|A) = 
P(A,A)/P(A), P(A|P) = P(A,P)/P(P), P(P|G) = P(P,G)/P(G), P(P|A) = P(P,A)/P(A), and P(P|P) = 
P(P,P)/P(P). 

4. The observation symbol probability distribution in state j is presented as B = { jkb }, where jkb  = 

{ }jqoxP
nn tkt == | , for known j and k. The estimated emission probabilities come from their three 

choices under three economic conditions in customers’ questionnaires. Under the condition G, count the 

frequencies of H, M, and L. Then compute the joint probability P(H,G), P(M,G), and P(L,G) by  n
nH , 

n
nM , and n

nL , respectively, where Hn , Mn , and Ln  are the numbers of customer whose answer are H, 

M, and L under the condition G, respectively, and n is the total number of customers. Then, compute 
P(H|G) by P(H,G)/P(G). By the same method, we can compute P(M|G), P(L|G), P(H|A) P(M|A), P(L|A), 
P(H|P), P(M|P), and P(L|P). 

5. The initial state distribution is π = [ ])0()0(
3

)0(
2

)0(
1 ,,,, Jaaaa K , where iπ  = { }isqP =1  for known i and J. 

From Step 1, the initial state distribution is [ ])0()0(
3

)0(
2

)0(
1 ,,,, Jaaaa K , and the correspondent initial 

observation symbol probability distribution is [ ])0()0(
3

)0(
2

)0(
1 ,,,, KPPPP K  = [ ]Baaaa J

)0()0(
3

)0(
2

)0(
1 ,,,, K . 

 
For convenience, a terminology of “n-step” transition-emission transformation matrix is introduced. 

The transformation that the observation symbol probability distribution is at time t + n given that it is at time t is 
called the n-step transition-emission transformation matrix, denoted as )(nTE . For CR, the transition 

probabilities, emission probabilities, and transition-emission transformation matrix are A = 
⎥
⎥
⎥

⎦

⎤

⎢
⎢
⎢

⎣

⎡

8.02.00.0
1.06.03.0
0.04.06.0

, B = 

⎥
⎥
⎥

⎦

⎤

⎢
⎢
⎢

⎣

⎡

6.04.00.0
2.06.02.0
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, and TE = ABB 1−  = 
⎥
⎥
⎥

⎦

⎤

⎢
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⎣

⎡

−
−

8950.03425.02375.0
0425.05862.04562.0

1325.03488.05188.0
, where TE represents the 1-step 

transition-emission transformation matrix in a hidden Markov model. If the decision maker is interested to know 
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how the expected weight (EW) of CR would be changed in the next few periods, the computations are as 
follows: 

EW of CR (1-step) = [ ]04.06.0 ABB 1− [ ]T135  = 3.8625 

EW of CR (2-step) = [ ]04.06.0 BAB 21− [ ]T135  = 3.6825 

EW of CR (3-step) = [ ]04.06.0 BAB 31− [ ]T135  = 3.5633 

EW of CR (4-step) = [ ]04.06.0 BAB 41− [ ]T135  = 3.4764 
and 

EW of CR (5-step) = [ ]04.06.0 BAB 51− [ ]T135  = 3.4110 
 

The trend of CR in a timely basis is depicted in Figure 2. By the same token, the other customer 
requirements can be calculated and described similarly. The importance for each customer requirement thus 
becomes dynamic. Clearly, using a hidden Markov model in QFD to analyze customer needs in the future is 
practical. For instance, Figure 2 provides valuable information for a decision maker to understand how each CR 
would be changed as time goes by from probabilities viewpoints. These “present” and “future” weights for 
customer requirements can become the input for QFD to generate time-dependent importance of technical 
measures. Furthermore, the importance of technical measures can be monitored in the similar approach (Wu and 
Shieh, 2006). 
 

Figure 2: The trend of CR in a timely basis 

 
 

The major advantage here is that the classification of the weight for CR could be adjusted to become 
more complicated to meet the needs in reality. The trends of customer requirements can be plotted and traced by 
a decision maker to satisfy customer needs in both present and future periods. As a result, these time-dependent 
values would make QFD to be a dynamic system. Predictions of weights of customer requirements can be 
expressed in terms of expected values. If new customer surveys are conducted to receive most updated 
information and the economic conditions can be updated by a panel of experts as well, both new transition and 
emission probabilities will be available. Therefore, customer needs can be further analyzed and adjusted based 
upon the new information. 
 

CONCLUSIONS 
 

This study has integrated a hidden Markov model in QFD to analyze customer requirements from 
probabilities viewpoints. In reality, the needed probabilities, i.e., initial, transition, and emission probabilities, 
can be computed based upon the economic conditions and by asking customers’ choices under different 
economic conditions. Each customer requirement can be analyzed as time goes by. More importantly, when new 
customers’ surveys are conducted and available and the economic conditions have been updated, customer 
requirements can be adjusted to reflect and fulfill the dynamic customer requirements. As a result, this proposed 
framework provides a decision maker to analyze the trends of customer needs in past, present, and future earlier 
such that a better strategy can be made based upon the most updated customers’ surveys as well as the economic 
conditions. 
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ABSTRACT 
 
The R&D activity is widely acknowledged as an important driving force of economic growth and 

development. It is well known and documented that only small numbers of countries are involved in majority of 
world’s R&D activity. However, indigenous R&D activity is important for every country due to challenges posed 
by technology transfer and country specific characteristics that foreign technologies do not take into account. In 
this paper we analyze performance of East European economies given their R&D activity and their research 
output in form of patents and this is further related to economic growth of countries. 
 
 

INTRODUCTION 
 

 
Technology, technology change and technology progress have played considerable role in development 

and growth of countries. Historically, the performance of research has changed from trial and error methods to 
sophisticated laboratories today. Even though research and development (R&D) activities have increased 
considerably throughout history, major change is marked by the First Industrial Revolution. The difference 
before and after the First Industrial Revolution was in the fact that per capita income grew along with population. 
This was not possible before due to the Malthusian trap countries would find themselves in due to population 
growth. Developments after the First Industrial Revolution give further evidence on the role of technology in 
modern societies especially in the 20th century and after.  

 
As technology was important at the start of industrialization, it is also important today. While creation 

of knowledge is mainly concentrated in developed countries, by transfer of technology and local creation of 
technology developing countries also benefit. However, mere technology transfer from one country to another is 
not enough to boost productivity and consequently growth. Each country is at a particular level of social 
capabilities for technology implementation. In order to be at a higher level of social capability a country needs to 
have indigenous R&D effort. Without R&D at local levels, transfer of technology is greatly limited with modest 
impact on productivity and growth. 

 
Central and East European (CEE) countries have a considerable backlog of knowledge, institutional 

framework and favourable convergence outlook in the light of European integrations in order to boost their R&D 
activities. From the theoretical point of view, standard growth and development theories stipulate technology to 
be one of the main reasons for the growth differentials in the world. Here we look at the situation in CEE 
countries in order to see whether technology creation (R&D activity) has proven to be a considerable contributor 
to growth and development of these countries. First we look at the overall issue of development goals and 
science policy as an important policy tool for facilitating R&D activities. In the next section we look at particular 
issue of R&D and its properties, and in the final section we give data analysis of selected indicators for CEE 
countries and their influence on growth of countries. 
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DEVELOPMENT GOALS AND SCIENCE POLICY 
 
 

The goal of science policy of any country should be within the scope of development policy if one 
exists. Furthermore, science policy should be a reflection of long-term national goals and commitments. 
Naturally, commitment on paper should be backed up with finances for realisation of set science policy. In 
historical perspective, science policy of countries had tremendous impact on development of science and thus on 
inventions and innovations that influence growth and development. In contemporary economic theory models 
developed by e.g. Romer (1986), and Grossman and Helpman (1991) mostly capture this. 

 
The science policy has established itself to be a main factor of dominance in the world. With respect to 

rivalry between Britain and Germany Freeman and Soete (1997: 297) point out: “…on the long-established 
Prussian system, Germany developed one of the best technical education and training systems in the world. This 
system not only was … one of the main factors in Germany overtaking Britain in the latter half of the nineteenth 
century, but still a century later was the foundation for the superior skills and higher productivity of the German 
labour force in many industries. Many British policies for education and training for over a century can be 
realistically viewed as spasmodic, belated and never wholly successful attempts to catch up with German 
technological education and training system.” 
 

We can see from the description of education and innovation systems of said countries that the 
education and science had significant role in determination of leaders, catching-up and overtaking. Furthermore, 
it is obvious that the governments played a significant role in developing and supporting national education and 
innovation systems. 

 
Stephan (1996) argues that science should be in a focus of economist for three reasons. First, science is 

a source of growth. The lags between basic research and subsequent economic consequences may be 
considerable, but economic impact is indisputable. Second, labour market for scientists, and incorporated human 
capital, are a fertile ground for study. Third, the reward structure has evolved in science that goes towards 
solving appropriability problem associated with the production of public good. It is further argued that science 
makes technological innovation possible, but on the other hand science itself is influenced by technology. 
Economic theory based on competitive markets underpins the poor incentives that market provides for 
production of public good. The providers of public good cannot appropriate benefits derived from use. However, 
the appropriation relates to rewards that are market based. Sociologists and economists have demonstrated that 
scientific work is not necessarily based on market, but rather on non-market reward system. Here, a particular 
argument is the fact that there are rewards to being first in recognition by the scientific community. The priority 
in awarding by recognition of scientific community depends on importance that the same community attaches to 
the discovery. One of the most important is the practice of attaching the name of the scientist to the discovery 
(e.g. Haley’s comet, Phillips curve, Say’s law). Another way is in the form of prizes. Among others, the Nobel 
Prize is the best know, with the largest award. However, many other prizes exist with smaller awards. Further, 
many countries have societies where scientists are elected (e.g. National Academies of Science, Engineering, and 
Medicine in the US, the Royal Society in England, the Académie des Sciences in France, Croatian Academy of 
Science and Arts). In the extra institutional variety of rewards, a successful scientist may be rewarded for 
speaking or through consulting fees. A scientist with successful patents may generate future income flows, which 
has been a standard practice, especially in the life sciences (e.g. as scientific advisors and director of new 
companies). The bottom line reward for a scientist may be in the satisfaction derived from solving the puzzle. 

 
With regards to developing countries, science and technology (S&T) is seen as the critical input for 

economic development and poverty alleviation. Scientific and technological knowledge advances were a basis 
for reduction of poverty and improvements in quality of life in both developed and developing countries in the 
20th century. As argued by Watson, Crawford and Farley (2003), the determinant of material well-being and 
quality of life in the future will be the ability of countries to access, comprehend, select, adapt, and use scientific 
and technological knowledge. There are many factors that influence the extent of benefits from science and 
technology. First, investment in human resources training and development; second, the demand for knowledge 
by the private sector; third, public policies that provide the appropriate enabling environment for strong 
knowledge institutions; and fourth, the level and quality of the information and communication technologies 
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systems that permit the flow and dissemination of knowledge and information. If the policies and institutions are 
oriented around these four factors with high performance within and among them, the basis for significant 
progress is set in order to address question on poverty and stimulating economic growth. In the absence of the 
appropriate S&T infrastructure, countries tend to fall further behind. In terms of using best practices and 
technologies today, it is cheaper and easier than ever before to have access to scientific and technological 
knowledge. This is largely due to information and communication technologies. However, access to knowledge 
is not enough. There should be a certain level of capacity in order to use knowledge; otherwise it is useless 
endeavour. Lack of infrastructure to capture increasing creation of knowledge may impede country’s benefit 
from it. The infrastructure here is a mix of human capacity, hardware, institutions, incentives, policies and 
investments. Supporting such infrastructures, where it is lacking, is not simple, but the costs of inaction may 
prove to be much greater. In terms of S&T capacity by individual countries is quite diverse. Countries like 
Brazil, China, and India may have more in common in S&T relevant sectors with OECD than with other 
developing countries. Thus, there is no single set of policies for developing countries for improvement of S&T 
infrastructure.  

 
As we have seen, existence and support for S&T is one of the corner stones of development regardless 

of the current level of development. One of the major building blocks of S&T process is R&D. Thus, we now 
turn to the discussion of the importance of R&D in development and growth of countries. 

 
 

RESEARCH AND DEVELOPMENT 
 
 

In the neoclassical treatment of technology the focus was on technological progress as an exogenous 
process. Thus, the main attention here was on capital accumulation as the source of output expansion. However, 
recent research focuses on ways different than the Solow (1956, 1957) neoclassical treatment in terms of 
technological progress. The studies in the 1990s and after focus on commercially oriented innovation efforts that 
respond to economic incentives as a major engine of technical progress and productivity growth.  

 
The models that incorporate R&D directly are mostly related to the new growth theory. The basis of 

such thinking is the plausibility of the fact that technological progress is the reason that more output can be 
created today than with the same inputs (capital and labour) a century ago. Furthermore, there are some 
simplifications that have to be taken into consideration. The functions are generalised Cobb-Douglas functions, 
and in the spirit of Solow, fractions of labour and capital used in the R&D sector are exogenous and constant. 

 
As suggested by Helpman and Coe (1995), in the light of openness to international trade in goods and 

services, FDI, and international exchange of information and dissemination of knowledge, a country’s 
productivity depends both on its own R&D and on the R&D by its trade partners. A country’s own R&D efforts 
produce traded and nontraded goods and services that induce more effective use of existing resources and thus 
raise productivity levels. On the other hand, own R&D makes acceptance benefits from foreign technical 
advances possible. The more a country is able to take advantage of these benefits the more productivity it 
becomes. Furthermore, the benefits of foreign R&D can be direct and indirect. Direct benefits are those which 
relate to learning about new technologies and materials, production processes, or organisational methods, while 
indirect benefits stem from imports of goods and services that have been developed by trade partners. In both 
cases the foreign R&D affect a country’s productivity. 

 
As argued by Bania, Eberts and Fogarty (1993), the incentive for firms to engage in R&D is to increase 

innovations and productivity growth. Furthermore, the incentives also exist as firms appropriate information 
from other firms and institutions performing R&D, including universities. It is further argued here that 
geographic proximity may facilitate spillovers and shorten the time between invention and innovation. Benefit 
for local firms is in region’s technical infrastructure in many ways. Graduates are hired from local universities, 
local firms may use consultants from local universities, or they can engage in university-industry joint research 
centres. Local firms may use universities for education and training of their work force or utilise university 
facilities, e.g. laboratories, libraries, specialised equipment and by attending seminars. The clear-cut case of 
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spillovers is hiring labour from local universities that embody fruits of academic research, education and 
training. 

 
In conventional thinking of economists, R&D is seen as generating one product: new information. 

Cohen and Levinthal (1989) suggest additional aspect, where R&D is not only generation of new information, 
but also enhancement of the firm’s ability to assimilate and exploit existing information. It is further argued that 
R&D obviously generates innovations, however, at the same time it also develops the firm’s ability to identify, 
assimilate, and exploit knowledge from the environment. This is also called a firm’s “learning” or “absorptive” 
capacity. On these lines, a firm’s ability to imitate fits into the scope of absorptive capacity, but it also includes 
the firm’s ability to exploit outside knowledge of a more intermediate sort. This includes basic research findings 
that provide the basis for subsequent applied research and development. 

 
Like many authors, Goto and Suzuki (1989) points out that technology possesses characteristics of 

public good in the sense that an additional user without additional cost can consume it. The usual diffusion 
channels include licensing, reverse engineering, academic and trade journals, and/or turnover of researchers. 
Technology acquired through these channels is used to produce a new product or to improve existing production 
process. As we can see technology development in a certain industry may influence productivity growth of other 
industries without the transaction of intermediate or investment goods. In order to capture the impact of 
technology development on other industries through the described channels, the concept of technological 
distance may be employed (Griliches, 1975, Jaffe, 1986). This theory suggests that the technological knowledge 
developed by an industry can be utilized to the greatest extent by industries whose technologies are “close” to it. 
In the case of proximity in technological capabilities of two industries, then technological knowledge developed 
by one industry is expected to be utilized by the other industry quickly and efficiently. 

 
Basant and Fikkert (1996) argue that the available studies from developed countries do not take into 

consideration factors that are at least as important as R&D for the developing countries. Since these countries 
mostly operate within the technology frontier, the expenditures of firms in developing countries on disembodied 
technology through licensing is of importance. The results from the research of Indian manufacturing firms 
indicate when all industries are taken together there are high private returns to expenditures on both technology 
purchases and R&D. Furthermore, the rate of return to technology purchases outweighs returns on R&D. 

 
Intuitively, scale and scope in innovative performance of firms should play a significant role. Bigger is 

usually better. However, that is not always the case. Henderson and Cockburn (1996) argue that there are two 
important aspects. First, in the analysis of industry structure the relationship between the size of a firm and its 
innovative performance plays a significant role. Second, the economies of scale and scope are important for the 
role they play in R&D at the firm level. Furthermore, problems in the market for information imply that they are 
fundamental to the existence of multiproduct firms. Although the theoretical significance of these topics is 
relevant, quantitative analyses for the size advantages in R&D is ambiguous. Nonetheless, much of the 
quantitative evidence is consistent with the belief that large firms are more effective in the conduct of industrial 
research. However, it has proved to be difficult to provide econometric support for this view. There are three 
principle advantages of size, scope and research productivity in performing R&D. First, when fully functioning 
markets for innovation are absent, there is a space for large firms to spread the fixed costs of research over a 
large sales base. Second, large firms are likely to have easier access to the financial markets. The extent of the 
advantages at the financial market reflects in avoiding problems of adverse selection and moral hazard in raising 
capital. Furthermore, large firms may be better positioned to fund risky projects. Third, there are possibilities to 
exploit economies of scale and scope in the conduct of research itself by large firms. 

 
Basic research is sometimes seen as research without any specific goal or apparent purpose. It is due to 

the character of basic research, which appropriation of invested funds may be far into the future. This is the 
reason why companies do not fund and engage in many basic research projects on a larger scale. They need 
appropriation of their funds as soon as possible, while basic research sometimes cannot warrant any results even 
within a lifetime. Thus majority of funds and efforts concerning the basic research comes from government and 
universities. This is not to say that basic research is less important, but the mission of governments and 
universities allows more funds to be dispensed into this area as generators of social gains rather than just short or 
medium term financial gains of companies. 
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As argued by Romer (2001), basic knowledge has traditionally been available relatively freely. This is 
true in the case of modern universities today as it was true for medieval monasteries. Therefore, the goal of basic 
research is not usually motivated by the desire to earn private returns in the market. Due to its supporting role for 
general use in all possible areas, governments, charities, and wealthy individuals support it. The individual 
motivation also stems on grounds of support, desire for fame and perhaps even by the love of knowledge. The 
economics of such supplied knowledge is straightforward. Since it is supplied at zero cost, and since it is useful 
in production, it generates positive externalities. In this view the production of such knowledge should be 
subsidised, as the creation of positive externalities benefit creation of new output. 

 
In the view of Lazear (1997), the most compelling reason to subsidise research is the traditional 

argument of a conflict between private and social incentives in the case of investment in technological change. 
Unless there is entitlement to the full rent, even inventor with direct marketability of a research will not 
undertake research at appropriate level. If this is to be met, it suggests monopoly to the inventor yielding 
insufficiently low quantities of the product being produced. Basic research entrenches this problem even further. 
It is impossible to use market for valuation of basic research. Adam Smith or Isaac Newton never received the 
full value of their discoveries.  

 
Even though basic research is seen as a public good that should be publicly funded, firms are also 

involved, to a certain extent, in basic research. Stephan (1996) argues the reasons for firms to engage in basic 
research. There are the cases where basic research is a by-product of the development of new products or 
processes. On the other hand, the production of generic knowledge may be the goal in its own right, as it is 
motivated by belief that a particular or yet unknown product or process innovation will result from such acquired 
knowledge (e.g. nylon by Du Pont). In other instances, companies need basic research just to keep up with 
developments in relevant scientific field and to acquire the ability to readily absorb findings of other scientists. 
Firms may also be motivated to engage in basic research as they expect the outcome of such research to be the 
scientific foundation of the company’s technology. Firms may further be engaged in basic research as they are 
convinced that fundamental research provided by the academic sector is lacking for advancement in an industry 
or is unlikely to be forthcoming any time soon. 

 
 

CENTRAL AND EAST EUROPE 
 

Given the importance of R&D stipulated in previous sections, we move to the analysis of importance of 
R&D in CEE countries. As we can observe from the figure below, overall significance of R&D as GDP rises is 
positive, as stipulated by the theoretical framework. 
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As we can see from the trend line in the figure above, for selected CEE countries (Bulgaria, Croatia, 
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia) the overall trend 
for the period 1990-2005 is positive. Naturally, as can be observed from the date some countries invested in 
R&D much more than others. 

 
From the figure below we can observe R&D per capita for the period 1990-2005. Here we can see much 

clearly which countries were more involved in R&D. From the data shown below Czech Republic and Slovenia 
stick out the most, followed by Hungary, Croatia and Estonia, while other countries performed rather poorly. 
Czech Republic and Slovenia are also the most developed countries in the selection of countries with highest 
GDP per capita levels. While all countries, except Croatia, are currently EU member states, Croatia performs 
much better than recent entrants Bulgaria and Romania, along with higher GDP per capita.  

 
The largest country in the sample, Poland, performs rather poorly compared to much smaller countries. 

Even though there is a wider base to spread R&D costs in Poland, there seems to be little incentive for research. 
It should be stressed that much of the funds for R&D are actually come from the business sector of countries. 
Furthermore, this means that R&D is mostly targeted toward applied research, not basic research which is 
dominantly funded by public funds. This is not surprising since overall potential for basic research of these 
countries is relatively week compared to budgets allocated for basic research by the EU-15, Japan and especially 
the US. 
 

R&D per capita in CEE countries (1990-2005, Euro) 
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Another indicator that can shed some light on performance of selected countries regarding R&D is the 
share of R&D in GDP. Again, Slovenia and Czech Republic are the front runners, with Hungary, Croatia and 
Estonia as runner ups. However, data for Slovakia and Bulgaria are quite interesting. At the beginning of the 
period, from 1990 to 1995, these two countries seem to have invested into R&D activities much more out of their 
GDP than in the later period. This is strange due to a significant transition slump that happened in all transition 
economies. This anomaly may be due to stickiness of R&D expenditures from the 1980, but this is not likely. It 
is more likely that recoded data was entered differently in the first half of the 1990s. 

 
The data shown here stipulates importance of R&D for countries that are not at the technology frontier. 

The selected countries are mostly export oriented, and may be considered small open economies (except maybe 
Poland). The driving force of these economies is export, and in order to keep the competitive edge countries are 
forced to be involved in R&D. This is clearly shown with the front runners Slovenia and Czech Republic. 
However, what we cannot see from the data is fertility and appropriability of such research. 
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R&D as percentage of GDP in CEE countries (1990-2005) 
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CONCLUSION 
 
 
As stipulated by the experiences of different countries in the world, particularly experience of the CEE 

countries, and historical perspective, we can say that R&D is one of the corner stones of modern economies 
today. Historically, research and resulting inventions and innovations have influenced economies greatly and 
propelled them to technology frontiers as well as to development frontiers. Countries that are at the technology 
frontier are technological leaders and lead in overall development. 

 
Performance of CEE countries clearly shows which countries are frontrunners in both R&D and in GDP 

per capita. It is not surprising that most advanced economies from the sample of CEE countries also invests the 
most according to selected indicators, R&D per capita and percentage of their GDP. It should be further noticed 
that even the highest amount of portions of GDP devoted to R&D are not close to the countries at the technology 
frontier. This is to say that countries with high commitment to R&D are on a good path to development, while 
lagging countries risk their future growth and development. 

 
Even though technology can be transferred and best practices implemented, that is still not enough to 

draw maximum from the overall world knowledge base. Local R&D is necessary in order to solve local problem 
and to be able to transfer technology efficiently with usage of appropriate technology given the level of 
development. All this builds up social capabilities of countries for future technological advances, growth and 
development. 
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ABSTRACT 

Event sponsorship by companies has grown rapidly in recent years. However, little attention has been given to 
how a corporation achieves a successful event sponsorship, especially for beer companies. Additionally, lack of 
comparative studies between Taiwan and Korea in this field has been discussed. Thus, the main purpose of this 
paper is to identify the common key success factors (KSF’s) of event sponsorship by implementing a case study of 
two companies from both nations. Ten potential KSF’s (PK’s) of event sponsorship are first proposed during the 
literature review. Furthermore, five actual KSF’s of the ten are suggested throughout the case study. 
Key Words: Key Success Factor, Event, Sponsorship, Beer Company 

 

INTRODUCTION 

Corporate sponsorship has shown much growth as a marketing communication tool (Tripodi, Hirons, 
Bednall and Sutherland, 2003; Shani and Sandler, 1996) in recent years. Worldwide sponsorship spending 
increased from US$ 500,000 in 1984 to US$ 25.9 billion in 2003 (International Event Group; IEG, 2003). 
Indeed, many corporate now sponsor events routinely as part of their promotional activities (Dolphin, 2003). 

Why sponsorship is so important? First of all, as the traditional media have become more expensive and 
cluttered, sponsorship is viewed as a cost-effective alternative (Shani and Sandler, 1996). Secondly, in the future, 
the rise in penetration of personal video recorders is expected to increase the consumer's ability to avoid normal 
advertising (Harvey, 2001). Last, it is also used as a one of the event marketing tools (Gupta, 2003). Especially,  
when the sponsorship of high profile events has the potential to be worth millions of dollars to the sponsor, due 
to the fact that it can have an impact on millions of consumers (Crimmins and Horn, 1996).  

Sponsorship then has a particular importance for specific industries such as alcohol (Meenaghan, 2001), 
because legal restrictions imposed on their advertising prevents them from using mainstream advertising 
(Dolphin, 2003). Besides, sponsorship of alcohol products has raised serious ethical concerns (Hoek, 1997), 
hence, attend to these concerns and carry out a successful event sponsorship, it is very important for the 
corporation to know several key success factors (KSF’s) of event sponsorship. 

Due to the lack of previous research and discussion about KSF’s for beer companies to successfully sponsor 
an event, in addition to the small amount of attention that has been paid to compare both Taiwanese and Korean 
beer companies in this field, it is the purpose of this study to propose some exploratory KSF’s by conducting a 
case study. The more specific objectives are shown as follows: 
(1) To find potential KSF’s (PK’s) through studying past research. 
(2) To ascertain the actual KSF’s of Taiwanese and Korean beer companies by conducting a case study. 
(3) To explain some possible reasons for obtaining different results from both companies. 
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    This study is begun in the basic research of literature. After determining the thesis, objectives and scope, PK’s 
are proposed throughout the literature review. While studying literature and data, in-depth interviews for both 
companies are carried out. Results which identify the actual KSF’s are based on those sources. And finally, 
findings and conclusions are provided. 
 

LITERATURE REVIEWS 
 

Key Success Factor  
 

Depending on the industrial field, KSF is also called a success factor or a critical success factor. They are 
frequently used interchangeably. Daniel (1961) may be the first scholar who defines it. He drew this conception 
when he talked about information systems, and defined it as ‘A company's information system must be 
discriminating and selective. In most industries there are usually three to six factors that determine success; these 
key jobs must be done exceedingly well for a company to be successful’. Dickison, Fergson and Sircar (1984) 
cite it as ‘Events, circumstances, conditions, or activities that require special attention because of their 
significance’. In the research of Kay (2005), it is described as ‘The extent to which a product can be used by 
specified users to achieve specific goals with effectiveness, efficiency and satisfaction in the specified context of 
the user’.  

To identify actual KSF’s, Bisp, Sorensen, and Grunert (1998) first set potential ones which are given names 
intended to be meaningful, unambiguous, and expressing the contents of the categories that they represent. They 
find actual KSF’s later in their research. This study focuses on their approach to search for actual KSF’s. PK’s  
are suggested throughout the following literature review. Actual ones will then be derived from a case study. 

 
Event and Event Marketing 

 
Due to its complexity and variety, a term or definition of an event is still not clear. Sometimes ‘event’ is 

mixed with ‘special event’ or ‘major event’. A definition of Getz (1991) is the one most quoted to describe 
‘special event’. He called it as ‘A onetime or infrequently occurring event outside the normal program or 
activities of the sponsoring or organizing body. To the customer, a special event is an opportunity for a leisurely, 
social, or cultural experience outside the normal range of choices or beyond everyday experience’. 

Historically, event marketing as an experiential marketing communication strategy, first emerged in 
Germany in the late 1980s in response to significant changes in both the marketing environment and consumer 
behavior (Whelan and Wohlfeil, 2006). They also define it as ‘the interactive communication of brand values by 
staging marketing events as three dimensional brand-related hyper-realities in which consumers are actively 
involved on a behavioral level and which would result in their emotional attachment to the brand’. 

 
Sponsorship 
 

Crompton (2004) referred that it was often not differentiated from philanthropy in the early days of modern 
sponsorship. However, its meaning to a corporation totally changes afterward. Sandler and Shani (1989) 
successfully defined it as ‘The provision of resources (e.g. money, people, and equipment) by an organization 
directly to an event or activity in exchange for a direct association in the event or activity. The providing 
organization can then use this direct association to achieve either their corporate, marketing, or media 
objectives’. Indeed, sponsorship is one of the important marketing methods today. It is an indirect yet powerful 
form of persuasion (Crimmins and Horn, 1996). Moreover, in a sponsor/sponsored-activity relationship, there is 
positive emotional orientation toward the sponsor who bestows benefit on the consumer’s favored activity 
(Meenaghan, 2001). It can be called as ‘goodwill’. Therefore, PK’s 1 and 2 can be determined as: 
PK1: Correctly identifying the target customer 
PK2: Generating goodwill 

The main goals for sponsorship that many scholars agree with, are both ‘enhancing corporate image’ and 
‘increasing awareness of brands’ (Shanklin and Kuzma, 1992; Meenaghan, 1991, 1994, 1998; Javalgi, Traylor, 
Gross, and Lampman, 1994; Miyazaki and Morgan, 2001; Cornwell, Pruitt, and Ness, 2001; Crompton, 2004). 
Properly identified objects may be able to induce successful event sponsorship, thus PK 3 would be driven as: 
PK3: Setting obvious goals 
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To achieve a successful sponsorship, four important items are suggested by Crimmins and Horn (1996): (1) 
Strength of the link between sponsor and event, (2) Duration of the link, (3) Gratitude, and (4) Perceptual 
Change. According to their study, PK’s 4-7 could be perceived as follows: 
PK 4: High level of sponsorship input into the event 
PK5: Performing various aggressive types of promotions in the long-term (before and after the event) 
PK6: Creating a strong connection between the sponsor and the event in the consumer’s mind 
PK7: Setting clear messages that sponsors want to communicate to the consumers 

Helm and Remington (2005) successfully find nine features of a interest relating to senior project managers 
for effective sponsorship: (1) Appropriate seniority and power within the organization, (2) Political knowledge of 
the organization and political savvy, (3) Ability and willingness to make connections between project and 
organization, (4) Courage and willingness to battle with others in the organization on behalf of the project, (5) 
Ability to motivate the team to deliver vision and provide ad hoc support to the project team, (6) Willingness to 
partner with the project manager and project team, (7) Excellent communication skills, (8) Personal 
compatibility with other key players, and (9) Ability and willingness to provide objectivity and challenge the 
project manager. PK 8 then would be described as the following founded upon study: 
PK8: Positive characteristics of project manager 

It is so challenging to evaluate the effectiveness of a sponsorship. That is why many corporations do not 
measure it, even though they invest huge amounts for sponsorship. Yet, sponsorship which is properly evaluated 
may bring positive impact of success of sponsorship and decision on the next project. Therefore, PK 9 could be 
determined as:   
PK9: Proper evaluation of sponsorship 

In other aspects, sponsorship has a problem such as ambush marketing. Meenaghan (1998) noted it as ‘the 
biggest challenge facing sponsorship’. Indeed, it is one of the most concerned challenges from the perspective of 
corporation. Therefore, it is very important for a corporation to protect it, thus PK 10 is described as: 
PK10: Efficient protection from ambush marketing  

Throughout the literature review, this study drives 10 PK’s. They are classified into four categories: (1) 
Company-related: PK3, PK9, (2) Event sponsorship-related: PK4, PK8, PK10, (3) Marketing-related: PK5, PK7, 
and (4) Customer-related: PK1, PK2, PK6.  

 

METHODOLOGY: CASE STUDY 
 

Two beer companies which are very famous and the most representative beer companies in both Taiwan and 
Korea respectively, are chosen. The first, TTL is the biggest company and holds 80% of the market share of beer 
in Taiwan. It also indulges in the highest sponsoring amount within the same industry. In 2005, around US$ 
966,767 was spent on sponsoring, including US$ 362,537 used especially for sponsorship of various events. On 
the other hand, AZ (an alias) had been a leader for the last 70 years. It had been taken around 70% of the market 
share until 1990’s and is taking a high awareness to its customers. It spent around US$ 425,201 for sponsorship 
in 2005.  

This study then uses various methods to collect evidence such as: written reports, administrative documents, 
newspaper clippings and articles in the mass media, internet, survey data, and most importantly, in-depth 
interviews at both TTL and AZ.  

The questions are designed to be used via E-mail with both companies. They are basically founded on 10 
PK’s which are derived from this literature review. In-depth interviews are then conducted with two objectives: 
(1) To clarify and recheck some answers which might suggest that the interviewee did not fully  understand the 
questions, and (2) To ask further and more deep and further questions to confirm proper the key success factors 
of event sponsorship. To encourage interviewees to speak out, the role of the interviewer being  limited to ask 
and confirm their opinions. Previously exchanged E-mails and interviews are conducted in both Mandarin for the 
Taiwanese and Korean for the Korean respondent. Interview details are presented in table 1. 
 

Table 1 Interview details 
 Name Gender Position Academic Career Time of interview 

Mu-Lin Tsai Male  Chairperson & President Ph.D. 2006.12.7. 6:00-6:20pm  
TTL Chao-Liang Peng Male Division of Beer Assistant Manager Master 2007.1.19. 1:30-2:05pm 
AZ Mr. K (an alias) Male Marketing Innovation Team Manager Bachelor 2007.3.12. 1:00-1:45pm 
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FINDINGS AND CONCLUSIONS 
 

The two interviewees of TTL talked about ‘Road Shows’, which are music-related events, as an example of a 
successful sponsorship. ‘ABC Global Project’ is then provided as an example in the case of AZ. Undergraduate 
students in a specific province in Korea had a chance to apply to the event whenever they had a cup of AZ’s draft 
beer. AZ selected 21 students who would introduce Korean traditional culture and food in Europe. Throughout 
the case study, actual KSF’s were obtained. Additionally, interviewees also provided KSF’s based on their 
sponsor experiences. Table 2 shows results of both cases, and common KSF’s in both cases are marked by stars. 

 
Table 2 Results of both cases 

Actual KSF Potential 
KSF 

Content 

TTL AZ 

Common 
KSF 

1 Correctly Identifying the target customers X O  

2 Generating goodwill X X  
3 Setting obvious goals O O � 
4 High level of sponsorship input into the event  O O � 
5 Performing various aggressive types of promotions in the long-term X O  
6 Creating a strong connection between the sponsor and the event in the consumer’s mind O O � 
7 Setting clear messages that sponsors want to communicate to the consumers O O � 
8 Positive characteristics of project manager X O  
9 Proper evaluation of sponsorship O X  
10 Efficient protection from ambush marketing X O  

 
Shown as Table 2, the common KSF’s in both cases are: (1) Setting obvious goals, (2) High level of 
sponsorship input into the event, (3) Creating a strong connection between sponsor and event in the 
consumer’s mind, and (4) Setting clear messages that sponsors want to communicate to the consumers. Ten 
PK’s were summarized into four categories in the literature review. Interestingly, these KSF’s are evenly selected 
from them. It means that a sponsoring corporation has to consider completely the most important factors relating 
to the customer, the company itself, marketing, and event-sponsorship. 

Table 2 also shows that generating goodwill is unsupported. It is very hard for a corporation to estimate that 
sponsorship directly influences customers to generate goodwill or not. Mr. K, one of the interviewees, also noted  
the fact that he always deliberates on choices between sponsorship and other methods of marketing. Thus, it is 
not a KSF but may be one of the objects or effects from sponsorship.  

There are different KSF’s between the two companies as well. In TTL’s case, the three factors which are 
suggested by the interviewee –time, place and weather condition– are definitely different with AZ’s case, due to 
that the event’s characteristics differ from each other. TTL supported that the event be held in a specific space. 
However, AZ confirmed that the event has students going abroad. Moreover, TTL has specified its evaluation 
standards while AZ has not. Through the evaluation of failure, TTL’s manager also learned some KSF’s. Finally, 
the interviewee stressed on ‘willingness, unification and cooperation of a projects’ team’ while AZ’s suggested  
characteristics which are only needed by the manager. It probably can be explained due to the cultural 
differences. Due to the fact that Taiwanese are more individualistic than Koreans, Taiwanese managers may 
particularly feel the importance of unification and cooperation. Meanwhile, more stress was laid on strategic 
factors in the AZ case. While TTL stands unchallenged in the present field of beer, AZ has a strong competitor. 
Thus, it is extremely important for AZ first to choose proper target customers, then to let them know exactly its 
sponsorship by carrying out aggressive promotions, and protect from ambush marketing completely. After all, 
different business circumstances make different KSF’s.  

Nevertheless, despite these differences, one crucial factor is commonly suggested by interviewees from 
both companies: ‘high relationship between brand (beer) and event image’. This actually has been proposed 
by Gwinner’s study (1997). It suggested six propositions which are related with event and brand image. One of 
the propositions was: ‘The higher the degree of similarity (image or functional based) between event and 
sponsoring brand, the more effective the image transfer between event and brand’. This proposition exactly 
corresponds with the actual KSF of this study. Hence, it strengthens previous research conducted by Gwinner. 

This study inferred ten PK’s from the literature review. In addition, it successfully found five common 
KSF’s for event sponsorship between Taiwanese and Korean beer companies. It also the suggested reasons that  
lead to the differences. Finally, this study reinforces the proposition of previous research, however, the limited 
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scope and resources of this study are its limitations. Additionally, the interview was conducted in Mandarin and 
Korean, and translation differences are inevitable. Features of the interviewees, such as their positions and 
academic careers, were also different.  

Due to the increasing importance of event sponsorship, more study is needed to substantiate KSF’s that help 
corporations to achieve its goals. Future researchers can strengthen the results of this study by conducting other 
company’s cases. Moreover, it is expected that this study will stimulate quantitative research. 
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ABSTRACT 

 In contrast to many studies that were conducted only on the basis of information- processing model, this 
article seeks to integrate the traditional approach with the view of attitude formation to provide more 
interpretations on how and why upward influence tactics affect performance appraisals and interpersonal trust. 
A model consisting of the source-related antecedents and consequences of influence tactics in upward impression 
management (IM) was developed to be examined empirically by conducting a field study in the future. 
 

 

INTRODUCTION 
Studies of upward impression management (IM) branched from general social influence focus and have 

been in rapid development recently. Both impression construction and influence are concerned with the 
behavioral strategies that people use to bring about change in another’s attitudes and opinions (Rao et al., 1995), 
but IM attempts featured with low coercion and altering the sources’ perceptions (Su, 2003). This process, 
derived mainly from Gardner and Martinko (1988) conceptual framework, by which employees attempt to 
control or manipulate the reactions of their superiors to images of themselves or their ideas has been accepted or 
found empirically to be effective in leading to favorable performance appraisals (e.g., Wayne and Ferris, 1990; 
Wayne et al., 1997; Wayne and Liden, 1995), interviewer evaluation (e.g., Tsai, Chen, and Chiu, 2005; Ferris and 
Judge, 1991; Kristof-Brown, Barrick and Franke, 2002), salary increases, and possible promotions (e.g., Wayne 
et al., 1997). The purpose of this study was to develop and to test a model which was refined and extended by 
Rao et al. (1995) study. It integrated the traditional upward IM perspective with attitude forming perspective and 
thus articulated the process by which employee influence attempts lead to immediate supervisors’ favorable 
performance appraisals and interpersonal trust of the employee. Besides, the role of employee factors which have 
been rarely included in IM research, such as political tendency and organizational socialization would be 
discussed simultaneously. 
 

DEVELOPMENT OF FRAMEWORK AND HYPOTHESES: 
SOCIAL IMFORMATION-PROCESSING  

AND ATTITUDE FORMATION 
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The Role of Individual Political Tendency in the Use of Upward Influence 
Tactics  
 

Individual-level factors of agents have been considered important determinants of IM attempts (Gardner 
and Martinko 1988). One of the past interests focused on the determinant role of Machiavellian in the use of IM 
tactics (Gardner and Martinko, 1988; Christie and Geis, 1970), whereas we are convinced that employees’ 
political tendency would be more predictive in the application of IM tactics due to its inherent core fitting with 
employees’ politicking. As noted, the application of IM has been listed as one of the political tactics (Allen et al., 
1979). In a political context, IM might help sway the distribution of advantages in employees’ favor or further 
their self-interests (Robbins, 2003). An individual’s degree of politicalness, which is a matter of personal values, 
ethics, and temperament to appreciate politics, would foster employees to engage in political behavior 
(Biberman, 1985; Koen, Jr. and Crow, 1995). Additionally, negative expressions of corporate politics might be 
attributed to unstandardized performance evaluations and unclear performance-reward linkages (Beeman and 
Sharkey, 1987) which have been closely associated with instrumental value (i.e., causing biased perceptions) of 
the IM usage. Similarly, employees’ will to manipulate and the desire for power, namely, Machiavellianism, 
would facilitate their using politics as a means to further their self-interest (Robbins, 2003) and the IM behavior 
(Gardner and Martinko, 1988).Thus, the greater the employee’s political tendency, the more likely upward 
influence tactics for IM may be used: 

 
Hypothesis 1-1-a: A subordinate’s political tendency will be positively related to his/her use of 

ingratiation to influence the superior. 
Hypothesis 1-1-b: A subordinate’s political tendency will be positively related to his/her use of 

exchange of benefits to influence the superior. 
Hypothesis 1-1-c: A subordinate’s political tendency will be positively related to his/her use of 

rationality to influence the superior. 
Hypothesis 1-1-d: A subordinate’s political tendency will be positively related to his/her use of 

assertiveness to influence the superior. 
Hypothesis 1-1-e: A subordinate’s political tendency will be positively related to his/her use of upward 

appeal to influence the superior. 
Hypothesis 1-1-f: A subordinate’s political tendency will be positively related to his/her use of 

coalitions to influence the superior. 
 
Impact of Employee’s Organizational Socialization on the Use of Influence 
Tactics 

 
Organizational socialization refers to the process by which a person learns the values, norms, and 

behaviors which permit him/her to function as a member of the organization (Van Maanen, 1976), so 
demonstrated its instrumentality to maintain the social context of organizations. An employee with a high degree 
of socialization was believed to have adopted or internalized corporate values, namely, culture, as his/her own. 
This indicates that he/she might be skillful in utilizing the culture as a sense-making and mechanism which 
guides and shapes the attitudes, opinions, and behavior of members (O’Reilly and Chatman, 1996) to influence 
the same targets. Moreover, the ability to apply a rule calls for much more than the knowledge of the rule itself, 
since rules are invariably incomplete (Morgan, 1986). In other words, those who understand well the reason and 
the intended approach to accomplish their organization’s long-term goals might be more likely to appeal to task 
focus through using facts, data, and logical arguments. Likewise, assertiveness has been categorized a coercive 
influence strategy and thus considered costly, socially undesirable, and less acceptable (Yukl and Falbe, 1990; 
Kipnis et al., 1984). Empirical research supports that the socialization process contributes to improving affective 
outcomes, such as increasing organizational commitment and job satisfaction while simultaneously reducing 
stress symptoms and intentions to quit (Ashforth et al., 1998; Ashforth and Saks, 1996). The speculation that 
employees who learned and adopted shared values of the organization were supposed to maintain the social 
network and avoid provoking the ill-will of their supervisor is certainly plausible. On the other hand, socialized 
subordinates have more experience and may expect a higher probability of success before their influential 
attempts. They would be more likely to use rationality but unlikely to choose assertiveness (Kipnis et al., 1984). 
Our discussion leads to the following hypotheses: 
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Hypothesis 1-2-a: A subordinate’s organization socialization will be positively related to his/her use of 

rationality to influence the superior. 
Hypothesis 1-2-b: A subordinate’s organization socialization will be negatively related to his/her use of 

assertiveness to influence the superior. 
 

How the Use of Upward Influence Tactics Affected the Boss’s Perceptions of 
the Subordinate’s Influence Styles 
 

The manager’s perception played a mediating role in the subordinate’s IM process (e.g., Wayne and 
Liden, 1995; Wayne and Ferris, 1990; Wayne et al., 1997; Ferris and Judge, 1991; Rao et al., 1995). Rao et al. 
(1995) speculated that subordinates influence tactics may lead to desirable performance ratings by affecting the 
manager’s perceptions of subordinate influence style. However, their unexpected findings demonstrate certain 
relationships without proposing formal hypotheses previously. Instead of conducting a simple correlation 
analysis as they did, we constructed a diagram to examine each priori link between subordinate influence 
strategies and managerial perceptions of their style simultaneously. The SEM in this study would assess the 
relationships comprehensively by considering all possible information (Hair et al., 2006), and provide us a 
transition from exploratory to confirmatory analysis. The priori and positive relationship between ingratiation 
and perception of friendliness has been plausible, because this tactic is also known as friendliness (Kipnis et al., 
1984). In general, IM research assumed and found that the use of ingratiation or favor rendering leads to liking 
(e.g., Wayne and Liden, 1995; Wayne and Ferris, 1990; Wayne et al., 1997; Jones and Pittman, 1982). This 
implied that a subordinate’s influencing his/her superior by creating good feeling toward himself/herself (i.e., 
ingratiation tactic) was expected enhance manager’s perception of his/her goodwill or friendliness (Rao et al., 
1995). Conversely, if a subordinate takes a direct and forceful manner (i.e., assertiveness), the manager may be 
induced to perceive him/her as unfriendly in order to maintain the balance in the relationship. A subordinate 
usually exert upward appeals by threatening to go over the target’s head. In the case of upward influence, 
specifically, the supervisor is more likely to question the subordinate’s credibility and to have unfavorable 
repercussions for future relationships (Yukl and Falbe, 1990). Additionally, the use of such a hash influence 
strategy was speculated to relate negatively to liking (Wayne et al., 1997) and thus will not create the manager a 
friendly perception of subordinate’s influence style. Accordingly, we hypothesize: 

 
Hypothesis 2-1-a: A subordinate’s use of ingratiation will be positively related to the superior’s 

perception of the subordinate’s friendliness. 
Hypothesis 2-1-b: A subordinate’s use of assertiveness will be negatively related to the superior’s 

perception of the subordinate’s friendliness. 
Hypothesis 2-1-c: A subordinate’s use of upward appeal will be negatively related to the superior’s 

perception of the subordinate’s friendliness. 
 
Reason involves the use of facts and data to support the development of a logical argument (Kipnis et 

al., 1984). Rao et al., (1995) speculated that the use of reason would make managers perceive subordinates as 
reasonable because reason enhances perceptions of competence. On the other hand, fragmented interests in the 
structure of functional divisions actually foster the development of cliques. The mobilization of the people in the 
organization as allies to apply social pressure, namely, coalition (Kipnis et al., 1984), would help the agent to 
advance his/her interests in an organization. To reach a consensus, the corporate often has to be content with 
satisfactory rather than optimal solutions to problems and thus lacks technical rationality (Morgan, 1986). 
Moreover, literature on groupthink also suggested that in-group pressures in highly cohesive groups would 
deteriorate mental efficiency, reality testing, and moral judgment in the process of decision-making (Janis, 1982). 
The use of coalition by subordinates, therefore, may make their superior perceive less reasonable. Based on Rao 
et al. (1995) speculations, a subordinate’s use of a direct and forceful approach to influence his/her superior 
might be interpreted by the superior that he/she refused to take no for an answer, and engaged in confrontation in 
the influential process. Similarly, his/her use of negotiation through the exchange of benefits or favors would be 
perceived as negotiating, bargaining, or haggling by the manager. Although these two hypotheses were not 
supported empirically in their study, their reasoning was in compliance with priori experience and assumption. 
As we argued formerly, there was methodological deficiency in their analyses and a more elaborative approach is 
needed. For our research purpose, the links are retained to map the model to seek their overall evidence. Thus, 
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the following hypotheses appear reasonable: 
 

Hypothesis 2-2-a: A subordinate’s use of rationality will be positively related to the superior’s 
perception of the subordinate’s reasonableness. 

Hypothesis 2-2-b: A subordinate’s use of coalitions will be negatively related to the superior’s 
perception of the subordinate’s reasonableness. 

Hypothesis 2-3: A subordinate’s use of assertiveness will be positively related to the superior’s 
perception of the subordinate’s tenacity. 

Hypothesis 2-4: A subordinate’s use of exchange of benefits will be positively related to the superior’s 
perception of the subordinate’s negotiation. 
 

How the Boss’s Perceptions of the Subordinate’s Influence Style Affected 
General Impressions Formed by the Boss  
 

IM is concerned with the attempts that agents use to create and to maintain sought perceptions of agents 
(Gardner and Martinko, 1988), namely, their general impressions or attitudes. Research has shown that 
managers’ holistic impressions of their subordinates were affected by their specific impressions of the 
subordinates’ influence styles (Rao et al., 1995). In addition, a supervisor may assume that a subordinate’s 
influence behavior targeted at him/her is representative of the way the subordinate interacts with others (Wayne 
et al., 1997). As we articulated formerly, managers’ perception of friendliness or reasonableness would fit their 
perception of amiability, whereas their perception of tenacity or negotiation would fit their perception of 
disagreeableness. Thus, a subordinate whose influence style is perceived friendly or reasonable may lead the 
supervisor to infer that this perception is associated with the subordinate’s cheerfulness and friendliness. 
Likewise, a subordinate whose style is interpreted by the manager as tenacious and negotiating may lead the 
manager to perceive the subordinate as irritable, tense and helpless (Rao et al., 1995). Therefore, 

 
Hypothesis 3-1-a: A superior’s perception of the subordinate’s friendliness will be positively related to 

his/her impression of the subordinate’s amiability. 
Hypothesis 3-1-b: A superior’s perception of the subordinate’s reasonableness will be positively related 

to his/her impression of the subordinate’s amiability. 
Hypothesis 3-2-a: A superior’s perception of the subordinate’s tenacity will be positively related to 

his/her impression of the subordinate’s disagreeableness. 
Hypothesis 3-2-b: A superior’s perception of the subordinate’s negotiation will be positively related to 

his/her impression of the subordinate’s disagreeableness. 
 

Determinants of Performance Appraisal and Interpersonal Trust  
 

Managers’ holistic impressions of subordinates, either amiability or disagreeableness, can have direct 
impacts upon their appraisal of their subordinates (Rao et al., 1995). Mostly studies show that manager liking of 
subordinates or impression of subordinate’s amiability would lead to favorably managerial performance 
appraisals or ratings (e.g., Wayne and Ferris, 1990; Wayne and Liden, 1995; Rao et al., 1995). Additionally, 
liking may produce rating bias, or even result in higher actual performance due to manager’s support to 
subordinates (Wayne et al., 1997). This follows the empirical evidence which demonstrated that managers’ 
expectations on their subordinates’ performance would actually fulfill the prophecy (Eden, 1992). Our reasoning 
may also be applied to argue that managers’ impression of subordinate’s irritability, tenseness, and helplessness 
is less likely to improve managerial performance ratings (Rao et al., 1995). On the basis of past research, the 
following hypotheses are advanced: 

 
Hypothesis 4-1-a: A superior’s impression of the subordinate’s amiability will be positively related to 

his/her appraisal of the subordinate’s performance.  
Hypothesis 4-1-b: A superior’s impression of the subordinate’s disagreeableness will be negatively 

related to his/her appraisal of the subordinate’s performance.  
 
A parallel logic speculates a positive impact of a manager’s impression of the subordinate’s amiability, 
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and a negative impact of his/her impression of the subordinate’s disagreeableness upon his/her reciprocal faith in 
the subordinate’s intentions and behavior. A manager’s firsthand knowledge of his/her subordinate’s reliability 
and integrity would build his/her faith in the subordinate’s good intentions and assumption that the subordinate 
would behave as desired (Lewis and Weigert, 1985). Since the base of interpersonal trust is a “cognitive leap” 
that goes beyond actual experience (Lewis and Weigert, 1985) and thus risky, a manager’s holistic impression of 
the subordinate’s amiability or disagreeableness and his\her ratings of the subordinate’s performance would be 
main sources of information to make the priori judgment. Relying on a social information-processing approach, 
research also found that the evaluative concepts that supervisors form about their subordinate (i.e., supervisors’ 
liking or disliking for their subordinate) and supervisors’ general trait concepts of their subordinates (i.e., 
performance ratings) would determine supervisors’ perceptions of exchange quality in the dyad’s relationship 
(Wayne and Ferris, 1990). In other words, positive impressions would be helpful in reinforcing the faith and 
negative impressions would erode the base to develop trust. In addition, competence is considered as one of 
factors that contribute to building and maintaining trust (Schindler and Thomas, 1993), a favorably evaluated 
subordinate could demonstrate this feature to win his\her superior’s trust. Consequently, the following 
hypotheses are proposed: 

 
Hypothesis 4-2-a: A superior’s impression of the subordinate’s amiability will be positively related to 

his/her trust of the subordinate.  
Hypothesis 4-2-b: A superior’s impression of the subordinate’s disagreeableness will be negatively 

related to his/her trust of the subordinate.  
Hypothesis 4-2-c: A superior’s appraisal of the subordinate’s performance will be positively related to 

his/her trust of the subordinate. 

SUMMARY 
This integrated framework has implications for improving personal work life; because it is an advantage 

for an employee to know which influence strategies have the highest likelihood of success for influencing a 
superior. We are convinced by this summary that an employee’s ability to choose the most appropriate influence 
strategy can be improved by training and self-examination (Kipnis et al., 1984). However, caution is needed in 
offering guidelines until the results are verified in follow-up studies due to the limitations of this research. One 
should know that the outcome of any specific influence attempt is determined by many factors besides influence 
strategies and any strategy can result in target resistance if it is not appropriate for the situation or is used in an 
unskillful manner (Yukl & Tracey, 1992). 
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ABSTRACT 
 

The aim of this study is to review the New Basel Capital Accord, in terms of novelties about credit risk 
evaluation and summarize some of the main implications that we expect it to have on the lending process in the 
Turkish banking industry. The results of the study are based on the interviews with professionals, the review of 
academic literature and the review of professionals’ views. We believe that Basel II may affect the lending 
process in Turkey, as in most of the developing countries, through (1) improving the efficiency of financial 
intermediation in the medium term; (2) increasing the cost of funding, at the initial phase; (3) changing the 
credit pricing mechanism; (4) reinforcing the attractive credit facilities which are currently available for “low-
risk” corporations; (5) creating several problems for small and medium size enterprises, at the initial phase. 

 
INTRODUCTION 

 
Credit risk is at the heart of the financial institutions, particularly the banks. The new Basel II regulation 

includes several new regulatory features about different issues including credit risk measurement. Credit risk 
measurement (with the measurement of other risks: operational risk and market risk) is crucial in the calculation 
of minimum capital requirements, which is the first pillar of the Basel II Accord.  The new guidelines, provided 
by the new Basel Capital Accord, concerning the measurement, monitoring and disclosure of capital that banks 
need to hold, will have substantial implications for the way banks operate, encouraging them to differentiate 
between clients on the basis of their risk profile. This differentiation will be reflected in the price and the terms 
of the facilities banks offer to clients.  

Some of the novelties, regarding the credit risk evaluation, provided by the new Basel Capital Accord are as 
follows: (1) Internal ratings will be given a crucial role in the evaluation of bank loans' riskiness. (2) Retail credit 
and loans to small and medium-sized enterprises will receive a special attention in recognition of the fact that the 
riskiness of such exposure derives to a greater extent from “unique” risk instead of common factor risk. 
Compliance to Basel II is probably one of the major challenges for banks in terms of implementing financial risk 
models and technological solutions. Despite the important progress of the recent years, there is still room for 
further development. 

In this study, we review the New Basel Capital Accord, in terms of novelties about credit risk evaluation and 
summarize some of the main implications that we expect it to have on the crediting process in Turkish banking 
industry. Turkish banking sector provides a very prominent setting for analyzing the impact of novelties 
provided by Basel II. Although the start of Basel II approaches for the Turkish banking system, the following 
questions are still “subject of debate”:  

• Is Turkish banking system well placed to benefit from Basel II? 
• Do Turkish commercial banks have credit risk evaluation systems that comply with Basel II 

requirements? 
• Do Turkish non-financial firms (particularly SMEs) are ready to fulfill the requirements of Basel II 

system? 
• How will Basel II affect the development of Turkish banking industry over the next years? 
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As it is stated by Altman and Sabato (2005), after the change brought by the new Basel Capital Accord in 
the way banks analyze credits, the lending activity toward SMEs will, most probably, be reduced. On one hand, 
SMEs are considered as the engine of the Turkish economy, on the other hand, the current structure of Turkish 
SMEs remains as a big problem in front of the implementation of Basel II.  

The methodology employed in this study is descriptive and explanatory in nature. Information is 
sourced from existing academic writing as well as from banking industry publications and research. Moreover, 
the results of the interviews with professionals (owners or managers of SMEs and consultants) will be provided. 

 

BASEL CAPITAL ACCORDS (BASEL I, BASEL II)  
AND  CREDIT RISK 

 
The recent developments in the world economy require the implementation of the new international 

standards in several sectors including the banking sector. The efforts of Bank for International Settlements about 
the creation of new standards, since 1975, can be considered as the result of the need of a standardized control 
system for international banks. The New Basel Capital Accord, Basel II, can be considered as the final outcome 
of the Basel Committee on Banking Supervision, which aims to replace the 1988 capital adequacy framework by 
a more risk-sensitive approach. 

Basel Capital Accord, also known as Basel I, was issued in 1988 for setting the capital standards for 
banks. Before the adoption of Basel I, there was no single, internationally accepted definition of bank capital. In 
the Basel I Capital Accord the banks aree required to maintain capital of at least 8% (Cooke ratio) of their risk-
weighted loan exposures. The most important achievement of Basel I, aiming to strengthen the stability of 
international banking system, is to define the bank capital ratio. This latter’s numerator represents the capital 
available to the bank and its denominator consists of risk-weighted assets calculated according to the relative 
credit risk levels faced by the bank. Basel I Capital Accord classifies loans and investments into four groups with 
risk weightings of 0%, 20%, 50%, and 100% (figure 1). 

 
Figure 1 

Basel I's Classification of Risk Weights of On-Balance Sheet Assets 
Risk Weight Asset Class 

0% Cash and gold held in the bank. 
Obligation on OECD governments and U.S. treasuries. 

20% Claims on OECD banks. 
Securities issued by U.S. government agencies. 

Claims on municipalities. 
50% Residential mortgages. 

100% All other claims such as corporate bonds, less developed countries’ debt, claims 
on non-OECD banks, equities, real estate, plant and equipment. 

Source: Ong, M.K. (1999), Internal Credit Risk Models, Capital Allocation and Performance Measurement, 
RiskBooks. 
 

Beginning from its issuance, Basel I has been severely criticized on several grounds. The main 
criticisms can be summarized as follows  (ISDA, 1998): (1) limited differentiation of credit risk, (2) static 
measures of default risk, (3) no recognition of term structure of credit risk, (4) simplified potential future 
counterparty risk calculation, (5) limited recognition of – and standards for – collateral use, (6) constraints on an 
integrated view of credit risk, (7) limited recognition of offsets, (8) lack of recognition of portfolio 
diversification effects. 

In order to improve the Basel I standards, Basel Committee introduced a new proposal for bank capital 
standards and made it available for discussions in 1999. The proposal is revised a number of times and the new 
capital adequacy framework known as Basel II is finally published in June 2004. On one hand, the 8 % average 
capital requirement, which already exists in the Basel I Accord, has been preserved in Basel II, aiming to 
strengthen the soundness and stability of the international banking system. On the other hand, while Basel I 
requires creditors to hold a minimum level of capital based on a single risk weight for each of a limited number 
of asset classes, Basel II provides lenders an improved system by allowing more sophisticated risk measurement 
models to calculate required regulatory capital. Moreover, Basel II provides greater flexibility by adopting an 

http://www.investopedia.com/terms/c/capitaladequacyratio.asp
http://www.investopedia.com/terms/c/creditrisk.asp
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approach to improve risk management practices. The New Basel Capital Accord is based on three mutually 
reinforcing pillars: (1) the first pillar: minimum capital requirements (2) the second pillar: supervisory review 
process (3) the third pillar: market discipline (BIS, 2006). In determining the minimum capital requirements, the 
new Basel Capital Accord covers a larger area of risk management than the previous Capital Accord (Basel I). 
The new accord extends the “risk” concept by including the “operational risk” and helps to improve the methods 
of credit risk measurement. In other words, due to the new rules, more sophisticated measurement techniques for 
credit risk are available and the risk is calculated based on the actual risk profile of the counterpart. 

Since the objective of this study is to evaluate the impact of Basel II on the lending process in the 
Turkish banking sector, we will focus particularly on the changes in the credit risk evaluation process. First of 
all, it is useful to emphasize that the New Capital Accord proposes new methods to financial institutions for 
evaluating the risk of default of their credit portfolios in order to better calculate the minimum regulatory capital. 
Under Pillar 1 of the New Capital Accord, two alternative approaches are available for measuring credit risk: 
The Standardized Approach and the Internal Ratings-Based Approach. Under the first approach, the banking 
institutions are required to use ratings provided by external credit assessment institutions such as credit rating 
agencies (S&P, Moody’s, Fitch, etc.) for calculating the required capital for the credit risk. There is also a 
simplified version of the standardized approach under Basel II, which provides grouping the simplest options of 
the standardized approach in order to make choices easier for some banks and supervisors. Under this version, 
the use of export credit agencies’ ratings is allowed for the risk measurement. Alternatively, under the second 
approach, the internal ratings based approach, subject to supervisory approval as to the satisfaction of 
predetermined conditions, banks are allowed to develop their own rating systems for estimating the determinants 
of credit risk. The foundation version of the internal ratings based approach allows banks to develop their own 
empirical model based on collected data to calculate the probability of default of their loans but the use of this 
approach will be subject to the authorization of the local regulators. Finally, under the advanced version of the 
internal ratings based approach, banks are allowed to estimate all major components of their credit risk 
exposures. Under this approach, the possibilities of banks in making use of internal risk measurement techniques 
are extended. Many countries’ regulators are planning to adopt initially the standardized approach in 
implementing Basel II rules or the foundation version of the internal ratings based approach in the case of 
internationally active banks. Unlike the Basel I approach, due to these different credit risk measurement 
approaches stated in Basel II, each bank will have different minimum capital requirements according to the 
sophistication of their internal credit risk management practices and the risk characteristics of their respective 
lending books. (Garside and Bech, 2003).  

According to Basel II framework, companies are subdivided in three groups: Corporate (companies 
with sales turnover greater than 50 million euros); Small Business-SME Corporate (companies with sales 
turnover less than 50 million euros and managed as corporate) and Small Business-SME Retail (companies 
managed as retail and with loan exposure less than 1 million euros). Under Basel II, retail credits and loans to 
SMEs will receive a special treatment. Under standardized approach, while 100% risk weighting will be allowed 
for corporate claims, a 75% risk weighting will be allowed for claims in the retail portfolio. In other words, 
according to Basel II rules, compared to corporate loans, retail credits and loans to SMEs will require less 
regulatory capital for given default probabilities. Under Internal Ratings Based approach, SMEs will face a wider 
range of price and credit conditions, according to their risk level, offered to them by banks. 

Within the context of this study, although we have focused particularly on the changes on risk 
management practices brought by the New Capital Accord, we ought to not to forget the possible 
impacts of other novelties on “supervisory” and “market discipline” related issues on the “lending 
processes”, especially in emerging markets like Turkey. 
 

TURKISH BANKING SYSTEM AND BASEL II 
 

During the last decade, Turkish financial system faced to foreign exchange crises, devaluations and 
bankruptcies in the real and financial sectors. The consecutive crises in 1994, 2000 and 2001 deteriorated 
seriously the financial and economic environments in Turkey. After such a decade full of severe problems, 
particularly since the 2000-2001 crises, Turkish financial sector has been subject to major changes. 

Following the “Banking Sector Restructuring Program” launched after the crisis in 2001, in January 31, 
2002, “Law on Restructuring of the Debts to the Financial Sector and Amendments to Some Laws No: 4743”, is 
established in order to found the legal framework of the restructuring of the debts of firms to banks and to 
strengthen the private banks’ capital. In this framework, necessary measures are taken in order (1) to ensure the 
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institutional and operational restructuring of the state banks and to enable them to participate in the restructuring 
process of the debts to the financial sector; (2) to accelerate the follow-up and collection proceedings of the 
banks in the Savings Deposits Insurance Fund in terms of receivables and to strengthen the organizational 
structure of SDIF; (3) to provide capital support for strengthening the capital structures of the privately-owned 
banks  (www.tbb.org.tr). 

Fortunately, the Turkish banking system grew in a steady way since 2001(BRSA): (1) loan volume and 
particularly retail loans and SME loans have increased, (2) the share of loans within the national income has 
increased (while the rate of loans to national income at the end of 2003 was 18,4%, it increased to 37,4% in 2006 
(BRSA, 2006)), (3) the non-performing loans has decreased, (4) the intermediation function became more effective 
in banking. In fact, the most noteworthy characteristic of the post-crisis period in the Turkish banking sector is 
the increase in foreign bank penetration to the banking sector. This penetration occurred and still continues to 
occur as foreign direct investment through the full acquisition of Turkish banks or via strategic partnerships 
(Serdaroğlu & Süer, 2006). 

Actually, Turkey faces the application of Basel II Accord together with other structural reforms as a part 
of efforts to join the European Union. Due to the Basel II, the banking institutions, in Turkey, have accelerated 
their efforts to improve the evaluation, calculation and disclosure of risk. It is planned to apply Basel II standards 
in Turkey, in January 2008. Initially, the standardized approach will be implemented. The following tables depict 
the selected indicators of the Turkish banking system. 
 

Table 1: Turkish Banking System / Selected Indicators (2001-2006) 
(in million of Turkish Liras) 

 2001 2002 2003 2004 2005 2006 
 December December December December December March 
Total assets 179,675  212,681 249,693 306,448 396,963  412,466
Capital adequacy 
ratio (%) 

15.3  25.3 30.9 28.8 24.2  23.5

NPLs (%) total loans 29.3  17.6 11.5 6.0 4.8  4.5
ROA (%) -5.5  1.1 2.3 2.3 1.7  0.7
ROE (%) -69.4  9.3 16.0 16.4 11.8  5.3
Source: IMF Country Report No. 06/402, November 2006 

Table 2: Number of Banks Operating in Turkey 
 1999 2000 2001 2002 2003 2004 2005 2006 

Deposit banks 
    State-owned 
    Privately-owned 
    Banks under Deposit 
    Insurance Fund 
    Foreign banks founded in 
    Turkey 
    Foreign banks having  
    branches in Turkey 

62 
4 

31 
8 

 
5 

 
14 

61 
4 

28 
11 

 
5 

 
13 

46 
3 

22 
6 

 
3 

 
12 

40 
3 

20 
2 

 
4 

 
11 

36 
3 

18 
2 

 
4 

 
9 

35 
3 

18 
1 

 
6 

 
7 

34 
3 

17 
1 

 
6 

 
7 

34 
3 

17 
1 

 
6 

 
7 

Development and Investment Banks 
    State-owned 
     Privately-owned 
     Foreign-owned 

19 
 

3 
13 

3 

18 
 

3 
12 

3 

15 
 

3 
9 
3 

14 
 

3 
8 
3 

14 
 

3 
8 
3 

13 
 

3 
8 
2 

13 
 

3 
8 
2 

13 
 

3 
8 
2 

Source: www.tbb.org.tr 
Nowadays, the presidential election produced enough controversy to create frustration in the political 

arena. The existing political fragility has the potential of negatively affecting the economic system, the financial 
markets and the implementation of expected new rules and regulations, including banking system related issues, 
in the near future. Such a situation can be considered as a real threat not only for the financial sector, but also the 
real sector and the financial intermediation process. 

 



 ©Copyright 2007 by the Global Business and Technology Association   707 

MAIN RESULTS ABOUT THE IMPACT OF BASEL II ON 
THE LENDING PROCESS IN TURKEY 

 
As previously stated, this paper is concerned with understanding the impact of Basel II on the lending 

process in the banking sector of a developing country, Turkey. The results, which are presented below, are based 
on three sources: (1) interviews with seven professionals (owners or managers of SMEs and consultants, their 
names will be kept confidential ), (2) review of academic literature (based on academic journals ), (3) review of 
professionals’ views (based on journals, newspapers, conference reports, etc.).  

 
Impact on the efficiency of financial intermediation 
  

Due to the risk management culture provided by Basel II, Turkish banks will have to put into practice 
modern risk management techniques. So, as the banking sector will   become more resistant to external shocks, 
the efficiency of financial intermediation between financial institutions and real sector will increase, in the 
medium and long term. In other words, as the financial system will become more stable, more transparent and 
reinforced against shocks, the amount of resources available to the real sector will increase dramatically. (CBRT, 
2005). 
 
Impact on cost of funding 
 

The New Capital Accord will increase the regulatory capital for lower rating classes. Therefore, many 
concerning parties worry that bank lending to emerging markets would decline (Reisen, 2001; Griffith-Jones 
2003). Moreover, the OECD club rule existing in Basel I will be replaced by the credit rating rule under Basel II. 
Although this rule can be considered as a more and more fair treatment, this change can be regarded as a real 
threat for Turkish banks, benefiting currently from the advantages of this rule. The adoption of Basel II will 
considerably increase the regulatory capital for sovereign borrowers rated below BB. Turkey’s actual rating is 
BB-. Under Basel II, Turkish Banks’ cost of funding from international markets is likely to be affected 
negatively. 

Since the cost of funding from international markets will increase, the borrowing conditions in the new 
environment will be stricter for Turkey. This increase will be because of the fall in the capital adequacy level due 
to low country rating. When the results of quantitative impact studies are analyzed, it can be observed that 
although Basel II will significantly decrease capital adequacy levels. However, since the actual capital adequacy 
ratios of banks in Turkey are sufficiently high, the ratio will still remain above the minimum level after Basel II. 
Quantitative Impact Study conducted by the Banking Regulation and Supervision Agency indicates that the 
consolidated capital adequacy ratio of 23 banks currently standing at 28.8 percent will decline to 16.9 percent 
under Basel II. The deterioration in the capital adequacy in Turkey will stem particularly from foreign currency 
Treasury bills and bonds and the newly added operational risk capital requirement (these items are subject to 
high capital requirements under Basel II). 

Furthermore, although regulatory environment of the Turkish banking sector becomes more and more in 
line with the internationally accepted standards, the adoption, in the future, of the advanced risk measurement 
methods of Basel II will impose additional costs to the Turkish banks for investment in information technologies, 
human capital and organizational restructuring. (Alıcı & Özgöker, 2006). 

The results of surveys demonstrate that the utilization of Internal Ratings-Based Approaches will lead to 
higher capital requirements for “high-risk” assets and will lead to lower capital requirements for “low-risk” 
assets. Accordingly, “more sophisticated” banks (particularly foreign banks) will benefit from the application of 
advanced techniques. Such a situation will increase the discrepancy, which is currently existent, between foreign 
or very dominant domestic banks and the small and medium sized Turkish banks, in terms of “cost of funding”.      
 
Impact on pricing 
 

After the adoption of Basel II, credits will be evaluated according to their risk structures by using very 
sophisticated risk measurement methods and pricing will be done accordingly. As far as the risk measurement 
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methods become more formalized and rigorous, the risk-adjusted pricing policies will be reinforced and the 
probability of making bad loan decisions will reduce. 

Although the banks will use ratings as the main input for calculating the expected loss implied by a 
given loan, in other words, though the rating will be the key indicator of the cost a bank incurs for a given loan, 
several other criteria like type, maturity, collateral will be reflected in the pricing of the loans that the firms will 
use. This risk-focused credit pricing will affect inevitably the loans’ amounts and prices in a positive or negative 
way.  

Basel II provides several changes concerning “collateral”, which is a very important factor that banks 
consider when pricing a loan. One of the most important changes, which has the potential of significantly 
affecting the lending process in Turkey is the following: The customer’s cheques and notes as well as group 
guarantees that are highly used in the market will no longer be considered as collateral in borrowing from the 
banks. This change jeopardizes seriously the firms using frequently cheques and notes and group guarantees as 
collateral for getting bank credit. The pricing of loans may increase for this kind of firms if they fail to offer 
suitable collateral to their banks. As a consequence, a move towards other kinds of financial institutions such as 
leasing, factoring may become popular among these firms. 

 
Impact on loans to “low-risk” corporations 

 
By the adoption of Basel II those firms having a sound financial structure will easily access to 

the bank credits. Large and strong companies are generally viewed as less risky and more credible 
relative to their smaller competitors since they are able to offer more qualified guarantees and 
collaterals. Thus, in the new framework, they will continue to have more financing opportunities. 
 
Impact on loans to small and medium size entreprises 

 
Small and medium size enterprises play a crucial role in the Turkish economic system. The percentage 

of SMEs out of the total number of firms is 99,8% (KOSGEB, 2006). Besides, bank loans can be considered as 
the principal source of business finance, especially for SMEs. Most of the empirical researches’ findings about 
the SMEs in Turkey show that many of them have difficulties in using credits from banks and in employing the 
corporate governance principles effectively. Most of them use high-level real estate as collateral in borrowing 
from the banks. The main weaknesses of most of the Turkish SMEs can be summarized as follows: (1) Capital 
inadequacy; (2) Lack of transparency and standardized bookkeeping and registration; (3) Lack of technological 
infrastructure; (4) Lack of qualified human resources; (5) Problems about the formation of corporate culture; (6) 
Problems about the procurement of collaterals; (7) The involvement in unrecorded economy (8) etc.  

Current situation displays that most of the SMEs in Turkey will have difficulties in getting good credit 
rating from rating agencies. So, capital requirements applicable to loans to SMEs will increase, compared to the 
existing framework, particularly under the IRB approach. Accordingly, an increase in the financing costs for 
SMEs and a decrease in the amount of credit supplied to these latter will occur. This fact is very important, since 
these SMEs facilitate the creation of new job opportunities and help to increase the economic growth in the 
country. 

CONCLUSION 
 

As in most of the developing countries, banks are the main financial intermediaries and bank lending is 
the main source of finance in Turkey. For this reason, the adoption of the New Capital Accord, also known as 
Basel II, can be considered as a crucial development for the financial system, in Turkey. As a matter of fact, 
Turkey, having the objective of joining to the EU, has to incorporate Basel II into its system. Although the 
Turkish banking system can not be considered as “ready” for the full implementation of Basel II rules and the 
adoption process of Basel II still contains many unknowns, we believe that it is well placed to benefit from Basel 
II.  

It is crucial to emphasize that Turkish commercial banks are obliged to have credit risk evaluation 
systems that comply with Basel II requirements in the very near future. In other words, the adoption of advanced 
credit risk measurement techniques without delay is vital for especially small and medium size Turkish banks, 
having less sophisticated structures, in the face of severe competition of foreign-owned and major Turkish banks, 
having already sophisticated structures.   
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 After the adoption of the new framework, the biggest challenge will be particularly for small and 
medium size non-financial enterprises. In the new framework, SMEs will be required to have internationally 
congruent accounting standards, to operate in a more transparent manner, to improve their governance structure 
and to have enhanced risk management practices throughout their organizations. 

As as result, it is obvious that Basel II will affect significantly the development of the Turkish financial 
and non-financial entreprises over the next years. A successful adaptation to Basel II will certainly contribute to 
the financial stability of the Turkish financial system by means of enhanced risk measurement methods and a 
more transparent financial environment. 
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ABSTRACT 
 
Few areas of psychology have attracted as much controversy as that of intelligence (IQ). Some experts argue 
that intelligence is the most important aspect of individual differences, whereas others doubt its value as a 
concept. The specific aim of the study is to determine the definition of human intelligence.  This is more 
specifically directed towards general cognitive ability and emotional intelligence (EQ). The research was 
conducted at a tertiary institution. The question arises whether subjects with high cognitive, emotional or social 
abilities will necessarily achieve better results. The study will also determine whether there is a statistically 
significant difference between individuals with high scores in a general cognitive ability test and emotional 
intelligence test versus academic performance.  Data was collected by means of tests and were analysed by 
descriptive, correlational and inferential statistics. Kendall’s rank- order correlations yield a negative relation 
between academic performance and general cognitive ability. Positive relations exist between academic 
performance and emotional intelligence. Inferential statistics proved that males and females do not differ 
significantly on the three dependant variables.  
 

 “Research is exemplified in the problem solving mind as contrasted with the let-well-enough-alone-mind. It is 
the composer mind instead of the fiddler mind. It is the tomorrow mind instead of the yesterday mind.” 

Charles F. Kettering (1996) 
 

INTRODUCTION 
 
Most people probably feel that they understand the meaning of intelligence (IQ), however, it is actually rather 
difficult to provide a good definition. Sternberg (1985) states the following definition: “Mental activity directed 
toward purposive adaptation to, and selection and shaping of, real-world environments relevant to one’s life”. 
Sternberg’s definition is very much in line with the opinions of most experts (Eysenck, 1998).  
 
IQ is one of those concepts with which most of us feel familiar. Although it is a term in common use, as a 
psychological construct it is very complex, promotes fierce debate amongst academics, and despite many years 
of research, in many respects it remains elusive. 
 

MUTIPLE INTELLIGENCES 
 
Multiple intelligences are defined by Gardner (2000) as follows: 
 
Logical/mathematical intelligence 
 
Logical intelligence is the ability to solve problems by observation, reasoning and the ability to calculate and to 
think things through in a logical, systematic manner. These are the kinds of skills highly developed in engineers, 
scientists, economists, accountants, detectives and members of the legal profession. Famous examples: Albert 
Einstein, John Dewey.  
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Linguistic intelligence 
 
Linguistic intelligence is the skilled use of language in communication and the ability to read, write and 
communicate with words. Authors, journalists, poets, orators and comedians are obvious examples of people 
with linguistic intelligence. Famous examples: Charles Dickens, Abraham Lincoln, T.S. Eliot, Sir Winston 
Churchill.  
 
Visual-Spatial Intelligence  
 
Spatial intelligence is the ability to perceive relationships between objects in space. It can be defined as the ability to 
think in pictures and visualize a future result or to imagine things in your mind's eye. Architects, sculptors, 
sailors, photographers and strategic planners need visual-spatial intelligence. You use it when you have a sense 
of direction, when you navigate or draw.  Famous examples: Picasso, Frank Lloyd Wright.  
 
Musical intelligence 
 
Musical intelligence is the talent for playing musical instruments, composing or singing. Furthermore it is the ability 
to make or compose music, to sing well, or understand and appreciate music as well as to keep rhythm. It's a 
talent obviously enjoyed by musicians, composers, and recording engineers. But most of us have a musical 
intelligence which can be developed. Think of how helpful it is to learn with a jingle or rhyme.  Famous 
examples: Mozart, Leonard Bernstein, Ray Charles.  
 
Bodily kinesthetic intelligence 
 
Bodily intelligence is the ability to perform physical movements with precision and grace. The ability to use your 
body skillfully to solve problems, create products or present ideas and emotions. An ability obviously displayed 
for athletic pursuits, dancing, acting, artistically, or in building and construction. You can include surgeons in 
this category but many people who are physically talented–"good with their hands"–don't recognize that this 
form of intelligence is of equal value to the other intelligences. Famous examples: Charlie Chaplin, Michael 
Jordan.  
 
Interpersonal (social) intelligence 
 
Social intelligence is the ability to understand the moods and intentions of others. This enables a person to work 
effectively with others, to relate to other people, and display empathy and understanding, to notice their 
motivations and goals. This is a vital human intelligence displayed by good teachers, facilitators, therapists, 
politicians, religious leaders and sales people. Famous examples: Gandhi, Ronald Reagan, Mother Teresa, Oprah 
Winfrey.  
 
Marlowe (1986) claims that social intelligence consists of the following five domains: pro-social attitude 
interests, social and empathy skills, emotionality and social anxiety.  According to Taylor (1990) each of the five 
factors was found to be independent of verbal and academic intelligence, although more representative samples 
and studies need to be performed before generalizations can be made with regard to his theory. Social 
intelligence is seen as a result of intellectual and social maturity, which evolves and develops throughout one’s 
life. 
 
Thorndike (1920), defined social intelligence as “the ability to understand and manage men and women, boys 
and girls, to act wisely in human relations”, and includes inter- and intrapersonal intelligences in his theory of 
multiple intelligence. These two intelligences comprise social intelligence.  
 
The importance of appropriate social behavior and effective individual functioning within a context and 
environment, social interactions, interpersonal relationships, future planning, coping with daily life and attaining 
goals, cannot be underestimated. 
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Emotional intelligence 
 
Emotional intelligence (EQ) forms a subset of social intelligence, specifically with regard to knowledge, 
appraisal and utilization of emotions in an intelligent manner (Goleman 1995, Cooper and Sawaf, 1997). 
 
Salovey and Mayer (1990) define EQ as: “The subset of social intelligence that involves the ability to monitor 
one’s own and others’ feelings and emotions, to discriminate among them and to use this information to guide 
one’s thinking actions. Cooper and Sawaf (1997) define EQ as: “the ability to sense, understand and effectively 
apply the power and acumen of emotions as a source of human energy, information, connection and influence.”  
 
Goleman (2004), has expanded Salovey and Mayer’s definition of emotional intelligence into five main 
domains: knowing one’s own emotions, managing emotions, motivating oneself, recognizing emotions in others 
and handling relationships. 
 
EQ is a new or recent psychological construct which needs to be further explored, expanded and developed 
through research.  Robbins (2007) defines EQ as the ability to detect and to manage emotional cues and 
information and consist of self awareness, self-management, self motivation, empathy and social skills. 
 
Social scientists are just beginning to uncover the relationship of EQ to other phenomena, e.g., leadership 
(Ashforth and Humphrey, 1995), group performance, individual performance, interpersonal / social exchange, 
managing change, and conducting performance evaluations.  
 
More and more managers and organizations are realizing that IQ or academic intelligence is not the only 
building block of success, but that EQ is a crucial aspect of performance, successful leadership and effective 
customer relationships; it is about managing one’s own emotions and the emotions of others in such a manner 
that it creates a path to goal attainment (Bagraim, Cunningham, Potgieter and Viedge, 2007).  

Emotional intelligence and neuro-psychology 
While children are still young, Goleman (2004) argues, there is a "neurological window of opportunity" since the 
brain's prefrontal circuitry, which regulates how we act on what we feel, probably does not mature until mid-
adolescence.  
 
According to Goleman (2004) the work done by LeDoux (1993) indicates a neural pathway between the 
amygdala and the neocortex in the brain.  The amygdala acts as a storehouse of emotional memory in the brain 
(Eysenck 1998). Its purpose therefore, would be to play an important part in the linking of emotion, memory and 
the brain. 
 
Intra-personal intelligence 
 
Intra- personal intelligence is the capacity to understand one's own feelings and emotions and to use them to guide 
one's own behaviour. The ability for self-analysis and reflection–to be able to quietly contemplate and assess 
one's accomplishments, to review one's behaviour and innermost feelings, to make plans and set goals, the 
capacity to know oneself. Philosophers, counselors, and many peak performers in all fields have this form of 
intelligence. Famous examples: Freud, Eleanor Roosevelt, Plato. 
 
Naturalist Intelligence 
 
Naturalist intelligence is the ability to recognize flora and fauna, to make other consequential distinctions in the 
natural world and to use this ability productively – for example in hunting, farming, or biological science. 
Farmers, botanists, conservationists, biologists, environmentalists would all display aspects of this intelligence. 
Famous examples: Charles Darwin, E.O. Wilson.  
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TRADITIONAL APPROACHES TO HUMAN INTELLIGENCE 
 
Traditional approaches to human intelligence include biological, cognitive and more recent system approaches to 
intelligence.  Eysenck (1979) described intelligence thus as an ability, which may be seen in practice, and at 
times it is not visible in practice. He further notes that intelligence should be deducted from observed behavior 
and to accomplish this, it is necessary to use certain scientific rules of experimental procedures.  
 
Aristotle made a valuable and lasting contribution towards the concept of intelligence when he contrasted the 
actual observed activity or behaviour of an individual with some hypothetical underlying capacity on which he 
observed activity dependent. This helped psychologists to arrive at the notion of ability.  

BIOLOGICAL APPROACH TO HUMAN INTELLIGENCE 
 
According to Sternberg (1994) the biological approach to human intelligence aims to find an internal locus of 
abilities for every individual.  This approach is concerned with how the anatomy and physiology of the brain and 
the central nervous system account for intelligent thought. 

COGNITIVE APPROACHES TO HUMAN INTELLIGENCE 
 
Cognitive approaches to human intelligence do not contradict biological approaches, but rather complement 
them. According to Sternberg (1994) a continual interaction between the two levels of processing is inevitable. 
Cognitive approaches are primarily concerned with the relation of intelligence to the internal world of the 
individual. Another focus of the cognitive approaches would be to investigate the information-processing 
routines, which underlie intelligent thought. 

THE SYSTEMS APPROACH TO HUMAN INTELLIGENCE 
 
The systems approach to human intelligence developed with the aim of finding a more integrated and holistic 
view of intelligence. Researchers have realized the importance of the interaction between biology, cognition and 
social systems. Sternberg (1994) calls an approach that tries to look at the interaction of cognition and context as 
a system approach to intelligence.  The systems approaches to intelligence attempts to integrate cognition, 
biology and context.  
 
Sternberg (1994) points out, however, that whether abilities mentioned by Gardner (2000) can all be viewed as 
intelligences or whether they can be accepted as distinct, is a matter for debate. 
 

METHODOLOGY 
 
Two tests were used namely the Learning Potential Computerized Adaptive Test (LPCAT) and the Emotional 
Intelligence Test.   
 
According to Jones and Day (1997), the non-academic intelligences, for example practical, social, emotional, 
interpersonal and intrapersonal intelligences are thought to be different from the types of intelligence needed to 
excel in solving academic problems. These non-academic intelligences will all, however, be of value in terms of 
a predictive value in education as well as determining outcomes of education. 
 
Some of the similarities of the non-academic intelligences include that individuals high in these abilities have 
extensive declarative and procedural knowledge that can be retrieved and applied in a flexible manner as the 
individual define and solve problems for which no one correct problem interpretation or solution may exist.  
Process and procedures 
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The experiment took place during normal lectures for Personnel Management in the computer laboratory of a 
tertiary institution, the atmosphere of which created a sense of warmth besides being comfortable and participant 
friendly. Instructions were given and time was allowed for questions before commencing with the tests.  
 
The students were encouraged to be honest and concentrate solely on completing the tests and remain seated 
until all participants have completed their tests. The purpose and aim of the test and process were explained to 
the participants and they were afforded the opportunity of questions.  
 
The test sequence was that the LPCAT would be performed first where after the Emotional Intelligence test 
would follow. The test process on the computer were explained and gone through before the start to ensure total 
understanding of what is required from them and make them confident. The actions required the use of only two 
keys, i.e. spacebar and enter keys. 
 
LPCAT  
 
The Learning Potential Computerized Adaptive Test (LPCAT) was used because it was developed in South 
Africa for multicultural South African context.  Legislative requirements for psychological testing in South 
Africa were followed in the construction of the LPCAT.  It is intended to serve as a screening instrument to 
assess learning potential in the nonverbal reasoning domain in such a way that inadvertent discrimination against 
previous disadvantage groups can be countered. 
 
The LPCAT has been constructed as a computerised adaptive test using the three-parameter item response theory 
model. The adaptive process involves items being interactively selected from an item bank during testing to 
match the estimated level of performance of each individual participant. This ensures improved accuracy of 
measurement at various levels, while also improving individual motivation of participants. 
 
Emotional intelligence 
 
Emotional Intelligence Test Jerabek, I (1996) Emotional IQ Test, Body-Mind were used to determine the general 
level of emotional intelligence for the population. 
 
The emotional intelligence test is a computerised test, which consists of 70 questions, of which the scores are 
calculated by a central computerised online program. The test normally takes some 30 to 40 minutes to complete.  
• The test attempts to measure the five domains of emotional intelligence, namely:  
• Self-awareness - recognising and understanding your moods and feelings, and appreciating their impact 

on others 
• Self-regulating - controlling disruptive impulses 
• Motivation - a desire to work for intrinsic rewards and pursue goals with persistence 
• Empathy - understanding other peoples’ emotional make-up 
• Social skill - managing relationships and associations by finding common ground with others 
Correlations research 
Correlational research, unlike experimental research, does not involve the manipulation of independent variables. 
Instead correlation research assesses the relationships among naturally occurring variables with the goal of 
identifying predictive relationships (Feldman, 1999).  When two kinds of observations are observed empirically 
to be closely related, a scientist may still have considerable difficulty in deciding whether one variable causes the 
second. 
 
Two variables that are related are said to be correlated, but correlation does not necessarily imply causation. 
Because human beings are accustomed to understanding causation in terms of sequential time relationships, 
scientists may attempt to establish casualty by demonstrating that variations in one set of observations are 
associated with observations at a later time (Seamon and Kenrick, 1994). But simply to measure two variables at 
different points does not mean that the cause and effect relationship is conclusive.  
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RESULTS 
 
Correlation 
 
Spearman’s and Kendall’s correlation was done to determine if there is any significant relationships or 
correlations between the three dependant variables, the results of which are presented in Tables 1 and 2. 
 

Table 1: Kendall’s rank-order correlation - Academic performance 
 

ACAD 0,0968   
N= 32   

Sig= 0,444 
 

  

T Score -0,1246  -0,1329 
N= 32 N= 32 

Sig= 0,329 Sig= 0,297 
EQ   ACAD 

   (* P≤ 0,05) 
It is evident from Table 1 that Kendall’s Rank-order Correlation yields a negative insignificant correlation 
between academic performance and general cognitive ability. A positive but insignificant correlation exists 
between academic performance and emotional intelligence. None of these correlations are statistically significant 
(p > 0,05). 

Table 2: Spearman’s rank order correlation 
Academic performance 

 
ACAD 0,1542   
N=  32   
Sig=  0,400 

 
  

T Score  -0,1879  -0,1992 
N=  32 N= 32 
Sig=  0,303 Sig= 0,274 
EQ   ACAD 

                                (* P≤ 0,05) 
 

According to Table 2 a negative association exists between academic performance and general cognitive ability 
as well as between academic performance and emotional intelligence. These correlations were calculated by 
means of Spearman’s rho and proved to be insignificant significant (p > 0,05). 
Inferential statistics 
The Mann-Whitney U–Test which is a non-parametric statistic, was performed to determine if gender has any 
affect whatsoever on the three dependant variables. Table 3 shows that the males and the females do not differ 
significantly (p > 0,05) on the three dependant variables. 
 

Table 3: Mann-Whitney u-test: gender 
 

Variable Group Mean U-Value W-Value Significance 
Male (16) 17,53 111,50 247,50 0,439 LPCAT 
Female(16) 15,47    
Male(16) 15,22 107,50 243,50 0,4450 Academic 
Female(16) 17,78    
Male(16) 16,53 126,00 263,50 0,985 EQ 
Female(16) 16,47    

(* P≤ 0,05) 
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The Kruskal- Wallis one-way analysis of variance was done to determine if age has any significant affect 
whatsoever on the three dependent variables and on the pre-test and post-test scores. The results are presented in 
Table 4. 

Table 4: Kruskal- Wallis one-way analysis of variance: Age 
 

Variables Group Mean Respondents Chi square Significance 
1 21,40 5 3,6929 0,436 
2 17,06 8   
3 13,19 8   
4 13,33 6   

LPCAT 
T-Score 

5 19,80 5   
1 14,10 5 9,8189 0,8025 
2 19,31 8   
3 15,31 8   
4 24,00 6   

Academic 
Performance 

5 7,30 5   
1 18,20 5 5,7977 0,2148 
2 18,88 8   
3 19,06 8   
4 15,92 6   

EQ 

5 7,60 5   
1 21,40 5 4,070 0,3965 
2 17,44 8   
3 13,31 8   
4 12,58 6   

LPCAT 
Pre-test 

5 19,90 5   
1 21,00 5 5,5599 0,2345 
2 17,50 8   
3 13,06 8   
4 11,58 6   

LPCAT 
post-test 

5 21,80 5   
(* P≤ 0,05) 

Key 
 

20 years of age Group 1 
21 years of age Group 2 
22 years of age Group 3 
23 years of age Group 4 
25, 29 and 31 years of age Group 5 

 

CONCLUSION 
 
A negative insignificant relation between academic performance and general cognitive ability was found and a 
positive but insignificant correlation exists between academic performance and emotional intelligence. A 
negative association exists between academic performance and general cognitive ability as well as between 
academic performance and emotional intelligence. According to Spearman’s rho correlation this results proof to 
be insignificant. 
 
Human potential gets wasted unnecessarily due to untapped abilities, lost opportunities, perceptions, race, gender 
and lack of knowledge of what human intelligence and potential really constitute. Effective educational and 
motivational interventions could address this problem. More research is needed to understand how our ability, 
capability and emotions affect our lives, especially in South Africa. 
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ABSTRACT 

 
In recent years, the adoption of 3G mobile services has been exceptionally rapid in many parts of the world. This 
paper seeks to extend current empirical knowledge of French consumer behaviour with respect to 3G/FOMA 
content services and to examine how it may influence the consumption of new technologies and new services, 
including an analysis of the motivation to switch to 3G. The results indicate that while emotional value is 
regarded as the most important attribute in the choice of 3G/FOMA mobile service, price was the most 
influential factor affecting the purchase decision. The paper commences with an extensive review of technology 
acceptance theory, followed by a discussion of a proposed enhanced technology acceptance model. It then 
introduces new concepts of marketing strategies for equipment suppliers and operators and concludes with 
suggestions for future studies in this under-researched area. 
 
 

INTRODUCTION 
 
The world changes so quickly that it's hard to keep up. With the emerging need for more bandwidth and cell 
capacity, existing mobile phone systems are migrating towards advanced bearer technologies – Third Generation 
(3G) – a broadband cellular network with multimedia services. 3G is creating unparalleled economies of scale. 
Given the great success of GSM–2G in the world, consumer desire for more features, and corporate need for 
higher margins, 3G has received considerable attention. An industry-wide commitment is already producing a 
truly mass-market technology and we are starting to experience rapid changes in consumer behaviour. This 
makes it a truly fascinating time for a researcher to study mobile services purchasing motives and perceptions of 
new mobile applications.  
 
Understanding the user as a combination of economic, social and behavioural components allows us to study the 
motives that affect consumer behaviour. Furthermore, this approach gives insights into the use of mobile 
services, including the perceived value-added services, while collecting general information about the users. 
While previous 3G studies paint a rich picture that can provide some useful points for academic research design, 
it is difficult to extract implications for more specific design questions related to particular types of mobile 
services as most studies have been restricted to corporate marketing use.  
 
In this study we investigate the level of 3G acceptance among French users, using Alcatel’s 3G Reality Centre 
and FOMA show room in Vélizy, France. A focus group methodology tests whether the Theory of Reasoned 
Action (TRA) and Innovation Diffusion Theory can help to predict 3G content services adoption behaviour. The 
main objectives of the study are: i) exploration of the key success factors in the adoption of 3G content services; 
ii) the orientation of service development in the middle of a lifecycle, iii) examination of the causal relationships 
between the variables that affect 3G content services adoption behaviour. 
The major contributions of this study are: 

- The suggestion that technology acceptance theories was to be developed in the mobile technology 
environment; 

- Identification of the perception of 3G mobile services in France and the preference services among 
French users , which is useful for enterprises’ endeavours to develop high value services (applications); 
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- Illustration of the drivers and barriers to subscription growth.  
-  

TECHNOLOGY, SERVICES AND MARKETS IN THE 3G 
TELECOM FIELD 

 
 International trends in technology and services 
 
In October 2000, South Korea's SK Telecom launched the world's first commercial 3G service followed, one 
year later, by Japanese NTT DoCoMo. This offered wireless access to multimedia content at broadband speeds 
and has millions of active users. Around the world, 3G operators are generating revenues and increasing their 
average revenues per users (ARPUs) from 3G data applications. However, Asia continues to be the leader in 
adoption as witnessed by the fact that DoCoMo's 3G/FOMA’s subscribers surpassed 30 million in November 
2006.  
 
 
 
 
 
 
 
 
 
 
Figure 1: Prospective subscriber evolution by Technology 2004-200 (Mckincey repport, 2004) 
 
Apart from 3G technologies, our discussion will focus on 3G content services. This recognizes that the use of 
wireless applications is highly fragmented and dependent on cultural factors such as user demographics and 
lifestyles. Moreover, use is heavily driven by technological development and innovations. Thus, mobile industry 
actors need to a) better understand the values of mobility in content production and b) widen the current user 
base considerably in order to be able to support the profitable growth of the industry. 
 

The French market for 3G 
With mobile penetration at more than 80%, the GSM-2G French market is mature, with the result that mobile 
operators such as Orange and SFR understand they need to develop 3G services and increase their revenue. 
UMTS, launched at the end of 2004, grew only slowly at the beginning and after six months had only 200.000 
subscribers. Public consumers constitute 90% of SFR’s subscribers, whereas at Orange, they only account for 
70%, the rest being business clients”. 
 
The first feedback on 3G services is positive, with the interest of 25% of videophony users which has been 
considered the ‘flagship’ 3G service, 50% of Mobile TV, downloading video and music (25%) is very attractive 
in the market. Concerning the coverage, Orange presents 80% in France with EDGE (200Kbit/s) network; SFR 
presents 50% with UMTS network. 
 
Now that mobile services are available, how to meet customers’ needs better and how to improve the system 
performance have become essential questions. 
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In information systems research authors rely on acceptance theories to study the user’s perception and potential 
adoption of an innovation. Two theoretical approaches are useful in analysing 3G content services adoption: 
 

Innovation Diffusion Theory 
The main concern of the innovation diffusion research is how innovations are adopted and why innovations are 
adopted at different rates. Rogers’ (2003) IDT contends that innovation characteristics are primary determinants 
in the innovation adoption process. The five attributes he examines are: relative advantage, compatibility, 
complexity, observability, and triability. Empirical and non empirical studies have successfully used the five 
attributes to predict innovation diffusion and adoption (Tornatzky and Klein 1982), withth 49 to 87% of the 
variance in the rate of the adoption explained by these five attributes. 
According to Rogers (1995), adopters of an innovation can be classified into 5 ideal adopter categories that share 
similar socioeconomic status, personality values and communication behaviour (Figure 2). 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2: Relationship between categories of customers and product life cycle phases (Rogers, 1995) 
 
Rai et al. (1998) have used innovation diffusion theory to investigate the development of telecommunication 
systems. Patten et al. (2003) proved the usefulness of this approach in analysing the adoption of IP telephony.   
 

Technology Acceptance Theory  
Several existing technology diffusion/acceptance models, such as the Theory of Reasoned Action (TRA), the 
Technology Acceptance Model (TAM) and the Theory of Planned Behaviour (TPB), can be used to examine 
technology adoption.  
 
The TAM, which was proposed by Davis (1989), is based on constructs and relationships in the TRA (Fishbein 
and Ajzen, 1975). It determined that perceived usefulness and perceived ease-of-use were relevant factors for the 
evaluation of user acceptance. This model has been shown to have good predictive validity for both initial 
adoption as well as continued use of a variety of information technologies (Adams et al. 1992; Davis et al. 1989; 
Mathieson, 1991). 
 
Most acceptance models focus on some aspects of user acceptance and provide a detailed structural analysis. 
Like with TAM, there are two main variables: “Perceived usefulness” and “Perceived ease of use”. We will try 
to test TAM in 3G mobile services environment and give  some suggestions. 
 

RESEARCH METHODOLOGY  
 Focus group methodology 
Focus groups are organized by key customer segments or user groups Lovelock and Wirtz (2004) emphasised 
the strengths of focus group discussion compared to other key customer feedback tools: they are transaction 
specific, actionable and facilitate first-hand learning. This approach gives good indications as to behavioural 
processes and is considered as cost-effective. 



 ©Copyright 2007 by the Global Business and Technology Association   721 

 
Evrard and al. (2000) consider that focus groups have certain advantages: 
1 – In collective discussions, the results have a wider perspective because they offer richer and wider 
experiences. 
2 – They allow the exchange of information and consideration of a specific problem from different points of 
view. 
3 – A problem resolved in a group setting results in easiest and strongest individual acceptance of proposed 
solutions. 
 
Evrard and al. (2000) argue that focus groups avoid individual bias when the studied subject is emotive or 
complex. In addition, they are well adapted to phenomena in which group behaviour and social norms influence 
perceptions and attitudes. In such situations, focus group methodology is considered as preferable to individual 
interviews and qualitative research. 
 

Research procedure 

Preparation 
Research questions were formulated in collaboration with colleagues, at the same time as potential participants 
were contacted and checked for willingness and availability. Then a detailed interview guide was designed. The 
participants were briefed about the nature of the questions, and when and how the interviews were going to be 
run.  

Research questions 
Primary issues to address were:  
   Q1: Among the different 3G services available, which services will be the most popular in the French market?  
   Q2: What are the main consumer drivers for using 3G services? 
   Q3: What are the main barriers for consumers to adopting 3G services? 
Secondary issues, we will analysis their perceptions to:  
1 – Evaluate the potential of the 3G offers within the French market, taking into account the market’s current 
maturity with regards to users’ expectations; 
2 – Identify conditions and leverages of success for a 3G launch in terms of positioning and marketing mix. 

Test groups 
Two focus groups were taken from the primary target populations: “technophiles” and “active social nomads” (a 
total of 14 French consumers). All group members spend more per month on their mobile phones than the 
French average.  
1 – "Technophiles" are individuals from 25 to 45 years old, fond of new technologies (equipped with recent 
handsets incorporating the latest technological features, holding several NICT devices,…), and are likely post-
paid users spending more than EURO 40 per month for their mobile services; 
2 – "Socio-active nomads" are individuals from 25 to 45 years old, spending at least 20% of their business time 
out of the office, spending 2 or 3 evenings per month with friends or relatives, more reluctant or conservative 
with respect to new technologies, prepaid or post-paid users spending more than respectively, EURO 30 or 
EURO 40 per month for their mobile services. 
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Table 1: Profile of participants 
 
Each group was given a live demonstration of the following 3G services: 
1 – 3G services: video-telephony (mobile to mobile and mobile to PC), video messaging (video mail box) and 
video streaming (CNN live, etc.); 
2 – FOMA services: video-conference, video-live (live images from a camera installed in a well-known square in 
Tokyo), applications downloading. 
 
Participants represented a cross-section of consumers for the two targeted groups, and were paid for their 
participation.  
 

Live demonstration procedure 
Each group was given a live demonstration of several 3G services: 
1 – 3G services: video-telephony (mobile to mobile and mobile to PC), video messaging (video mail box) and 
video streaming (CNN live,…); 
2 – FOMA services: video-conference, video-live (live images from a camera installed in a well-known square in 
Tokyo), applications downloading. 
Live demonstration of the following services: videophone, video mailbox, video stream (live TV), 
videoconference, downloads, video surveillance (Tokyo streets), games.  
The order of presentation was changed between the 1st and 2nd groups, to enable an accurate analysis that would 
overcome the “wow effect” of novelty (Traditionally, progressive familiarisation with similar products might 
cause under-assessment of the more recent ones, however new and/or attractive they actually are). 
 

Duration Actions 
15 min first contact with participants, 

description of their own mobile 
phone usage 

15 min focus on the links between usage and 
expectations 

10 min first perceptions and knowledge 
measurement of 3G 

120 min real offer assessment 
20 min overall view and marketing mix 

Table 2: Guide for group procedure 
 
Each demonstration was followed by participants’ first impressions, usage suggestions, symbol proposals and 
personal interest assessment. 
 
 

  Technophile Nomad 
Male 5 4 

Gender Female 2 3 
25-35 5 4 

Age 35-45 2 3 
Single 2 4 
Married 
no kid 3 1 

Marital 
statuts 

Married, 
with 
kids 2 2 
Junior 0 0 
Middle 3 5 

Occupa 
-tional 
level Senior 4 2 
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MAIN FINDINGS 
 
In this section we present the results of our study regarding the utility of formal routines as a medium for transfer 
of knowledge and experience.  The focus is on participation and potential differences in opinion between the 
participants and the monitor of groups in this are of importance. 
 

 Hierarchy of attractiveness of 3G services 
 

 

 

 
 
 
 
 
 
 
Figure 4: hierarchy of attractiveness 
 
A preference for video-communication was clear (video conferencing and video telephony), suggesting that the 
strength of the emotional appeal of the image is important. This is perhaps related to perceived business benefits 
for professional users. Many participant groups were attracted to the concept of video TV/camera connectivity to 
the world, liking the entertainment / information benefits 3G mobility affords; whereas only the Technophiles 
were attracted to downloading services. It appeared that for the Socio-active Nomads, who are generally thought 
of as being low power users of Internet technology, the idea of having games was of minimal interest. Video-
messaging and video-live were not much appreciated. In fact it was rejected: the participants consider them to be 
of no significant "value" (they thought of them as pure gadgets). 
In general the market is for well-off, educated people, with these services often used in professional situations. 
Several representative verbatim comments follow: 
 
"For young executives or spoilt kids" (Technophile) 
“Thanks to the compatibility with the PC, you can communicate with everyone" (Technophile) 
"My company is considering giving me a new one with a camera, they believe it will be useful in some cases" (Socio-active 
nomad) 

 

 Fundamental drivers 
An encouraging element emerged when we asked focus group participants to talk openly about the new or 
coming generation of mobile telephony. Their expectations were totally aligned with what 3G is expected to 
deliver. The key expectations were images, personalization, quality, speed and greater mobility. 
Our study revealed two fundamental drivers corresponding to two potential positioning stands for 3G: 
1 – Emotion and sharing: Regardless of the target population, there is a preference for video telephony and video 
access (TV news, sports, etc.). Images have an emotional strength and impact that make communication more 
intense. They can be a way to improve connections with the rest of the world or to simply amuse oneself while 
travelling or away from home. 
A more sincere, warm communication 
"Absolutely fantastic to be able to see people we talk to!" (Socio-active nomad) 
A broader, bigger, more intense communication 
"With the image we feel more, the information gains credibility"  (Technophiles) 
 

High Potential 
(+)

 

Low Potential 

Video Conference 
Video telephony 

Video TV/Camera 
services 

Downloading 
services 

Video messaging 
Video live 
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2 – Functional performance: greater independence that helps users to save time and shrink distances. It also 
means greater speed and capacity to store information, pocket Internet, and intelligent telephony that provides 
users with the information they need. 
 
Faster, even more "on time", on hand Internet access 
"It makes me think of a pocket internet" (Socio-active nomad) 
A real storage capacity that transforms the mobile phone into a miniaturised PDA 
"You can store the messages; it gives you a memory of the past" (Technophile) 
There is a need for an appropriate balance of emotion and independence for each target population. 

- For adolescents and young technophiles, this is a concentration on emotion through music and video 
clips. 

- For mature technophiles, it is both emotion and independence. 
- For mainstream adults, it is emotion. Emotion in this case is the idea of sharing with those who are 

emotionally close even when they are physically far away, and also to share special moments. 
- For professionals, it is above all independence. 

 
 
 
 
 
 
 
 
 
Table 3: A mix of emotion and independence to be adapted to each target population 
 

 Barriers to success  
We have identified 4 major barriers that could impede the successful adoption of 3G in France: 
Price: 

- Price of the handsets, which are significantly more expensive than 2G. 
- Price of services, which will lead to increased expense at a time when the economy points to strong 

price sensitivity and consumer control of spending. 
- Without some form of subsidy for mobile handsets, widespread adoption will be slow. 

Technology: 
- 3G telephony seems to raise many of the same fears that we have seen with computers: security 

associated with viruses and spam, the inevitability of technical problems. 
- The Technophiles frame their questions in terms of image quality and sustained network quality as well 

as handset design and ergonomics. 
Ideology: 
A reflection of the expected impact of 3G on society. There are 4 central ideas: 

- Reinforced individualism. 
- Intrusion into private life through the image function. 
- “Face-to-face” phone conversations will become the norm, and those who do not want to show 

themselves will arouse suspicion. 
- Video surveillance as made possible by this technology elicited the idea of permanent control over 

users’ behaviour and gave rise to fears of “Big Brother”. 
Behaviour: 
3G will bring changes to the way in which we use telephones, and this is not necessarily seen as progress at the 
present time. For example, it would mean: 

 Emotion Independence 
Gen Y -  young 
technophiles 

++  

Mature 
technophiles 

+ + 

Mainstream 
adults 

+  

Professionals  ++ 
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- Restriction of movement in that you would hold the phone in front of your face to talk. Focus group 
participants found it very difficult to imagine using video telephony while walking down the street or 
anywhere in public. 

DISCUSSION AND LIMITATIONS  
 
The findings show that 3G is the next step and the "natural" continuity of the current mobile offer with 
attitudinal factors and normative factors. The attitude factors are found to have significant influence on 
behavioural intention in both groups.  
 
Secondly, in France there is not a massive "I must have it" attitude. Because of a number of important 
drawbacks, the status, experimentation and perceived benefits are not yet powerful enough, even among 
Technophiles, who show increasing signs of cautiousness (a feeling that the market is evolving too quickly, 
disturbing their personal and economic equilibrium). End-users’ expectations indicate that there are still 
improvements to be made to the basic user contract (handset autonomy, network...). However, despite user 
concerns, there is a feeling that due to the video-communication, image, quality, speed, and personalization of 
services, 3G could be positively received by this current mobile generation. At this level, with high expectations 
of technological performances, it’s important to keep user expectations aligned with technological offerings. The 
study illustrates that French mobile users will adopt 3G through perceived value of the services made available 
and not through technology. It appears that users need time to accept the product offerings – in other words not 
too be rushed into consuming services they perceive as potentially disagreeable (such as perceived behavioural 
control). Furthermore, it’s important to be careful about launch and diffusion timing and to keep in mind 
consumers’ integration capacities. If so, 3G will likely face a progressive development, and in a mid-term 
timeline given some perseverance and financial stability, will attain success.  
 
Thirdly, synthesizing data with the theory of planned behavior from focus groups reveals a hierarchy of user 
needs with regards to converged services. In similar fashion to the popular Maslow hierarchy, the needs at the 
lower levels represent a more primate interest among users and, in some cases, must be fulfilled prior to 
elevating to the next step. Generally speaking, older respondents were more likely to verbalize needs at the 
higher levels in the hierarchy. Perhaps this finding is due to more sophisticated associated with complex 
lifestyles. Accordingly, it comes as no surprise that older audiences articulated more sophisticated needs than 
their younger counterparts. 

                                        3G users’ hierarchy of need 
 
 
 
 
 
 
 
 
 
 
 
Figure 5: hierarchy of mobile user’s needs  
 
Fourthly, the Technology Acceptance Theory is a limited way of testing the mobile services, since it evaluates 
only user’s acceptance -usage without mobile criteria. In future research, we should look for a model which 
would be better suited to evaluate the lifecycle of a potential mobile service, considering both usage and mobile 
criteria. 
 
The findings in this research will assist practitioners in formulating measures to improve the diffusion of 3G 
content services in France. The main limitation of the study is that only 14 French consumers participated in this 
qualitative study. Hence, the results obtained may not be generalized to the French public. Thus, additional 
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quantitative studies on a larger scale utilizing Structural Equation Modelling (SEM) should be conducted to 
further understand French consumers’ needs and to validate our findings. 
 

CONCLUSION  
 
One major objective of this study was to find empirical support for the technology acceptance theories. TAM’s 
two assumptions (perceptions of usefulness and ease of use) were supported, but it’s insufficient to transfer and 
evaluate the services mobiles, because this model was not able to explain the specialities of mobility and cost of 
network.  
Through the focus group method, we tried to list all 3G mobile services according to preference. Thus, 
companies can do something to increase users’ self-efficacy. In our studies, the emotional value was clearly a 
more important adoption factor than other attributes. This will help 3G players’ to define 3G marketing strategies 
which seek to produce applications or services with more emotional value so as to align themselves with users’ 
needs, particularly for research & development issues. Another crucial element is pricing in the decision–making 
process. In this case, marketing planners should consider their pricing strategies carefully. 
In the future, 3G will have to take into account more situational factors in order to provide their users with a 
user-friendly experience. To this extent, capturing user feedback by operators effectively can greatly improve the 
usefulness of mobile services.  
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Content services Technophile Socio-active nomad 
Video-conference "I’m sure they will love it, they are always phoning 

each other, several times a day!"  
"It helps to avoid wait, I call him and then I call you 
back when we try to organise something together"  
"I don’t want to find back the quality of a Webcam… 
it’s a little bit overdone, all this fuss for such a little 
difference! The image is vague, there is a delay with 
voice“  

"It’s nice when there is a party or a family 
event and you are far away…"  
“I’m not sure I want to be seen. And If I refuse 
to be seen, people will suspect something. It is 
trouble”  
 

Video-telephony 
 

"For companies where subsidiaries are far from one 
another"  
"For all the lovers in the world" 
"To share an event with others. A motionless travel” 
"Very useful for girls when they shop! When you are 
visiting an apartment and have to take decisions 
quickly"  
"Its reminds me more of a Webcam than of a 
videoconference technology"  

"The relation will be richer", "To say 
goodnight when you are far away 
"To reassure clients"  
"To show something to the doctor if you can’t 
go and see him."  
 

Video-live 
 

"You see, you can spy your neighbours, you can peep 
in like with "The Loft" Big Brother!" 
"The Eye of Moscow!", "It can be useful… but it’s 
dangerous"  
"What is the purpose, to see cars passing by?"  
"To see the snow level when we choose a ski resort"  
"Great if you can see a concert that is taking place at 
the same moment somewhere else in the world"  
"OK if you use it for same purposes, such as looking 
after your baby"  

"An excellent idea when you want to control 
people!"  
"See if there are free places in a parking before 
entering"  
 

Video messaging 
 

"No interest at all"  
"A way to extend the personalization of your mobile"  
"I call certain people several times a day, I’ll get fed up 
with this! You don’t need to show it every time"  
"You must manage its use, you won’t use it all the time, 
for sure, only when you want to drop some little event"  
“it’s a gadget and the quality of image is not good 
enough” 
"This is good for operators because it consumes a lot of 
time… but it brings nothing to you"  

“MMS with a film together, a better MMS" 
"it's convivial, I film and send" 
“The reception is simple, but the sending 
might be more complicated" 
 

Mobile TV "This is real time! We can live at the same rhythm as 
the rest of the world"  
"The image makes it so much stronger and credible 
than only words! You feel more!"  
"You open yourself to the world"  
"The image is not in tune with the sound. I’m a little bit 
disappointed; it has the same weaknesses as the 
Webcam. Maybe we’ll have to wait until it makes some 
more progresses"  

"Fantastic, I can bring my TV with me!"  
"For people who travel, who want to stay 
connected but do not find the time to sit down 
and look at the TV"  
"It incites me to take the public transports 
instead of my car!"  
"You can isolate yourself without bothering 
the people around you"  

Applications 
downloading  
 

"I am fascinated"  
"I’ll love it when I’m out of the office and have nothing 
to do for a while!"  
"Only one device to carry… with everything in it"  
"You can search right on time, you don’t have to 
prepare everything before you leave"  

"A kind of Gameboy for kids, a gadget for 
me"  
“To download learning software for learning 
foreign languages, something more 
educational or cultural”  
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ABSTRACT 
 
The paper aims at analyzing the nature of relations between Non – Governmental Organizations and 
International Corporations. In first instance the study concentrates on identifying the key determinants of NGO’s 
behaviors. The following section is a description of business environment of International Companies based on 
H. Deresky’s Open Systems Model. Three levels of interrelations have been mentioned, including the Operating 
Environment, the Host – Country Environment and the Global Environment. The basic assumption is that some 
of the factors influencing the decisions of NGOs can also influence the strategic and operational decisions of 
International Companies, as well as their development potential. On the other hand, this relation can also be 
observed in the opposite direction, where the factors influencing the business environment of the companies can 
also have some effect on important political and economic decisions of their home or host country governments. 
Different areas in which the discussed players can carry weight on private business organizations are being 
discerned in this paper. The solution proposal provides an analysis of influence of determinants of NGO’s 
behaviours on determinants of business environment of International Corporations with use of correlation 
analysis method. 
 

INTRODUCTION 
 
 In a global World the role of Non – Governmental Organizations (NGOs) grows continuously. In past 
decades this type of organizations became an important player on the geopolitical scene. Strong popularity of 
some NGOs forced other geopolitical players such as National States, Intergovernmental Organizations and 
International Corporations to treat them as a regular and equal partner when planning their strategic decisions. 
The economic reality shows numerous examples, when actions of International Companies had to be changed 
because of opposition from NGOs’ side. Such a situation creates the need to search for areas where both 
organisms can reciprocally influence themselves. An elaboration of a model of such interrelations would allow a 
smoother strategic planning of the development of International Corporations. The present paper aims at 
analyzing the impact of Non – Governmental Organizations behaviours on those of International Corporations. 
To achieve this goal the authors propose to first take a look on the determinants influencing the actions of both 
organisms. Fig. 1 below shows a brief scheme of such a relation.  
 

DETERMINANTS OF NON – GOVERNMENTAL 
ORGANIZATIONS BEHAVIORS 

 
 



 ©Copyright 2007 by the Global Business and Technology Association   729 

 Variable determinants of NGO behaviours are those that in short- or medium – term can be subject to 
external influences. The meaning and relevance of presented factors will be evaluated by expert rankings in 
further parts of the paper. To this group belong the following: 
 

 
Fig. 1 Non – Governmental Organizations Vs International Corporations 
Source: own study 
 
 

• Organizational Goals – the most important determinant of NGO behaviours. The formulation of goals 
of a given NGO will be crucial for other factors influencing its regular operations. Organizational goals 
draw a profile of future volunteer – workers, financing sources, action profiles and territorial 
engagement.   

• Financing sources – the main assumption for NGO’s credibility is its independence, which can be only 
achieved by transparent and differentiated sources of financing. Nevertheless the financing methods can 
change with different actions performed by NGOs and that is the reason for which the authors decided 
to include this factor into variable determinants of NGOs’ behaviours. 

• Area of operation – factor determining the extent of NGO’s operational ability and at the same time the 
span of its zone of influence. NGOs can act locally or globally, depending on the formulation of their 
goals. Global NGOs often use the tactic of global goal formulation with local method application. Such 
an approach on one hand realises a wider strategy, but on the other helps adapting to the local needs. 

• People involved – people are at least as much important as finance for NGOs activities. From the 
definition NGOs are rather multicultural environments, but one has to bear in mind that they will be 
strongly influenced by cultural roots of people supporting and working for them. 

• Ability to Change - NGO’s ability to adapt its profile of actions to the changing situation, accordingly to 
actual needs. The individual level of this determinant indicates NGO’s effectiveness through its 
adaptive skills. 

 The constant determinants are those which remain unchangeable until an important strategic change in 
the life of a given NGO occurs. Some of the constant determinants of NGOs’ behaviours are the political 
environment, founding members, knowledge management and others. These factors will not be taken into 
account in further analysis stages, because they remain stable for the functioning of international corporations in 
short or medium term. 
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Determinants of  
Behaviours of NGOs 

N O I S E

N O I S E

Important determinants 

Constant determinants Less important determinants 
 



730 ©Copyright 2007 by the Global Business and Technology Association 

 

THE BUSINESS ENVIRONMENT OF INTERNATIONAL 
CORPORATIONS INSIDE THE OPEN SYSTEMS MODEL 

 
The Open Systems Model derives form physics, where an open system signifies a free flow of matter 

and energy inside and outside the system. In management science it signifies – per analogiam – a system that 
acquires raw materials, capital and qualified staff from outside and – through technology and human abilities 
transforms them into goods and services. Those are sent back to the macro – environment where they are 
purchased by the customers. Closed systems are in opposition to open ones. They allow matter in- and outflows 
but it is not the case of energy. From the economic point of view a closed system is self – efficient and does not 
come into interactions with its environment. 

H. Deresky (2006) proposes the application of this concept for analysis of business environment of 
International Corporations. Deresky divides it into three groups: Operating Environment, Host – Country 
Environment and Mega Environment.  
The determinants of Operating Environment are the following: 

• Legal Regulations – a set of legal acts determining the functioning of mother country companies. Three 
main types of legal systems can be actually found in the world - European Continental Law (codes and 
legal acts), Common Law (judicial precedents) and Religious Law (religious books).  

• Culture in Organizational Aspect – mainly understood as the influence of local human factor on 
numerous aspects of organizational behaviours. From the organization’s spectrum the cultural factors 
that bear the most important effect on the functioning of organizations are: the level of orientation 
towards the results, the ability of strategic planning and the orientation towards a human being. 

• Skills – special predispositions and preparation of mother country population towards entrepreneurship, 
team work, problem solving and adaptation to variable environment. Another group of skills are those 
areas of industry and economy in which the mother country population shows competitive advantage 
due to some historical reasons or unique conditions of local natural environment. 

• Social Responsibility – the level of awareness of mother country population about the questions from 
Corporate Social Responsibility area. In general this idea bases on an assumption that an enterprise’s 
managerial board should take into account the needs of all shareholders, not only the major ones, i.e. 
workers, suppliers, local communities, Non – Governmental Organizations, business partners, investors, 
individual shareholders or single proprietors.  

• Ethics – directly linked with social responsibility. It determines the strength of enrooting of moral rules 
in mother country society and shows the level of compliance to these ideals in economic praxis. Ethics 
can be also understood as a general ability of the society to solve the entity of problems that arise with 
economic development of a country in an ethical way.  

The Host – Country Environment Determinants form the following group: 
• Economic Factors – general economic system (free market economy, a centrally planned one or a 

totalitarian system with elements of free market); investment risk in host – country; stability of host – 
country economy as an indicator of investment attractiveness; stage of economic development (rich 
developed countries, developing countries or Third World countries); GNP structure; adopted economic 
and fiscal policies; disproportions in distribution of welfare; model applied for redistribution of fruits of 
society’s work. Although Deresky sees the local competition as a separate determinant the authors 
decided to include it into the group of Economic Factors as well. 

• Political Factors – every enterprise’s investment decision has to be preceded by an analysis of host – 
country political risk. T.W. Shreeve (1984) divides this risk in two types: the macro – political and the 
micro – political risk and proposes a list of seven possible events from the political risk area: 
expropriation of enterprise’s assets without due and adequate recompense; forced sale of actions to host 
– country citizens, usually below their real value; discriminative treatment of foreign companies when 
applying the rules of law; creation of abroad fund transfer barriers (profits or actions); deprivation of 
technology or other intellectual property (patents, trademarks, brands); interference in decision making 
processes; fraud of state authorities and their representatives, including the recalling or changing of 
former agreements, bribe extortion, etc. 

• Technological Factors play a crucial role in modern economy and can be perceived dually – as a general 
level of host – country technological and scientific advancement (number of host – country international 
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industrial patents) or as the level of host – country’s preparation for the reception of modern innovative 
businesses. This factor’s indicators are the number of public and private independent research 
institutions and think – tanks focused on technological development, the percentage of GNP invested 
into scientific research and education, existence of national innovation strategy, level of intellectual 
property protection, incentive programs for creation of research nets, number of international R&D 
projects, level of compliance of technical and informatics solutions elaborated and applied in host – 
country with those available in the rest of the World (Ostry, 1998). 

• Culture in individual aspect – mainly understood as its influence on communication between 
individuals. It can be observed in the following areas: varying society organizations (hierarchical, 
democratic); adopted system of values; individual ways of thinking (depending on the obtained 
education); varying social roles of citizens; attitudes towards entrepreneurship and other forms of 
activity; perception of time (circular or linear);  role of language and non – verbal communication 
(including the body language); proxemics – the extent of personal space in both private and professional 
life; role of touch and cultural context in multicultural communication. 

• Subsidiary & Host – Country Interdependence – level of interdependencies between companies 
investing and operating outside their country of origin and the host – country. Some countries will be 
encouraging the inflow of Foreign Direct Investment by providing numerous incentives for foreign 
enterprises interested in entering their internal markets (tax deductions, cheap ground, infrastructure, 
technology, trained staff), whereas others will be protecting their local businesses by rising market entry 
barriers for foreign companies (excessive licensing, high customs levels, direct and indirect aid 
available to competitive local companies, strengthening of national monopolies). 

The Mega Environment determinants are: 
• Global Trends and Forces – the entity of economical and political phenomena that together with 

international and global institutions and Intergovernmental Organizations are bearing an indirect, but 
important influence on strategic decisions of managerial boards of enterprises. The manager’s role is to 
identify and rank a big number of events from this area. The ability of selecting the important ones, a 
consequent and skilful building of enterprise’s international position and lobbying groups becomes 
today a crucial skill in the field of international management. PR agencies, lobbying groups and some of 
the NGOs can be very helpful in this field. 

• Global Competition – the functioning of international enterprises in global competition does not 
essentially differ from its substance on a local or regional market. Still two main pillars of the system – 
consumers and producers do exist. The difference comes with a higher number and scale of competing 
subjects, new marketing forms and distribution channels, size of logistics operations, diversified access 
to raw materials and others. All of the above causes automatically a much higher complexity of issues 
to deal with.  

• Multi – National Companies & Host – Country Interdependence – the main difference between this 
determinant and the Subsidiary & Host – Country Interdependence is the direction of the relation. When 
at a regional level it was rather the foreign or mother country company that was the beneficiary of 
potential help from the state, in the actual case it is the host – country that can be strongly dependent on 
international businesses operating and paying taxes on its territory. Difficulties encountered by global 
businesses can have strong effects on host – country’s economy, in particular on its tax revenues, 
unemployment rates or accessibility to modern technologies and level of innovation inflow (Deresky, 
2006). 

• International Law – the multilateral international agreements, the United Nations Universal Declaration 
of Human Rights, International Court of Justice rulings and laws issued by other international 
organizations (i.e. EU, WHO, WTO, WIPO, ITU, UNESCO) are forming the body of public and private 
international law and do strongly influence the global environment of International Companies. 

• Level of Global Technological Advancement – available technologies in World’s scale. When taking a 
decision about entering the market and investing in a particular host – country the leaders have to take 
into account the relation of host – country’s technological advancement and its ability of new 
innovations creation in comparison to the level of technology available around the World in general. 
This and preceding factor are not a part of the Open Systems Model, but the authors decided to add 
them in order to make the picture more complete.  
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SOLUTION PROPOSAL 
 
 The subject of analysis consists of four groups of factors. The first group is a set of determinants of 
Non - Governmental Organizations behaviours described in paragraph above devoted to this matter: 

• Group A – variable determinants of Non - Governmental Organizations behaviours 
The next three groups belong to Business Environment of International Corporations and have been described 
above. These are the determinants of International Corporations behaviours in following areas: 

• Group B – variable determinants of International Corporations Operating Environment 
• Group C – variable determinants of International Corporations Host – Country Environment 
• Group D – variable determinants of International Corporations Mega Environment 

Each of the groups A, B, C, and D is composed of factors that will be subjects to analysis. The constant 
determinants of NGO behaviours have been omitted on purpose, as they cannot be influenced in short- or 
medium – term by any external agents. In effect each of the groups is a 5 element ensemble, where: A [a1, a2, … 
a5], B [b1, b2, … b5], C [c1, c2, … c5] and D [d1, d2, … d5]. 
 
 The influence of determinants of Non - Governmental Organizations behaviours on factors 
influencing the development of International Corporations will be analyzed. Although in longer term the nature 
of geopolitical processes should be seen as non – linear because of occurring noises and disturbances, in short – 
term it can be treated as multitude of short linear events. This fact allows the application of several statistical 
methods, from which the authors decided to choose the correlation analysis. The second assumption is that an 
indirect analysis of described interactions will be performed because of the condition that the behaviours of 
International Corporations are being directly influenced only by the determinants of their business environment. 
In other terms the conclusions about the NGO influence on International Corporations will be drawn from the 
nature of NGO impact on three groups of determinants of their business environment. This means that the 
subject of analysis is the influence of group A on groups B, C and D. Further research will be lead in 4 steps and 
will consist of expert evaluations, homogeneity of variance check, experts’ credibility check and check of 
interrelations occurrence. 
 
Step 1 – Expert Evaluations 
For the needs of further analysis same group of independent experts performs an evaluation of significance of 
each determinant, assuming that the sum of points given by every expert cannot exceed 100. This assumption 
standardizes the evaluation of experts in relation to a maximal number of one hundred points. In this way sets of 
evaluations for each group of factors are obtained. Table A shows an example for group A – Non - 
Governmental Organizations, where a1, a2, … a5 stay for its behaviour determinants described above. The 
presented figures are only a simulation and cannot be treated as real expert statements at this stage of research. 
 

Table 8: Expert significance evaluations for group A – Non - Governmental Organizations 
Group A 

Expert a1 a2 a3 a4 a5 
Σ of 

points 
X1 22 10 24 12 9 77 
X2 28 21 9 17 19 94 
X3 28 7 12 20 23 90 
X4 27 10 23 14 19 93 
X5 31 15 13 21 17 97 

Source: own study 
Step 2 – Homogeneity of Variance Check 
As a result of statistical calculations Table 1 has been extended into Table 2 (shown below) by addition of 
average values of expert evaluations, their variances and standard deviations both for each expert and every 
determinant. These values will be used in further calculations. 
 

Table 2: Expert significance evaluation for group A – Non - Governmental Organizations – extended table 
Group A 
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Expert a1 a2 a3 a4 a5 Average Variance Stand. Dev. Σ points 
X1 22 10 24 12 9 15,4 49,8 7,06 77 
X2 28 21 9 17 19 18,8 47,2 6,87 94 
X3 28 7 12 20 23 18 71,5 8,46 90 
X4 27 10 23 14 19 18,6 46,3 6,80 93 
X5 31 15 13 21 17 19,4 50,8 7,13 97 

Average 27,2 12,6 16,2 16,8 17,4     
Variance 10,70 30,30 46,70 14,70 26,80 Average Variance 25,84 

Stand. Dev. 3,27 5,50 6,83 3,83 5,18 Average Stand. Deviation 5,08 
Source: own study 

 
For evaluation of homogeneity of variance the Hartley test will be applied. The use of this tool is possible 
because the assumption of identical sample sizes of all probes is fulfilled.  

It takes the following form: 2
min

2
max

max S
S

F = , where Fmax – Hartley statistics value;      2
maxS - maximal probe 

variance value; 2
minS  - minimal probe variance value. 

If Fmax ≤ fmax (value taken from statistical tables), there is no reason for elimination of hypothesis about 
homogeneity of variance.  
 
Calculations example 1: Variance Significance Check - Hartley test for group A 

( ) 6,204;4;05,0max =f , where α = 0,05 – significance level, k = 4 number of degrees of freedom for 2
maxS , v 

= 4 number of degrees of freedom for 2
minS (Zielinski, 1972). 

Conclusion: as for group A Fmax = 4,36  Fmax ≤ fmax, also there is no reason for abolishing the hypothesis about 
homogeneity of variance, variances in group A are homogeneous.  
Same reasoning has been applied for groups B, C and D, which resulted in obtaining similar tables for 
International Corporations Operating, Host – Country and Mega Environment. As this paper is only a 
presentation of the method, other tables have not been entirely included because of their similarity. Table 3 
below shows average, variance, standard deviation and Fmax values for groups B, C and D. 
 
 Table 3: Important statistical magnitudes for groups B, C, D. 

Group B Group C Group D 
Average 12,8 16,6 16,8 20,4 22,4 21 17,6 16,6 19,2 22,2 19,2 16,8 20,6 14 19 
Variance 16,2 60,3 34,2 41,8 24,8 32,5 13,8 21,3 8 12,7 48,2 66,2 55 72,5 68,5 

Stand. Dev. 4,02 7,77 5,85 6,47 4,98 5,7 3,71 4,62 2,83 3,56 6,94 8,14 7,42 8,51 8,28 
Fmax = 3,72 Fmax = 4,06 Fmax = 1,50 

 Source: own study 
 
It can be easily seen that variances from groups B, C and D are homogenous as well, which allows the authors to 
proceed to the next step. 
 
Step 3 – Experts credibility check 
The checking of credibility of experts will be performed by testing the reciprocal influence of their evaluations in 
different groups. 
Hypothesis: no correlation between evaluations of a given expert for groups A and B exists (A & C and A & D 
per analogiam). 
Assumption: the correlation test of determinant evaluations is performed for each expert separately. The relations 
between evaluations proposed by different experts are not taken into account. 
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The Student test type t will be used for this purpose. It takes the following form: 

mn
S

XX
t

i

iKiA
iAK 11

+

−
= ,       

where Xi = Experti, I = {1…5}; n = 5, m = 5; K = {B v C v D} – actually analyzed group of determinants. 

( )222
iKiAi SSS +=  - summary variance ; 2

ii SS =  - standard deviation for average expert ratings in groups 
A and K. 
 
Calculations example 2: Check of correlation of evaluations of Expert 1 for groups A and B 

( ) 83,98,468,491 =+=S   
Value of statistic t for the evaluations of Expert 1 in groups A and B: 

64,0
63,083,9

4

5
1

5
183,9

4,194,15
1 =

⋅
=

+

−
=ABt   comparison with critical t parameter value taken from 

statistical tables, for (n+m-2) = 8 number of degrees of freedom, at α = 0,05 significance level. 
Conclusion: as t1AB = 0,64 and  ( ) 306,28;05,0 =t   t1AB < ( )8;05,0t , also there is no reason for abolishing the 
hypothesis about lack of correlation between evaluations of expert 1 for groups A and B. This means that when 
evaluating one of two groups of determinants, expert 1 is not being suggested by his evaluations of the second 
group. His evaluations can be then judged as objective. 
Same reasoning has been performed for all the experts and all of them have been proven as reliable.  
 
Step 4 – Check of Interrelations Occurrence Between Groups A and B 
Hypothesis: There is no correlation between average evaluation of all experts for a given determinant from group 
A and average evaluation of all experts for a given determinant from group B (groups C and D per analogiam). 
Assumption: the correlation of average evaluations for each pair of determinants is being performed separately. 

The Student test type t will be used for this purpose. Here it takes the following form: 

mn
S

ka
t

ij

ji
ijAK 11

+

−
= , 

where ai – A group determinant subject to analysis; kj – B, C or D group determinant subject to analysis; i,j = 
{ 1…5} – amount of experts; n = 5,   m = 5; K = {B v C v D} – actually analyzed group of determinants. 

( )222
kjaiij SSS +=  - summary variance; 2

ijij SS =  - standard deviation for average evaluation of determinant 

a1 and b1 
 
Calculations example 3: Check of correlation of evaluations of determinants a1, b1 for groups A and B: 

( ) 19,52,167,1011 =+=S  
Value of statistic t for average evaluations of determinants a1 and b1 

39,4
63,019,5

4,14

5
1

5
119,5

8,122,27
11 =

⋅
=

+

−
=ABt   comparison with critical t parameter value taken from 

statistical tables, for (n+m-2) = 8 number of degrees of freedom, at α = 0,05 significance level. 
Conclusion: as t11AB = 4,39 and  ( ) 306,28;05,0 =t   t11AB ≥ t(0,05;8). The test is significant, which means that 
there is evidence for abolishment of hypothesis saying that there is no correlation between average evaluation of 
all experts for a given determinant from group A and average evaluation of all experts for a given determinant 
from group B. In fact such a correlation does exist, which proves that a situation when a determinant from group 
A influences a determinant from group B is possible. 
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 Same reasoning should be made for all pairs of determinants from groups A & B. Due to a high 
number of tests to perform and complexity of calculations this part of research will be made in future with use of 
more advanced statistical tools. The authors want to stress that all of the above is a method presentation only 
with simulative data and should be read as such. All mathematical values have been approximated to hundredth 
parts. All statistical equations and calculations have been performed on basis of information published in 
(Zielinski, 1972). 
 

CONCLUDING REMARKS 
 
 Basing on the above the authors believe that the proposed method of correlation analysis can be 
applied for research of interrelations between determinants of Non - Governmental Organisations and factors 
influencing strategic decisions of International Companies. Because of available statistical values this method 
seems to be a more relevant and promising tool for scientific analysis of interrelations than a simple query with 
expert opinions without further elaboration. Nevertheless a higher number of experts involved would raise the 
evaluations credibility. The authors think that further research should be concentrated on the direction and nature 
of discovered interrelations and the development of methods presented in the present paper. 
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ABSTRACT 
 
In a debate that has come of age over the last decade, very few question whether there is a link between 
economic actions and ecological effects.  This paper makes the assumption that these two issues are intimately 
intertwined and examines the debate surrounding the impact of new technology in the ecological sustainability 
of a globalizing world. The primary area of focus is agriculture and the debates emerging from the use of 
GMOs, the transmission of such technology and the questions of intellectual property rights that surround the 
transfer of this technology. 
 

‘To use or not to use’ (with apologies to Shakespeare) is the hottest new question in the fields of the 
world.  Widely varying claims, range from hailing genetically modified organisms as the answer to the food, 
population and the environmental crisis facing humanity today; to damning them as unimaginative responses to a 
set of problems that demand a whole new approach to science, technology and ecological politics.  Worse, critics 
liken these GMOs to bandages over suppurating wounds, which at best simply serve to obscure the problem and 
at worst contribute to irreversible long term damage.  One thing however is clear – GMOs which are a part of 
today’s food and agriculture industry are here to stay.  The only question that then arises is that of the managed 
use of this technology with a minimum of risk and a maximization of potential.  In endeavoring to explore the 
debate, the first section of this paper outlines the basic definitions, the nature of genetically modified organisms 
and their location within the debate on ecological sustainability.  Section two discusses the question of risk and 
the precautionary principle.  The final section looks towards the future in examining the legal ramifications of 
technological answers to greater human questions of ecological survival and puts forward one possible set of 
approaches to the management of this technology. 

SECTION ONE 
Ecological sustainability provides one boundary line for the definition of nearly all economic activity in 

the world today.  Gone are the days when environmental concerns played second fiddle to political and 
economic choices.  The idea of the sustainability of systems, defined as the capacity of any group of interrelated 
processes to maintain themselves over time, extends now to the natural processes with which human society 
interacts.  As early as 1987, the World Commission on Environment and Development (WCED), also known as 
the Brundtland Commission, defined sustainable development as the “capacity to meet the needs of the present 
without closing off opportunities for the future.” (WCED:43)  This definition was reinforced by the World 
Business Council for Sustainable Development (WBCSD) which emerged after the UN Conference on 
Environment and Development (UNCED) held in Rio in 1992.  The WBCSD defines the term as “forms of 
progress that meet the needs of the present without compromising the ability of future generations to meet their 
needs.” (WBCSD) 

   Within these larger definitions more system specific ones have emerged.  Of specific relevance to this 
paper is the definition of sustainable agriculture posited by the International Seed Federation (ISF) as “the 
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evolving management and conservation of the natural resource base in any given region, and the global 
orientation of technical and institutional change, in such a manner as to ensure the steady attainment and 
continued, safe satisfaction of human needs for present and future generations.” (ISF –FAQ) 

All these definitions, of course, are also bounded by economic rationality expressed in choices made to 
create new distribution networks, enhance existing ones and maximize profit.  Ever since the early 1990s this has 
meant the penetration of capital into new markets and dissolution of sovereign boundaries in trade relations – 
commonly termed globalization.  In agriculture this involves the extension, both quantitatively and qualitatively, 
of the seed industry over the entire world.  See Figure one which illustrates the growth of the global seed 
industry. 

Figure One 

  
Source: International Seed Federation (ISF-STAT) 

The quantitative expansion of the seed industry generates some debate on the politics of corporate 
penetration into other states.  However, it is the qualitative development, expressed primarily in the creation of 
technologically sophisticated genetically modified organisms (GMOs), which causes the greatest debate today. 

According to the Australian Academy of Science, GMOs are defined as organisms “with genetic material that 
has been altered using gene technology.” (AAS) According to the ISF, genetically modified (GM) crops are 
those that have been genetically enhanced using modern biotechnology to carry one or more beneficial new 
traits.” (ISF – GMC) In essence, the creation, of a GMO involves the intrusion of industrial technology into what 
has always been perceived, somewhat romantically, as a completely natural process.  This perception of the 
GMOs role in agriculture forms the beginning of the divide between those for GMOs and those against. 

Genetically modified crops have a number of advantages over those conventionally grown.  Over the 
last two decades, the growth in the use of GMOs has been explosive with modified corn / maize, soybeans, 
cotton and canola now being grown in large quantities.  In addition oil seed rape, chicory, squash and potato 
varieties are also available. (WHO – Biotech).  As table one illustrates, GM technology now has a large share of 
specific crops. 

Table One:  GM technology share of crop plantings in 2004 by country (% of total plantings) 
 Soybeans Maize Cotton Canola 

USA 85 45 76 77 
Canada 55 67 N/A 75 
Argentina 98 80 63 N/A 
South Africa 43 14 70 N/A 
Australia N/A N/A 80 N/A 
China N/A N/A 65 N/A 
Paraguay 72 N/A N/A N/A 
Brazil 23 N/A N/A N/A 
Uruguay 100 N/A N/A N/A 
Source: (Brooks and Barfoot: 20) 

While there is little doubt that there are millions of undernourished and malnourished people around the 
world, there is a raging debate on whether that situation is due to the availability of food or whether it is a 
question of distribution of the existing resources.  In either case, GMOs are held out as the answer to the 
problem.  Created to be highly disease and pest resistant, yields from such seeds are higher. Increased yields and 



738 ©Copyright 2007 by the Global Business and Technology Association 

lower input costs could lead to better income for the global poor.  Since by definition, GMOs require fewer 
applications of pesticides and herbicides, the amount of agro-chemicals leaching into the groundwater is 
reduced.  According to a study by Brookes and Barfoot, “there has been a 14% reduction of the ‘environmental 
footprint’ on the cropping area devoted to GM crops since 1996.” (Brookes and Barfoot:10).  Today plants exist, 
that express genetic properties of naturally existing bacteria that control insects and other pests.  (Gould and 
Cohen) 

Plants that are now being developed also show better resistance to drought conditions.  By enhancing 
the expression of the gene that controls root system development, researchers were able to engineer tomato 
plants that survived periods of drought up to thirteen days. (Park et al 2005).  Such hardiness, when translated to 
the fruit itself allows for greater ease of transport and for much longer shelf life. 

In addition to quantitative increases in food supply, there are other advantages to using GMOs.  
Enhancement of the nutrition potential in food crops helps address the problems of malnourishment.  Monsanto’s 
Golden Rice was developed for its potential to deliver increased Vitamin A, thus preventing blindness caused by 
poor diets. (Galeng Jr.).  Needless to say, the increased flavor and enhanced taste of the foods produced from 
GMOs are like icing on the cake.   

The push to use GMOs in greater numbers is very strong.  In fact, proponents of GMOs argue that 
human society has evolved into such a dependency relationship with technology that attempts to replace it with 
more “natural” options could prove disastrous.  Given all this, one would assume that GMOs would be the 
answer to the environmental dilemma.  The acceptance, however, is mixed. 

SECTION TWO 
Even with all the above arguments in their favor, GMOs upset ecological sensitivities on many levels.  

It is the creation of a new entity that does not and cannot occur naturally and it is this lack of space for the GMO 
in the “natural” ecosystem that raises concerns in the debate on ecological sustainability.  Over the last six 
decades, the penetration of “non-natural” components into the ecosystems has caused significant instability.  
Human created chemicals have pushed natural systems into eutrophication and have caused holes in the ozone 
layer simply because of their inability to find a “natural” niche.  The fear today is that the GMOs are the 
biological equivalent of the DDTs and the CFCs of the last century.  Worse, GMOs are directly linked to the 
global food supply which makes the threat potential significantly higher. 

One primary criticism of GMOs is that releasing untried technology on a relatively defenseless natural 
system might lead to disaster.  GMOs by their very nature are hardy and are capable of surviving conditions that 
would easily kill off conventionally bred plants.  This is of particular concern given that there is adventitious 
pollution of conventional crops by GM material.  While it is technically feasible for the plants to coexist, the 
onus of making certain that this transfer does not occur, lies on the cultivator.   With small farms where land 
cannot be used for cordons around GM fields, the risk of such transfer increases as documented in the EU report 
on coexistence of GMO and conventional fields. (EU-GMO)  The likelihood then, that indigenous plants will be 
wiped out, is very high.  This raises the specter of biodiversity loss and the consequences of monoculture which 
are major concerns in the debate on ecological sustainability.  While it is possible for ecosystems to survive 
periods of stress when they are diverse, the risks of systemic collapse increase when there is high dependency on 
a single variable.  The issue is further complicated by the possibility of the transfer of “terminator” genes that 
make crops sterile 

The possibility that the transfer of genetic material could lead to increases in allergies is being explored.  
While there is a possibility that the creation of new proteins might generate new sources of allergens, there is 
also the possibility that introducing known allergens into hitherto “safe” foods could cause problems.  The 
response from the proponents of GMOs, however, is that since these are manufactured materials, it is far easier 
to check for potential allergens in GMOs than it is to do so in naturally occurring material. (GMO Compass)  

Another major issue that arises directly from the current economic system is that of agricultural 
colonialism.  Given the nature of the industrialized development and given that GMO production is heavily 
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capital intensive, the major producers of GMOs, like Monsanto, Dow, DuPont, Eli Lilly, Pioneer and Novartis 
are all based in the developed west.  The major markets for these crops, however, lie in the developing countries.  
Again, the debate is complicated since it involves food security.  While developing states do need higher yield 
varieties that are ecologically friendly and sustainable, the switch to GMOs will force them to rely completely on 
corporate policies over which they have little to no control.  The potential of GMOs to take over and wipe out 
indigenous agriculture makes them a greater threat than mere reliance on food imports.  The furor over the 
terminator gene that Monsanto tried to market clearly shows the existing sensitivities in the debate.  

While GMOs are very attractive as a short term fix, the ecological sustainability debate demands a long 
term perspective.  What is needed then is a way to manage the use of GMO technology in such a way as to 
maximize the benefits while minimizing the risks.  The next part of the paper outlines a regime that addresses 
both these concerns. 

SECTION THREE 
While it was possible to retrench from the use of certain chemicals when researchers discovered their 

environmentally negative effects, the issue with GMOs is more complicated since it involves the food supply.  
The risk here is very high.  Within these limitations then, there needs to be a regime that allows both short and 
long term goals of sustainability to be satisfied.  In the short term, the food security issues need to be addressed, 
whereas the global community can never lose sight of the long term goal of maintaining a healthy and biodiverse 
ecosystem. Article 1.1 of International Treaty On Plant Genetic Resources For Food And Agriculture captures 
the essence of the regime in stating that “the objectives of this Treaty are the conservation and sustainable use of 
plant genetic resources for food and agriculture and the fair and equitable sharing of the benefits arising out of 
their use, in harmony with the Convention on Biological Diversity, for sustainable agriculture and food 
security.” (ITPGRFA)  

One of the axioms of this regime must be the precautionary principle as stated in Article 15 of the Rio 
Declaration on the Environment and Development which states, that, “where there are threats of serious or 
irreversible damage, lack of full scientific certainty shall not be used as a reason for postponing cost-effective 
measures to prevent environmental degradation”. (UNEP-Rio).  This is comparable to the physician’s oath to do 
no harm which does not forbid action but focuses on the intent.   

Another basic assumption is that unless all the stakeholders participate, both the smaller agricultural 
system and the larger ecosystem will collapse.  There are three key stakeholders: the corporations as producers 
of the GMOs and as holders of the intellectual property rights to this material; states as the administrative 
authorities that are the only actors in the international system that have the capacity to make international law 
and which function as the intermediaries between the global producers and the local consumers; and the 
cultivators and consumers who are a necessary part of the economic chain and who are also the immediate 
beneficiaries of ecological sustainability.  A negotiated regime that creates the framework of rules, regulations 
and institutions to manage GMOs can be set up to manage the actions of all three stakeholders.   

Corporations as producers of GMOs have the responsibility of maintaining control over the genetic 
material and ensuring as far as possible that involuntary or adventitious transfers of such material is controlled.  
This also requires transparency in corporate dealings which allow the monitoring of the creation and use of 
GMOs. The other area in which corporate responsibility arises lies in ensuring uninterrupted availability of these 
materials.  While as yet there are no rules in make sure that corporations do not manipulate the availability of 
seeds to leverage power, it is in the corporations’ long term interests to make sure that these rules are created and 
that their behavior is transparent.  This will go a long way in their products gaining acceptance in developing 
countries.  Finally as good global citizens, the transfer of technology after a limited period of profit taking will 
allow the percolation of GMOs into areas which cannot afford this technology as the current time. 

International Institutions bridge the gap that exists between states and manage the trans-state institutions 
that are required for regime maintenance.  There are two major institutional structures that exist in the 
management of GMOs today.  The Cartagena protocol on Biosafety (Protocol) has set up a Biosafety Clearing-
House that allows “governments to exchange information and …. base their decisions on scientifically sound 
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risk assessments.” (UNEP - Cartagena)  There is an Advance Informed Agreement procedure that allows 
detailed information to be passed from the exporter to the importing state. For bulk commodities, and for food or 
feed for processing but not to grow new crops the process is simpler with the importing state declaring its 
agreement to the international community through the Clearing-House.  The Clearing-House thus acts as a 
repository for information regarding GMOs allowing for controlled dispersal.  Using this mechanism will allow 
states to manage the interests of both corporations and end users while at the same time, protecting intellectual 
property rights that are core-issues for corporations. 

The second major international Institution is the Codex Alimentarius Commission which is a joint FAO/WHO 
body that is  “responsible or compiling the standards, codes of practice, guidelines and recommendations that 
constitute the Codex Alimentarius: the international food code.” Codex principlesare non binding but there are 
specific references to these principles in “the Sanitary and Phytosanitary Agreement of the World Trade 
Organization (SPS Agreement), and can be used as a reference in case of trade disputes.” (WHO CODEX:4) 

States play a pivotal role in the control of these GMOs.  For instance the USEPA regulates the use of 
biopesticides and plant incorporated pesticides (PIPs).  Similar structures also exist in the EU. States also play a 
unique role in the ecological sustainability debate in that their perspective and capacity for action is like no other 
actor in the international system.  Taking a long term view of development and sustainability, states can set 
priorities in such a manner as to control current environmental damage while over the long term rebuilding 
capacity.  The globalization of information has allowed power to devolve to smaller states as well as to 
consumers.  This new capacity for cooperation, if managed effectively, will strengthen the regime on biosafety. 

The consumers of GMOs have a role to play in the proper and effective use of this technology.  While 
the corporation can develop pest resistant technology, the implementation of designed safeguards remains the 
responsibility of the consumer. They also strengthen the hands of the state in dealing with the corporation in 
terms of its transparency and in holding the corporation accountable for its behavior and any breach of rules.  
Over the last two decades, people power has manifested itself in various regime changes – political, economic 
and ecological.  It is not far fetched to argue that the latent power of the consumer will serve as a check on 
possible corporate excesses. 

GMOs have made their presence felt and have now become part of human ecology.  An ecologically 
sustainable future necessarily involves the use of these technologies.  The creation and maintenance of a regime 
that controls the spread and use of these materials is in the process of forming.  It is in the interests of all global 
citizens to strengthen this regime. 
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ABSTRACT 
 

This article is about the original way to solve the problem of making optimal and balanced financial 
and investment plans for the company. The mathematical model of the managed impacts lies in the basis of this 
approach. This model is used for linear programming optimization which helps to find the best budget decisions 
for the company. This method allows to concentrate on the objectives of the company and to make the budget an 
effective instrument for realization of the company’s strategy. Also the model allows to use the project 
management in the budgeting process more effectively. 
 

INTRODUCTION 

Traditionally the budgeting in the company is the instrument of total control of costs. But as a result of 
objective process connected with such changes as shortening of the product’s life cycle, globalization of markets 
and increasing of uncertainty, the formed budgeting process has become very difficult, expensive and inefficient 
one which can’t adapt to changing markets in time. So the classical budgeting process has become more complex 
and now it includes strategic planning (Garmaise 2006), balanced score cards (Kaplan, Norton 1996, 2001), 
activity-based budgeting (Antos, Brimson, 1998), beyond budgeting (Hope, Fraser, 2003). But as it was before 
the main question is still unsolved, it is how to achieve company’s objectives in the most efficient way. 

 
 The strategy is the first step on the way of solving this problem. The strategy is the way which company 
passes by to attain the objectives. Strategic budgets are quantitative essence of this strategy. There are some 
methods of selection of the appropriate strategy using the project portfolio management tools. Indeed, if it is 
necessary to make some fundamental changes in the company’s processes it’s preferable to use the project 
management tools, because nowadays this is a most popular and effective way to make such changes. For 
making strategy decisions all the processes in the company can be consolidated and simplified. So the strategy 
budget is the project portfolio budget and there are no small projects which have low influence on company’s 
results in this portfolio. So, we need to select the effective project portfolio to solve the problem of building of 
the strategic budget. 
 
 But the project portfolio can’t solve the budgeting problems because it is the operation activity that 
plays the main role in a short-term period. Just day-to-day operations can damage the best portfolio. In this very 
stage it is necessary to control, to manage current efficiency (including processes of active projects), to achieve 
the balance between tactic and strategic goals of the company. 
 
 In this article the way of solving the problems concerned with short-term budgeting with original 
budgeting model and project management tools, which can be called project-based budgeting are proposed. 
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BUDGETING MODEL 

 Planning lies in the basis of budgeting. Planning is not only an attempt to forecast the future of the 
company but also the way to manage the future of the company, because if you know your future, you can be 
prepared for some actions beforehand which can allow the company to achieve their objectives. So the whole 
planning process can be divided in to several stages: 
 

1. Making forecast (without any managed impacts) 
2. Goal-settings 
3. Selection of the optimal managed impacts 

 
Of course, the problem of making the company’s budget is the actual problem when the prediction 

parameters and goals are different. So the main problem is to find optimal managed impacts which can realize 
company’s short-term objectives. The meanings of the word “optimal” and the company’s short-term objectives 
are not well defined. Let us consider it in detail. 

The company’s short-term objectives and optimal decisions 

 The short-term objectives can be obtained by decomposition of the strategy objectives and it should lie 
on strategy. The number of objectives increases when you decompose the strategic objectives and shorten the 
period of review because there are some important goals in the shorter period which are important only in the 
short-period and aren’t considered when you plan the strategy of the company. 
 
 For the short-term periods the objectives can be divided into 3 groups: 

1. single goal 
2. balanced growth 
3. finding the best goal 

The object of a single goal can be: 
1. worth of the company 
2. market share 
3. profitability 
4. others 

 
The reasons of such single goals can be different: the future IPO, the market entry or the conservation of 

the market share, the future investments driven by excessive ambitions and others. It’s essential that in these 
cases the goal is single and it should be achieved in a short period. The task can be formulated as the following: 
“Maximizing of a parameter of the budget for a definite period of time with some limitations”. The task can be 
reformulated in this way: “Maximizing of the rate of growth of the target activity with some limitations”. At the 
same time some others changes in key performance indexes should be limited. 

 
The next group of objectives is the “balanced growth” which is characterized by several objectives in 

the short-term. In this case the current performance indexes can be not so bad and are well-balanced, so the main 
goal is providing of the balanced growth for indexes. As a rule, the company’s objectives are ambitious so all of 
the objectives can’t be achieved. The optimal decision in this case means the achievement of the right balance 
between different key performance indexes. 
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Picture 1 "The correlation between the prediction, target and optimal indexes" 

 
For each target the indexes define the following values: prediction value (FL, simple forecast without 

any managed impacts), target value (TL), optimal value (it needs finding). Let us count percent of plan 
realization (PPR) and optimal level (OL) based on these values. 

PPR = OL / TL, OL = FL + results of impacts 

 
Picture 2 "Percent of plan realization of the several indexes" 
 Selection of managed impacts should mean the following: 

1. Achievement of the objectives at the earliest possible date (it is the same as maximizing rates of 
growth, see above); 

2. Balanced growth. 
 
The task of finding and selection of the optimal impacts can be formulated in the following: “To find 

and select a set of managed impacts which can maximize the average percent of plan realization and minimizing 
mean-square variation (balanced)”. The method of solving such task supposes introducing a new parameter 
which can be called “permissible unbalanced” and is equal to mean-square variation. The problem of such task is 
non-linear limitations for the programming model. 

 
It is significant that to tackle the task you can’t consider only financial indexes. Norton and Kaplan 

offered the balanced score-cards which represent the company’s strategy and these score-cards include indexes 
connected with finance, business processes, clients and personnel. There is nothing to prevent us from including 
such indexes in the budgeting model. Experts should define influence on these indexes. 

 
The particular case of this task is to achieve the maximum percent of the plan realization without 

quadratic limitation on mean-square variation. Exactly, this task refers to the third group of objectives – finding 
the best goal. The point is that building target indexes is a very important and difficult task. So to define the 
target levels of indexes you can use: 

• Benchmarks 
• Achievements of the previous periods 
• Ideal indexes 
• Solving of the programming task with a single goal 

 
It’s important that in this way the balance and proportions of indexes are used against the absolute target 

numbers. The increasing role of one index is equivalent to increasing its weight in calculating the weighted 
average index. 
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Parameters of budgeting model 

Above in the text above we have considered the target parameters. Now we consider other parameters 
of the budgeting model. 

 
The parameters of master budget or otherwise parameters of budgeting model can be differentiated with 

the next characteristics: 
1. Forming place (in or out of the company) 
2. Managing degree (managed, partially managed or unmanaged) 

 

 
Picture 3 “The parameters of the budgeting model” 
 

Costs, investments etc. belong to the internal parameters. These parameters fall into two classes: direct 
and indirect managed parameters. The direct managed internal parameters are such parameters which can be 
changed by managed impacts. For example, you can decrease fixed costs and such action we call the managed 
impact. One could say that values of these parameters depend on our wish or our management style against other 
parameters of the model. On the other hand there are indirect managed parameters which can be changed only 
trough other parameters. In other words these parameters could be computed on the basis of direct managed 
parameters. For example total costs in some period which can be changed only by changing composition costs 
such as variables, fixed and others. Unfortunately, unmanaged internal parameters can be met in some 
companies and this fact shows the low quality of management. 

 
The external parameters of budgeting model also can be divided only into two classes: partially 

managed and unmanaged parameters because there are no total managed external parameters (otherwise they 
turn into internal parameter). So, indirect managed external parameters are formed out of the company (e.g. 
demand), but the company can influence on this parameter through its direct managed parameters (e.g. 
advertisement). The external unmanaged parameters consist of inflation, market growth etc. Of course the set of 
parameters in each group can be different in different companies because of product or business features. 

 
There are no important differences between internal and external indirect managed parameters for the 

budgeting model. We will consider these groups as one group which is called the computed parameters. Their 
values are defined on the basis of the direct managed and external unmanaged parameters. So we form three 
groups of parameters: 

1. Managed 
2. Computable 
3. Predictable (external unmanaged) 
 
The short-term objectives most likely belong to computable parameters (e.g. profit, sales volume, 

profitability etc.). 
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Links between model's parameters 

The next element of budgeting model is the links between the parameters of this model. When we 
examine the parameters we find that the parameters which represent the objectives and managed impacts belong 
to different classes. So the budgeting model needs the links between these parameters. 

 
 Let’s divide all possible links between the model’s parameters into two groups: definite and indefinite. 
The definite links suppose well-known rule which represents changes in one parameter when the other 
parameters has changed. For example, increasing sales volume implies increasing variable costs. But not all links 
are well-defined, e.g. the influence of advertisement costs on sales value. This is the indefinite link but it 
undoubtedly exists. The simplest way to take this link into account is the expert’s marks. In this case the 
expert(s) should answer the question what happens with sales volume when you increase advertisement cost by 
10% etc. But another way exists as well. We can create the model which is characterized by a function (e.g. 
exponent) and some new parameters which are defined by the experts and are more stable to different 
advertisement costs. So we will consider three types of links: 

1. Definite 
2. Simulated 
3. Expert 
 
In additions one can include the project link which exists for a definite period of time and is connected 

with realization of some project. 
 
The link can be transformed from one type to another. Let’s consider an example. There are three 

parameters in the model: sales volume, price per unit, sales proceeds. We know two well-defined links: the 
influence of sales volume and the price per unit on sales proceeds. But the link between the price per unit and the 
sales volume is indefinite. This link can be considered as the expert link (pic. 4, a) in one way and simulated 
(pic. 4, b) in other. The simulation link is also well-known: these parameters can be linked with the fourth 
parameter which is known as the elasticity of demand. The elasticity of demand in this case is external 
unmanaged parameter which should be forecasted. As the result, all links between the fourth parameters are 
definite. So we shift uncertainty from the link to a new parameter. On the one hand this operation complicates 
the budgeting model (because of a number of parameters), but on the other hand experts who give sales volume 
information for some price per unit use this coefficient or this coefficient can be calculated. So including 
elasticity of demand in the model improves the quality of forecasting and planning. 

 
Picture 4 "Expert and simulated links in planning" 

An elasticity matrix 

The elasticity concept is used to define the sensitivity of the changing target parameters towards the 
changing of other parameters of the model. 
 Let’s consider two parameters x and y, linked with the next function: 
 (1) y = f(x) 
In this case elasticity (point elasticity) can be found the following way: 
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In this formula )( 2
xjo  are the other second-order terms according to the growth rate of x parameter of function 

f. They can be dropped when jx is less then 50% (mistake can be less than 25%). 
 In the real budgeting model the multitude of the target and managed parameters appears. 
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Let’s consider elasticity matrix E for such combined equations (or vector dependency) 
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Each (i, j) elasticity matrix element defines (point) the elasticity coefficient of changing i-target 
parameter behind j-managed parameter. As the result the primarily combined equations (4) can be represented in 
the following way: 

(6) )( 2
xxy jojEj rrr +⋅= , 

where ),...,(
1 nxxx jjj =r . 

 
Example. The profit function is FCSzS −⋅−=π , where S – is sales proceeds, z – is variable costs per unit, 
FC – fixed costs. So zS −=′ 1π , Sz −=′π , 1−=′FCπ  and the elasticity matrix is: 

 (7) ( )1,,1 −−−= SzE , ),,( FCzSx jjjj =r , 
so 
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The linear programming task can be formulated in the following way: max→⋅= xjEj rπ  with some 
restrictions. 

The linear programming model task 

Thus we have well-defined objectives (the computed parameters) and the managed impacts parameters 
which we can easily change if we wish. Also we have defined the elasticity matrix, which defines the sensitivity 
of the target parameters to others (managed and predictable). 

 
 We will consider below only the growth rates of this parameters which are computed from the first 
forecast of the budget without any managed impacts because of: 

• It ultimately corresponds to the optimization task (see 2.1.). 
• It allows to avoid consideration of predictable parameters in the optimization process. 
• It allows to decrease the dimension of optimization task and concentrate on essential impacts, because 

not all of the managed impacts are allowed from the point of view of strategy, corporate culture or 
image of the company. 

• It allows to make a selection between several combinations of managed impacts quickly, because the 
growth rates of all other impacts are equal to zero). 
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 Now we can formulate the linear programming task to find a set of optimal managed impacts (or vector 
of managed impacts) ),...,(

1 nxxx jjj =r : 

 (9) max, →⋅⋅∑ ∑
i j

xjii j
jw rε , 

with constraints: 
 (10) bjA x

r
r ≤⋅ , 

where matrix A is a constraint matrix, vector b is a constraint vector and xjA r⋅  is the linear approximation of 
parameters which should be constrained (e.g. free cash flow, costs, profit and so on). The constraint matrix A is 
also an elasticity matrix. 
 wi – is the weight of each target parameter in general compression of the target parameters which is 
defined on the basis of percent of the plan realization (see 2.1.). 
 
 This task can be solved by the simplex-method in the continuous case and by the method of branches 
and bounds in the discreet case. The advantage of this task and methods is the possibility of quick finding 
decisions. 
 
 For example, our company wants to increase its market share (the single goal). This task is actual now 
for Boeing or Airbus. If we consider the annual budget with quarterly step we should consider the quadruple 
growth rates of market share (positive or negative) which correspond to the growth rate of market share in each 
quarter. The task of maximization of the annual growth is equivalent to the task of maximization of the sum of 
the quarter growth rates. In addition if we simultaneously minimize the standard deviation we can get the model 
of the stand growth within the year. 
 

PROJECT-BASED BUDGETING (PBB) 

The use of project approach in budgeting 
 
There is a task of planning optimal set of managed impacts which carry out the short-term objectives of 

the company to design a short-term budget. The design and selection of managed impacts is the classical project 
because there is the objective (to gain the primary company’s objectives) and the period of realization. Also 
there is a budget of the project, responsibilities etc. The optimal decision in this case depends on the time 
constraints, project’s budget and balanced objectives. The quality of this project depends on the manager’s team 
and this parameter isn’t very important in short-terms. 
 
Work Breakdown Structure. 
 In this interpretation the managed impacts – are works of this project. Each work has its goal, cost and 
duration. The considered approach of managed impacts model supposes decomposition of the target parameters 
growth rates onto the growth rates of managed impacts. It can be used to form the hierarchical structure of 
works. 
 
 Network planning allows to design the calendar plan of applying managed impacts and bring on-the-fly 
changes in the plan. This tool of project management can improve the realization of the budgeting decisions. 
 
Organizational Breakdown Structure. 
 In accordance to the project approach each work in WBS should be connected with the responsible 
manager. This can organize and order realization of managed impacts and control its realization. The control 
could be executed on the basis of suggested budgeting model. The first levels of work decomposition is 
connected with heads of divisions (responsibility centers) such as marketing, manufacture, sales etc. These 
responsibilities form the team of the budgeting project and are included in the budget committee. 
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Advantages of project approach in budgeting 

The project approach in budgeting allows: 
• Design and control the plan of the managed impacts dynamically which helps achieve company’s 

objectives in optimal way (there is no answer how to achieve company’s objectives in traditional 
budgeting and when you should begin to implement the plan). 

• Quickly react to changes during the project realization (according to traditional approach this procedure 
starts the global budget co-ordination process which can continue a lot of months). 

• Assign responsibility of each piece of work (managed impact). The traditional approach supposes the 
responsibility only for a computed parameter or an investment project. 

• Create the knowledgebase managed impacts which can help make quality expert marks and as a result 
make the budgeting decisions more effective (e.g. this information can help define the elasticity 
coefficient on demand). 

• Use methods of linear programming or visual tools to find the optimal and balanced set of managed 
impacts. 

• Decrease the work to design and co-ordinate a budget. 
• Simplify the co-ordinate process of master budget or automate it. 

The principals of the project-based budget design technology 

Let's consider the planning stages of the considered budgeting model and which represent the process of 
designing of the plan of the managed impacts within the period of time. 

1. Defining or getting the values of the predictable parameters 
2. Calculation of the computable parameters without any managed impacts 
3. Making the expert marks for the expert and simulated links 
4. Making possible necessary correction of the budgeting model 
5. Specification of the investment and other impacts possibilities 
6. Selection of an optimal set of managed impacts and investments (to design the plan of the managed 

impacts) 
7. Reviewing of the objectives and strategy 

 

 
Picture 5 "The main budgeting processes" 
  

Some stages of this process can function simultaneously. The whole planning process consists of three 
processes: forecasting, impacts forming, decision making. If top-managers want to get the information (and the 
possible impacts) from these processes as soon as possible, the forecasting and the impacts forming processes 
should work continuously. Of course, the decision making process shouldn’t work continuously, so set the date 
when the forecasting and impacts forming processes give the whole information and decision making process 
starts should be settled. 

 
 When does a budget appear in the planning process? The first budget forecast appears after the first two 
stages and forming in the process “Forecasting”. This budget is calculated on the basis of the common budgeting 

Forecasting 

Impacts forming 

Decision making 

Model adaptation 



 ©Copyright 2007 by the Global Business and Technology Association   751 

model after forecasting all predictable external parameters. So, one can say that this budget is forming in the 
company’s divisions and it doesn’t need to cross divisions of co-ordination. After that the first budget with the 
possible managed impacts and investments projects comes to the main division where the decision making 
process starts. 
 
 In the traditional approach to budgeting process operational budgets are designed one after another: 
sales budget, manufactory budget, costs budget, purchase budget. Such order is defined by co-ordination of 
master budget: sales influences on manufactory, manufactory influences on costs etc. But from now, on all the 
first budget is coordinated because of some impacts that you know beforehand, you provide what-if analysis and 
propose several variants of impacts. Of course, it proposes more effort to design impacts, but as a result, you can 
cutoff the period of co-ordination which becomes uncontrolled in large companies. 
 
 On the last stage the budgeting process is formed as the planned schedule of the managed impacts 
which are the works of one project and this project is managed by the project management tools. 
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ABSTRACT 
 

 With increasing popularity of the Internet and technological advances during the last several years, 
many areas of our society have been affected drastically. The Internet, which is also known as the Information 
Superhighway, became popular in the middle of the 1990s and subsequently, in just a few years, it has become 
an integral part of our daily lives. Technological changes have revolutionized data communication and the 
delivery of information on a massive scale. Business practitioners have readily embraced the new methods of 
communicating and delivering information and adapted them rather fast. 
 
 These days, useful business information can be disseminated around the world in a matter of a few 
seconds. As a result, using the Internet for business activities has become the norm rather than the exception. 
Business practitioners are becoming more and more Internet savvy. With over a billion Internet users and 
several million connected computer networks around the world, financial information is becoming available to 
individual and corporate clients simultaneously and in a matter of a few seconds. Obviously, the new method of 
delivering information has had a profound effect on business activities in general and on the financial sector and 
stock market in particular. Indeed, the Internet is making securities information of high quality available almost 
instantly to corporate and individual investors everywhere. The new technology, coupled with lower commission 
charges for executing orders through the Internet, has brought a new type of individual investor into the stock 
market. Although there are other issues, such as general economic conditions, market conditions, and interest 
rates, all of which can contribute to change in the volatility of the market, in this study we investigate the direct 
effect of the online brokerage accounts on the stock market volatility. In addition, we examine the lag effect of 
the number of online accounts on stock market volatility. Various data analysis methods will be utilized in order 
to examine the effect of this new phenomenon on the Dow Jones Industrial Average (DJIA) volatility.   
 
 

INTRODUCTION 
 
 During the last ten years, Internet has revolutionized modern society in many areas especially in 
communication, commerce, and business. Today, more than one billion users around the world access variety of 
services on the Internet [6]. Business practitioners around the world have embraced this new way of 
communication on a massive scale. Indeed, the Internet has become one of most powerful vehicles for 
disseminating business information. This new mean of disseminating information has created a tremendous 
opportunity in the economy in general, and in the financial sector in particular. Consequently, availability of 
instant and rapid information has had a profound effect on the financial decision-making process. During the last 
10 years, investors around the world have used the Internet as one of the main communication channels. It is not 
surprising that more and more companies are marketing their investment products over the “Net,” because 
distribution through this channel will give a company a competitive advantage in the increasingly challenging 
financial industry.  
 
 The instant availability of financial information has a great effect on the decision-making process of 
investors. In the past, people obtained financial information and advice mostly through their traditional brokers, 
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who charged considerable fees and commissions. In many instances, the high cost of traditional brokerages 
resulted in discouraging many low- to moderate-income earners (potential investors) from trading in the equity 
markets.  By contrast, the Internet is making the playing field level for everybody regardless of his or her 
financial means. It can be argued that the online brokerage accounts brought a new type of investors to the 
market. 

 

BACKGROUND INFORMATION 
 
 During the 1990s when the online brokerage account was introduced, it was projected that this new 
form of investment would revolutionize the way people handled their equity transactions. Indeed many industry 
analysts predicted that online brokerage accounts would soon replace traditional brokerage accounts. These 
analyst envisioned that lower cost, convenience, total control over the equities selection, initiation of sell and buy 
transactions, research function, and 24/7 accessibility would make the online brokerage account extremely 
attractive. In short, it could be said that the online investors are responsible for all financial aspects of their 
investments. Indeed, in the late 1990s, it was expected that the number of online accounts to increase rapidly [2]. 
The trend continues and as the financial markets rose through the year 2000, so did the number of online 
brokerage accounts. Some firms reported more than 100% annual growth rates. During the late 1990s and very 
early 2000s the financial markets had enjoyed one of their most successful and continuous growth. When the 
stock markets were going up almost everyday, stock investors hardly could have gone wrong. Therefore, there 
was not much need for personal financial advisors. However, when the financial markets started going down in 
early 2001, the need for the personal financial advisor became very crucial. Online brokerage accounts by their 
nature did not offer any personal financial advisors. Online investors had to deal with all aspects of stock 
investment by themselves. Consequently, online investors by and large found themselves very vulnerable [5]. As 
a direct result of the slowdown in the financial market, the high rate of growth of online brokerage accounts did 
not continue in 2001.   
  
 The unexpected lost in the stock market during the year 2001, left many investors questioning the 
prudence behind do-it-yourself investing. As a result, while many online investors kept their online trading 
accounts, they also turned to some financial firms or profesionals for financial advice. Having both an advisor 
and the ability to trade online is an appealing arrangement for some investors, and so, ever since the year 2001, 
there has been both a higher demand for traditional brokerage accounts, as well as an increase in the number of 
online accounts [4]. A number of brokerage houses also realized this, and began adopting strategies that use both 
online trading and traditional brokerage services, to attract new customers.  
 
 Generally, there are two major requirements for using an online account. First, the online investors must 
have secured internet connection. In order to have a secured internet connection the online investor computer 
must use one of the latest Web browsers such as Netscape 9.0, Internet Explorer 7.0, Opera 9.0 or Firefox 2.0. 
The online brokerage website should support secured internet connection (using a Secured Hypertext Transfer 
Protocol). When the investor log on to his/her account, encryption technology encodes all the data transmitted 
through the browser. Furthermore, the browser and the broker's trading system will agree on a "key" or 
combination, which allows the broker to decode and read different messages, while preventing others from 
seeing them. This enables the communication between the browser and the online broker to remain secure. In 
addition to the secured internet connection, the online investor must have enough funds for stock transactions. 
The following table summarizes the fees and minimum account requirements for several major online trading as 
of May 2007.   
 

TABLE 1. FEES AND MINIMUM BALACE REQUIREMENT OF SIX LEADING 
ONLINE BROKERAGES IN THE USA 

Firm 
Name 

Market order 
or Limit Order 

Options Minimum 
Balance 

Schwab $9.95-$12.95 $9 95 plus $0.70 
to $1.40/contract 

$2,500 
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E*Trade $6.99-$9.99 $9 95 plus $0.70 
to $1.40/contract 

$2,500 

AMERITRADE $9.95 $9.95 plus         
$0.75/contract 

$2,000 

Fidelity $8.00-$19.95 $8.00-19.95 plus 
$.75/contract 

$2,500 

Firsttrade $6.95 6.95 plus 
$1.25/contract 

No minimum 

Scottrade $7.00 $7.00 plus 
$1.25/contract 

$500 

 

 Although there has been rather an impressive growth in the number of new online brokers, many of the 
brokerage firms offering online trading services in addition to their traditional brokerage accounts. For example 
Schwab was among the leaders in offering traditional discount brokerage services. Also, it should be noted that 
lately several other financial institutions such as Bank of America have introduced online brokerage accounts 
with links to customer accounts.   
 
Data Sources and Data Collection 

Electronic data available on the Internet, such as historical data of DJIA, is downloadable from the 
financial sites of www.msn.com, and www.yahoo.com.   Historical information about the Dow Jones Industrial 
Average was downloaded in spreadsheet format from January 1995 to December 2004. Excel 2003 was then 
used for preliminary data analysis. For advanced statistical procedures, the add-in tools of Excel 2003 can be 
utilized. Although there are several statistical measures which can be used to account for the volatility of stocks, 
the standard deviation is one of the most widely used statistics for measuring stock volatility [1].  Our 
preliminary study indicated that there is a significant increase in the mean and standard deviation during the 
1996-2004 period compared to the 1990-1995 period. Consequently, it was concluded that the average of the 
index and its volatility (as it is measured by using the standard deviation) have significantly increased.   

 
Methodology  
 

 In this study we examine the effect of online brokerage accounts on the fluctuation of stock market by 
using the standard deviation. Consequently, we calculated the yearly standard deviation for the DJIA form 
1995 to 2003. Furthermore, we collected the data related to the number of online brokerage accounts during 
the same period [3]. The result is summarized in Table 2.   

 
TABLE 2. YEARLY STANDARD DEVIATION OF DJIA AND NUMBER OF 

ONLINE ACCOUNTS 
Year Standard deviation 

of DJIA 
Number of online accounts 

(in Million) 
1995 395.94 0.30 

1996 370.50 0.90 

1997 518.88 3.10 

1998 550.67 7.30 

http://www.msn.com/
http://www.yahoo.com/
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1999 666.48 12.9 

2000 300.10 16.6 

2001 668.69 22.1 

2002 875.50 29.2 

2003 791.79 36.4 

 

An examination of the data indicates that there might be some correlation between the number of online 
accounts and the volatility of the DJIA.  To investigate this notion, we used Excel 2003 to calculate the 
correlation coefficient (R). The result indicates a high correlation of .756.  A high positive correlation supports 
the notion that the two variables are changing in the same direction. To further analyze the relationship 
between the volatility of the DJIA and number of online accounts, we ran a regression model. The result is 
provided in Table 3.  

 
 

TABLE 3.  REGRESSION RESULTS  
 Coefficients Standard Error t Stat P-value 
Intercept 406.2906 5.7527 5.7527 0.0006
Number of Online Accounts 
(in Million)  11.5056 3.7621 3.0587 0.0183

 
 

 Based on Table 3, we can conclude that the explanatory variable (number of online accounts) 
contributed to predicting the volatility of the DJIA index (since the T-Observed is larger than the T-Table 
at 05.=α ).  This conclusion supports the notion that the number of online accounts is contributing to the increase 
in volatility of the DJIA during the last 9 years.   

 )(*5056.112906.406 accountsonlineofnumberY +=
∧

 

   P-Value for slope was .0183 which is significant at 05.=α .  

 It should be noted that due to small set of available data, we did not validate the normality assumption.  
In addition, we like to investigate if the number of online accounts has a lagging effect on the volatility of the 
market. Consequently we perform correlation analysis between the number of online accounts in the previous 
period and the volatility of the market in the current period. A low correlation of .075 convinced us not to pursuit 
further statistical test of this hypothesis at this stage. But the low correlation might be due to possible outlier 
occurred in 2004.   

 

FUTURE RESEARCH 
  
 Future research in this area might focus on the relationship between the number of online accounts and 
other indexes such as the NASDAQ and S&P 500. Indeed, one possible extension of the present study might be 
an investigation of the degree of sensitivity of each market to the change in the number of online accounts. A 
multivariate model approach might be necessary to determine which index is more sensitive to a change in this 
number. Another possible extension of this study would be to focus on larger data sets and include newer data 
(2005-2007). By including the newer data one can determine whether the correlation between the index under 
study (DJIA) and the number of online accounts remains stable and strong or at some point becomes weak.  
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CONCLUSION 
 
 The effect of the Internet on business activities has been enormous during the last several years.  The 
Internet is making high quality stock information available to individual investors almost instantly. Online 
trading of stocks has become very popular, both to those trading online and to those using traditional brokers; 
many investors are also moving from doing their own research to trading online. Consequently, the number of 
online brokerage accounts has increased significantly during the last 10 years. Based on our results, this increase 
has pointed to a larger volatility of the DJIA. Although there are other factors at play, such as general economic 
conditions, market conditions and interest rates, each of which can clearly contribute to change in the volatility 
of the market, in this study we have limited ourselves to concentrating on the effect of online brokerage accounts 
on the stock market in terms of volatility of the market.     
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         ABSTRACT 
 
To test the equality of three of more population means we use the ANOVA (Analysis Of Variance) methodology 
which is a very powerful tool, capable of solving many problems from the relatively simple ones (one way 
classification problem) to very complicated problems (two-way nested classification problems with r 
replications). 
In this paper we cover fully only the simplest case which is solved by the one-way classification ANOVA 
methodology, and briefly indicate how more complicated problems can be solved. 
The methodology can be summarized in the following steps: 
     1) Given a data set, obtain the total variance of the data set 
     2) Divide the total variance into the 2 components: 
         a) Variance Within a population ( )2

WITHINσ , and 

         b) Variance Among populations ( )2
AMONGσ  

     3) Each of these components of variance, when divided by appropriate Degrees Of  
         Freedom (DOF), becomes a chi-square variable 
     4) The ratio of these two chi-square variables becomes an F-variable, thus giving us an 
         appropriate test statistic for testing the Hypotheses:  
                   Ho: kμμμμ ==== ...321  vs H1: The means are not all equal    (1) 
         indirectly, because these hypotheses are equivalent to testing the hypotheses: 

                   Ho: 12

2

≤
WITHIN

AMONG

σ
σ

    vs. H1: 12

2

>
WITHIN

AMONG

σ
σ

     (2) 

         which can be tested directly. 
     5) The estimator for  

                 
WITHIN

AMONG
2

2

σ
σ

 is: 
( )

( ) )1(/
1/

−
−

npsPopulationtheWithinsquaresofsum
psPopulationtheAmongsquaresofsum

   (3) 

          which is 1
)1(

−
−

p
npF - distributed. 

A 14-step procedure is presented which if followed carefully, will produce the desired solution. Two problems 
are solved, using this methodology; one with an equal number of samples for each population, and a second 
problem in which the value of n is different from population to population. We also show how MINITAB can be 
used to solve the same problems, and show that the 2 solutions are identical. 
Also, briefly discussed, is the general MINITAB output, and in particular the calculation of the p-value (i.e. the 
observed level of significance), which is part of the MINITAB output, and used to test the acceptance or rejection 
of H0. 
 
 

      INTRODUCTION 
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When we compare the equality of 2 population means (i.e. when we test H0: 1μ = 2μ ), we use wither z or t tests, 

depending on whether 1σ  and 2σ  of the two populations are known or unknown, and whether n1 ≥ 30 or n1<30, 
and n2 ≥ 30 or n2<30. 
But on many occasions we have to test the equality of 3 or more population means (i.e. we wish to test; H0: 

1μ = 2μ = 3μ =…, kμ . For example: Are three or more drugs equally effective against a given disease? Are 
three or more portfolios equally profitable? Are 3 or more groups of students of a large class, studying for a 
major test, equally effective, if they are told to study h1, h2, h3,…, hk hours for the test? How do we proceed in 
such cases? Suppose as an example H0: 1μ = 2μ = 3μ . In this case we could use pair wise comparisons (i.e. test; 

H0: 1μ = 2μ , H0: 1μ = 3μ , H0: 2μ = 3μ ) and use the z or t tests, as appropriate. But  
     a) These tests are not independent (because the same data set is used in 2 or more  
         comparisons), and: 
     b) Even if we decide to ignore the lack of independence, the number of pair wise 
         comparisons increases rapidly, as k ( the number of population means compared) 
         increases. For example, if k=10, the number of pair wise comparisons required (N) 
         is given by: 

   N =
)!2(!2

!
−k

k
                                             (4)

  

                 = 45
!8!2

!10
= ,  (a very large number). 

Obviously a different approach is needed, and such a test is provided by the ANOVA methodology which, as 
previously stated, divides the total variation of a given data set into the two components of variance (Variance 
Within a Population and Variance Among Populations), and uses the F-test to test directly the pair of 
hypotheses: 

  Ho: 12

2

≤
WITHIN

AMONG

σ
σ

    vs. H1: 12

2

>
WITHIN

AMONG

σ
σ

  

which can be shown to be equivalent to the original pair of hypotheses: 
  Ho: kμμμμ ...321 ===  vs H1: The means are not all equal  
Another way to test (2) is to test the pair of hypotheses: 
  H0: 

2
Amongσ = 0 vs H1: 

2
Amongσ > 0          (5) 

For a one-factor experiment, this is equivalent to testing:  
 Ho: The factor has no significant effect on the outcome of the experiment 
     vs. 
 H1: The factor has a significant effect on the outcome of the experiment 
A factor is an independent variable, and we are testing to see whether different values of the variable (or 
different factor levels) have an effect on the outcome of the experiment. 
 

DISCUSSION 
 
Single factor experiments occur when we have one variable (single factor) controlled at several (say p) levels i.e. 
we compare p treatments (where treatments are the levels of a factor in single factor experiment, or combinations 
of levels of factors in a multifactor experiment).  
The simplest case occurs when we have available enough homogeneous experimental material to obtain the 
desired number or runs (i.e. the number of observation=n) for each factor level. Therefore, if we are comparing p 
levels of a factor, we require a total of pn observations. 
The value of n is chosen on the basis of power requirements (in hypothesis testing) and/or accuracy of estimation 
(in estimation theory). 
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A single factor experiment results in a set of data which may be analyzed using the One-Way Classification of 
ANOVA methodology. The data generated from a single factor experiment will have the structure shown in the 
table below 
                                                                                                                                            Level         Level 

 1≤ j ≤ n                                         Sum          Averages 
                           

11x  12x  13x  K  
nx1  1S  •1x  

21x  22x  23x  K  
nx2  2S  •2x  

31x  32x  33x  K  
nx3  3S  •3x  

K  K  K  K  K  K  K  

1px  2px  3px  K  
pnx  pS  •px  

 
 
    
 
Where: 

  S1 = x11+x12+x13+…+x1n, and  
n
Sx 1

1 =•       (6) 

  S2 = x11+x12+x13+…+x2n, and  
n
S

x 2
2 =•        (7)       

   ……………………………………….. 

              ST = S1+S2+…+Sp,  and:  
np
S

x T=••       (8) 

Question: How are the observations in these data sets generated? 
Answer: It depends on the method of Treatment assignment to the experimental material. 
If the “Completely randomized design” is used for the assignment, each xij of the table is assumed to be 
generated from the model: 
   xij=μ+Ti+Zij        (9) 
where: μ, T1, T2, …, Tp are unknown constants (μ is a fixed but unknown mean, and  
T1, T2, …, Tp are the effects of the treatments on the observations) and Zij are independent normal variables with 
0 mean and variance 2σ .  
To help us “break” the total variance of a given data set into its components, namely: =2

AMONGσ  variance 

among populations, and =2
WITHINσ  variance within populations, we will use the following notation: 

 
   xij= individual data entry 
   .ix = average of row i (i.e. estimator for μi) 

   ..x = grand mean (i.e estimator for μ) 
 
To obtain an expression for the total variance, we note that there are a total of pn observations in the data set and 
each data entry in the data set has double subscripts. 
Then, by comparison to the traditional unbiased sample variance for a data set with one data subscripts, i.e 

   2ŝ =unbiased sample variance= ∑
=

−
−

n

i
i xx

n 1

2)(
1

1
 ,   (10) 

we can write for the double-subscripted data set: 

  Total Variance= ∑∑
==

−
−

n

i
ij

p

i
xx

pn 1

2

1
..)(

1
1

     (11) 

      1≤ i ≤ p 
 

    S1+…+Sp         ••x  

Level 1 

Level 2 

Level 3 
… 
Level p 
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To “break” this total variance into its components, we re-write ( )..xxij −  as: 

  )(.... .. iiijij xxxxxx −+−=−        (12) 

   ..)()( .. xxxx iiij −+−=  
 
Squaring both sides of (12) we obtain: 
  ( ) ( )[ ]2

..
2 ....)( xxxxxx iiijij −+−=−  

                  =( •− iij xx )2 + ( ••• − xxi )2 + 2( •− iij xx ) ( ••• − xxi ) (13)             Applying 
double summations to both sides of (13) to obtain: 

∑∑
= =

••−
p

i

n

j
ij xx

1 1

2)( =∑∑
= =

•−
p

i

n

j
iij xx

1 1

2)( +∑∑
= =

••• −
p

i

n

j
i xx

1 1

2)( +∑∑
= =

•••• −−
p

i

n

j
iiij xxxx

1 1
))((2   (14)

            
The last term of (14) goes to zero when the two terms are multiplied and the double summation is applied to the 
result of the multiplication. Then equation (14) becomes: 

 ∑∑
= =

••−
p

i

n

j
ij xx

1 1

2)( = ∑∑
= =

•−
p

i

n

j
iij xx

1 1

2)( +∑∑
= =

••• −
p

i

n

j
i xx

1 1

2)( ,         (15) 

or: (Total Sum of Squares) = (Sum of Squares Within) + (Sum of Squares Among)(16) 
or:                            SST  = SSW    +     SSA ,                                                        (17) 

where:  TSS = ∑∑
= =

••−
p

i

n

j
ij xx

1 1

2)( = −∑∑
= =

p

i

n

j
ijx

1 1

2

pn

x
p

i

n

j
ij∑∑

= =1 1

2)(
= Cij – C                      (18) 

 SSW = ∑∑
= =

•−
p

i

n

j
iij xx

1 1

2)( = −∑∑
= =

p

i

n

j
ijx

1 1

2

n

x
p

i

n

j
ij∑ ∑

= =1 1

2)(
= Cij – Ci                    (19) 

and SSA = ∑∑
= =

••• −
p

i

n

j
i xx

1 1

2)( = 
n

x
p

i

n

j
ij∑ ∑

= =1 1

2)(
-

pn

x
p

i

n

j
ij∑∑

= =1 1

2)(
= Ci – C                   (20) 

 
As can be seen from equations (18), (19), and (20) the values for Cij, Ci, and C depend only on the given data, 
and they are used to calculate TSS, SSW, and SSA, from which the total variance and the component variances, 

2
Withinσ  and 2

Amongσ , are obtained. Comparing the left hand side of equation (15) to equation (11) it is seem that 
the TOTAL Sum of Squares becomes Total Variance when TSS is divided by appropriate degrees of freedom.  
For the three Sum of Squares of equation (15) the corresponding degrees of freedom are: 
  For TSS the degrees of freedom = pn-1      (21) 
  For SSW the degrees of freedom= p(n-1)      (22) 
  For SSA the degrees of freedom= p-1      (23) 
Then, by multiplying and dividing each Sum of Squares by its DOF, we can write: 

 TSS = (
1
1

−
−

pn
pn

) TSS = (pn-1)[
1−pn

TSS
] = (pn-1) 2

Totalσ                                 (24) 

 SSW = (
)1(
)1(

−
−

np
np

) SSW = p(n-1)[
)1( −np

SSW
] = p(n-1) 2

Withinσ                        (25) 

 SSA = (
1
1

−
−

p
p

) SSA = (p-1)[
1−p

SSA
] = (p-1) 2

Amongσ                                      (26) 
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Substituting equations (24), (25) and (26) into equation (17), we obtain: 
 (pn-1) 2

Totalσ  = p(n-1) 2
Withinσ  + (p-1) 2

Amongσ     ,                                             (27) 

which, when solved for 2
Totalσ  becomes: 

 2
Totalσ  = ⎥

⎦

⎤
⎢
⎣

⎡
−
−

1
)1(

pn
np 2

Withinσ  + ⎥
⎦

⎤
⎢
⎣

⎡
−
−

1
1

pn
p 2

Amongσ                                             (28) 

Equation (28) shows how the total variance is divided into its component variances 2
Withinσ  and 2

Amongσ . Note 

that the degrees of freedom act as weights in this division of total variance into its two components 2
Withinσ  and 

2
Amongσ . 

PROCEDURE FOR SOLVING AN ANOVA PROBLEM 
 
Given a data set for comparing p treatments with n replications each, we proceed as follows: 
 

1) Code the Data by subtracting the Midrange = (H+L)/2 (or a whole number close to it) from each 
observation.  This generates the “ij” table. If you choose not to code the data, then the “ij” table is given 
by the original data. But, remember, the two data sets, original and coded, have the same variance 
because 

 
        Coded Data=Original data- Constant 
       
      Note: This step is not necessary but it is very helpful. It is performed to “scale down”   
      the size of the numbers to avoid numerical errors that can result when working  
      with large numbers. 
2) Obtain the “i”- Table by adding the coded (or original) observations, for each treatment, in the “ij” table. 
3) Obtain the “Grand Total” by adding the “i-table” totals. 
4) Calculate: 

a) Cij = Sum of squares of each entry in the “ij-table”                                  (29) 

b) Ci = 
n

TotalpTreatmentTotalTreatmentTotalTreatment 22 )(...)2()1( 2 +++     (30) 

c) C = 
np

TotalGrand 2)(
                        (31) 

5) Calculate: TSS   = SST = Cij – C                        (32) 
SSW = SSW = Cij – Ci                                                                   (33) 
SSA  = SSA  = Ci – C                                                                      (34) 

6) Transfer this information to an ANOVA table (see Table below) and complete the ANOVA table. 
 

Source of 
Variation 

Degrees 
of 

Freedom 
(DF) 

Sum of 
Squares (SS) 

Variances 
MS = SS/DF E(MS) F 

Among 
Treatments 
Variation 

p-1 SSA 
1=p

SSA
 2σ +

1
1

2

−

∑
=

p

Tn
p

i
i

 

Within 
Treatments 
Variation 

p(n-1) SSW 
)1( −np

SSW
 2σ  

F*= 

)1(

1

−

−

np
SSW
p
SSA

 

Total 
Variation pn-1 TSS 

1−np
TSS

   



762 ©Copyright 2007 by the Global Business and Technology Association 

 
 

7) Test the hypotheses:    
               H0: 1μ = 2μ =…= pμ   vs. H1:  the p population means are not all equal.      (35) 
     or the equivalent hypotheses: 

     or:    H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

                                                 (36) 

     or:    H0: 
2
Amongσ ≤ 0 vs H1: 

2
Amongσ > 0                                                     (37) 

 
 But, in reality, we test the hypotheses defined by (36). 
 

     To complete this test we calculate:  F* = 

)1(

1

−

−

np
SSW
p
SSA

                                                  (38) 

    and compare it to )(1
)1( α−

−
p

npF , which is a tabulated value for a given α , p-1, and p(n-1). 
 
8) If we do not reject H0, we conclude that: 
   1μ = 2μ = 2μ =…= pμ                                                                        (39) 
 

9) If we reject H0, it means that there are at least 2 means that differ from each other.  To find the pairs 
of means which are different we proceed as follows: 

 
10) Compute the LSD = Least Significant Difference  

                                    = [ ])2/(
)1(

2 1
)1( α−⎥

⎦

⎤
⎢
⎣

⎡
− npF

np
SSW

n
                                                  (40) 

 

Note: The value of ( )( )211 α−nFp  makes the value of LSD larger than if ( )α1
)1( −npF  was used and, therefore, 

harder to exceed.  
 
11) Compute the sample mean of each treatment or population ( ix ), either from the coded or the 

original data sets, and then form the table below, by taking Absolute Values of all the possible ( ix - jx ) 
differences. 

 
     Sample Means of Treatments 

 
1x  2x  3x  K  

px  

1x       

2x  21 xx −      

3x  31 xx −  32 xx −     

K       

px  pxx −1  pxx −2  pxx −3    

 
 
Sample 
Means of 
Treatment
s 
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12) Compare the differences of step 11, with the LSD value of step 10. 
  
13) The differences which exceed the LSD are the significant ones!  Mark them with an asterisk 

(*), for easier identification. 
 
14) If the treatments do not have the same number of observations n (but rather: n1, n2, …, np), the 

following changes are necessary in the above procedure: 
 

 a)  Ci in (step 4b) should now be: Ci = 
pn
TotalpRow

n
TotalRow 2

1

2 )()1(
++K      (41)  

 b)  C in (step 4c) should now be: C = 
pnnn

TotalGrand
+++ K21

2)(
                                       (42) 

a) The degrees of freedom for total variation (in the ANOVA Table) now is: 
   DFTotal Variation = pnnn +++ K21 - 1      (instead of pn-1)               (43) 

b) The degrees of freedom for “Variation Within” = ( pnnn +++ K21 ) – p       (44) 
      (instead of p(n-1) as shown in the ANOVA Table) 
c) An LSD  has to be calculated for each pair of means ( ix , jx ) that we wish to test  to see if 

they are equal, using the general equation: 

  LSDi,j = [ ])2/(
)(

)11( 1

21
21

αpnnn
pji

p
F

pnnn
SSW

nn −+++
⎥
⎥
⎦

⎤

⎢
⎢
⎣

⎡

−++
+ K

K
              (45) 

 
For example, if we are comparing 3 levels of a variable with n1 = 5, n2 = 6 and n3 = 8, we need to 
calculate the following 3 LSD values for each α  value of interest: 

  Compare 21 xx −  to: [ ])2/(]
3865

)[
6
1

5
1( 1

38652,1 α−++−++
+= FSSWLSD        (46) 

  Compare 31 xx −  to: [ ])2/(]
3865

)[
8
1

5
1( 1

38653,1 α−++−++
+= FSSWLSD        (47) 

  Compare 32 xx −  to: [ ])2/(]
3865

)[
8
1

6
1( 1

38653,2 α−++−++
+= FSSWLSD      (48) 

Note: In Multifactor experiments, the values of 2 or more independent variables determine the value of a single 
dependent variable y, and we can write: y = f (x1,x2,…,xp). Such problems can be solved by using the “Two-Way 
Crossed Classification with n observations per cell” method, which also allows for the testing of interactions 
between factors. For each extra factor, and each interaction between factors, we need to include an extra row in 
the ANOVA Table. When testing, test for interactions first. If interactions exist, do not bother to look at the 
individual factors because the results are usually ambiguous. 
 
An Example 
 
The following table of data is to be used for a comparison of the nicotine content of tobacco reported by 3 
laboratories, believed to have the same variance.  Do the labs differ in average reported content?  Use α = 0.05 
and α = 0.10 
                   Lab                                                 Raw Data 

A 16 11 16 16 21 
B 10 9 12 16 13 
C 10 7 11 13 14 
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1) Coded Data:  Subtract C = Midrange = (21+7)/2 = 14 
 

                       ij-table  2) i-table x  
A 2 -3 2 2 7 10 

1x =2=10/5 
B -4 -5 -2 2 -1 -10 

1x =-2=10/5 
C -4 -7 -3 -1 0 -15 

1x =-3=-15/5 
                                                                                                               

 
4) Calculate: 

a)  Cij = (22+(-3)2+22+22+72)+((-4)2+(-5)2+(-2)2+22+(-1)2)+((-4)2+(-1)2+(-3)2+(-1)2+02)                      
          =195 

      b)  Ci = 
5

)15()10()10( 222 −+−+
= 85 

a) C = 15
15

)15( 2

=
−

 

 
5) Calculate: 

TSS = Cij – C = 195 – 15 = 180 
 SSA = Ci – C = 85 – 15 = 70 
 SSW = Cij – Ci = 195 – 85 = 110 
 
6) ANOVA Table 
 

Source of 
Variation 

Degrees of 
Freedom (DF) 

Sum of 
Squares (SS) MS = SS/DF E(MS) 

Among 
Treatments p-1 = 2 SSA = 70 MS = 70/2 = 35 2σ +

1
1

2

−

∑
=

p

Tn
p

i
i

 

Within 
Treatments p(n-1) = 12 SSW=110 MS = 110/12 = 9.17 2σ  

Total pn-1 = 14 TSS = 180 MS = 180/14 = 90/7 
≈ 12.85  

 
7) Test the hypothesis H0: 1μ = 2μ = 3μ  vs H1: the means are not all equal,  

or the equivalent: H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

.  

The test consists of the usual 7-step procedure, shown below: 

(1) H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

 

(2) α = 0.05 and α = 0.1 

(3) The estimator for 2

2

Within

Among

σ
σ

 is 
)1(/

)1/(
−

−
npSSW

pSSA
 which is )()( 2

12
1

)1( αα FF p
np =−

−  distributed. 

 
(4) Rejection Region: 

 

3) Grand Total= -15 
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                    f(F)                                 α = 0.05 
    
             

                                                                                  2
12F (0.05) = 3.89 

 
 

                    f(F)                                 α = 0.1 
    
             

                                                                                  2
12F (0.1) = 2.81 

 

(5) Calculate:  F* = 
)1(/

)1/(
−

−
npSSW

pSSA
=

12/110
2/70

=35/9.17 = 3.82   

(6) Compare  F* to the Rejection Regions; Do not reject H0 if α = 0.05, reject H0 if α = 0.10. 
(7) When α = 0.05, 1μ = 2μ = 3μ ; when α = 0.10, the three means are not equal. 

 
8) a)   When α = 0.05, H0 is not rejected because F* = 3.82<3.89 
            Conclusion:  1μ = 2μ = 3μ , and the procedure stops here! 

b) When  α = 0.10, H0 is rejected, because F* = 3.82>2.81   
 
9) Conclusion:  The means are not equal, and the procedure continues! 

 

10)  Calculate the LSD from: LSD = )05.0()
12

110(
5
2 1

12F = 17.4)75.4)(
12

110)(
5
2( =  

 
Note:  The LSD is calculated only for the α  value for which H0 is rejected. 

 
11) Compute ji xx − for all possible combinations for which i ≠ j 

 
          1x =2        2x =-2         3x =-3 

1x =2    

2x = -2 21 xx − = 4   

3x = -3 31 xx − = 5 * 32 xx − = 1  

 
 

12) The only absolute value difference of the means that exceeds the LSD is 31 xx − = 5 
 
13) Therefore 1μ 3μ≠ , and these are the means which caused the rejection of H0,  

 
when α = 0.10 
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Note:  When n is the same for all populations, the LSD is calculated from equation (40), namely: 

[ ])2/(
)1(

)2( 1
)1( α−⎥

⎦

⎤
⎢
⎣

⎡
−

= npF
np

SSW
n

LSD  and for the values of the example above, LSD = 4.17 when 

α = 0.10,  because )05.0()05.0( 1
12

1
)15(3 FF =− = 4.75.   

 
If, however, the term )2/(1

)1( α−npF  is replaced by )(1
)1( α−npF  in equation (40), its value becomes: 

)1.0(1
12F = 3.18, and the corresponding LSD = 3.41.   

 
When the sampled mean differences are compared against this new LSD, the paired differences: 

31 xx − = 4 and 31 xx − = 5 are both greater than the LSD = 3.41 and, therefore, the conclusion is that 

1μ ≠ 2μ   and 1μ ≠ 3μ , and these 2 pairs would be the reason for the rejection of H0. 
When we compare these new results to the results obtained previously, when only the pair 

31 xx − exceeded the LSD = 4.17, we come to the conclusion that )2/(1
)1( α−npF  makes the LSD larger 

and, therefore, harder to exceed; or, another way of stating this is to say that )(1
)1( α−npF  is more sensitive 

than )2/(1
)1( α−npF . 

 
Computer Solutions 
 
We have shown in this paper how to use the ANOVA methodology to solve problems which require the testing 
of the hypotheses:  

H0: 1μ = 2μ =…= kμ             vs   H1:  The means are not all equal.   
 
In this section we will use the ANOVA methodology to solve Problems 1 and 2 both by hand and by showing 
how Minitab can be used to obtain the solutions to such problems, and then observe that the 2 solutions are 
identical and, therefore, MINITAB should be used to solve larger problems. In problem 1, the sample size n is 
the same for all populations, while in problem 2 the sample size is different. 
 
What is of special interest to us here is the fact that the computer solution also includes the calculation of the p-
value, which is included as part of the Minitab output, and represents the observed level of significance (such 
that: if p α≥ , do not reject H0, while if p<α , reject H0) and, therefore, can be used to perform the Hypothesis 
Testing problem 
instead of α . 
Problem 1:  

 
Coding the given data by using the formula: Coded Data= Given Data – 9 (Mid-range), 
we obtain:  Cij = 222, Ci = 126, and  C=20, from which we obtain: 
 
TSS=Cij-C=222-20=202; SSA=Ci-C=126-20=106; and : SSW=Cij-Ci=222-126=96, 
and the ANOVA table is: 

Source of Variation DOF Sum of Squares MS=SS/DOF 
Variation Among 

Treatments p-1=4 SSA=106 106/4=26.5 

Variation Within 
Treatments p(n-1)=5x3=15 SSW=96 96/15=6.4 

Total Variation pn-1=20-1=19 TSS=202 202/19=10.63 

ANOVA Table for Problem 1 
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The hypothesis being tested is:  H0: 1μ = 2μ = 3μ = 4μ = 5μ  vs H1: The means are not all equal, or the 
equivalent: 

H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

      

To fully test this hypothesis we need to follow the 7-step procedure, which is as follows: 
 

1) H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

  

2) Specify value of α = 0.05   
 
 

3) The estimator for 2

2

Within

Among

σ
σ

 is 
)1(/

1/
−

−
npSSW

pSSA
 which is 4

15
1

)1( FF p
np =−

−            

4) Rejection region 
 
 
 
 
 
 
 
           )05.0(4

15F =3.06 
 

5) Value of test statistic = F*=
)1(/

1/
−

−
npSSW

pSSA
= 14.4

15/96
4/106

=  

6) Since F*=4.14> )05.0(4
15F =3.06, H0 is rejected. 

7) Conclusion:  The 5 means are not equal. 
 

Note:  To find which paired means caused the rejection of H0, we need to: 

a. Calculate the LSD= 45.4)]025.0(][
15
96[

4
2)]2/(][

)1(
[2 1

15
1

)1( ==
− − FF

np
SSW

n np α  

      where 20.6)025.0(1
15 =F  

b. Calculate the absolute value of the paired sample mean differences: 

21 xx − =4.5, 31 xx − =0.5, 41 xx − =5, 51 xx − =1, 32 xx − =5, 

42 xx − =0.5, 52 xx − =3.5, 43 xx − =5.5, 53 xx − =1.5, and 54 xx − =1 
c. Compare these differences to the LSD.  The differences which exceed the LSD are the ones 

which caused the rejection of H0. 
d. Conclusion:  1μ ≠ 2μ , 1μ ≠ 4μ , 2μ ≠ 3μ , and 3μ ≠ 4μ  

 
The p-value for this test can be shown to be: p =0.019.   
 
Let us now see how this same problem can be solved by Minitab. 

α = 0.05     
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The Minitab page consists of 2 half windows:  The Session window and the Worksheet 1 window.  To use 
the Session window the Minitab prompt, MTB>, must be shown on the Session window.  If it is not shown, 
go to the “Editor” and “Enable the command language”, and the MTB> prompt will be generated (Make 
sure the cursor is in the Session window when “Enabling the Command Language”). 
 
 
 
 
We then enter the data as shown below: 

 
 MTB> READ C1-C5 
 DATA> 4 7 5 11 4 
 DATA> 6 13 4 10 8 
 DATA> 4 10 4 9 6 
 DATA> 10 12 9 14 10 
 DATA> END 
 

The computer responds with: 4 Rows Read.   Then we issue the command: 
 
 MTB> AOVoneway of the data in C1-C5 
 
The computer responds with an ANOVA table which is exactly the same as the ANOVA table above but 
also includes the p-value which is equal to 0.019 (as previously calculated by hand), and other useful 
information, such as: The mean and standard deviation and the number of observations for each population, 
the pooled standard deviation which is given by: 

 

5/)ˆˆˆˆˆ(ˆ 2
5

2
4

2
3

2
2

2
1 ssssss ++++=  

         =
( ) ( ) ( ) 53.23991.6

5
9956.31

5
582.2160.2380.2)646.2()828.2( 22222

===
++++

  (49)                 

 
and 95% C.I. on each individual mean, using the pooled standard deviation given by (49).  Note that some 
of these confidence intervals overlap while others do not, suggesting that some of the means are the same 
while others are different, and this is the same conclusion we reached by our hand solution when we 
identified the pairs of means which are different and caused the rejection of H0. 
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The MINITAB output for Problem 1 is given in the Table below.   

    Minitab Solution for Problem 1 
Obviously the MINITAB Solution is much easier to obtain and provides all the needed  
information. 
 
Problem 2 

In this problem n1=5, n2=7, and n3=6. 
Coding the data by subtracting 80, we obtain:   

Cij=13027,   Ci=(61)2/5+(281)2/7+(-27)2/6=12145.84, and C=(315)2/(5+7+6)=5512.5, 
from which we obtain: 

TSS=Cij-C=13027-5512.5=7514.5; SSA=Ci-C=12145.84-5512.5=6633.34 and  SSW=Cij-Ci=13027-
12145.84=881.16 

The DOF for TSS = n1+n2+n3-1=17 
  DOF for SSA = p-1            =2 
  DOF for SSW= n1+n2+n3-3=15 
Therefore, the ANOVA table for this problem is: 

Source of Variation DOF Sum of Squares MS=SS/DOF 
Variation Among 

Treatments p-1=3-1=2 SSA=6633.34 6633.34/2=3316.67 

Variation Within 
Treatments 

n1+n2+n3-p 
=5+7+6-3=15 SSW=881.16 881.16/15=58.74 

Total Variation n1+n2+n3-1 
=5+7+6-1=17 TSS=7514.50 7514.5/17=442.03 

 
ANOVA Table for Problem 2 

 
The hypotheses being tested is: H0: 1μ = 2μ = 3μ  vs H1: The means are not all equal,  

M T B  >  r e a d  c 1 - c 5  
D A T A >  4  7  5  1 1  4  
D A T A >  6  1 3  4  1 0  8  
D A T A >  4  1 0  4  9  6  
D A T A >  1 0  1 2  9  1 4  1 0  
D A T A >  e n d  
      4  r o w s  r e a d .  
M T B  >  a o v o n e w a y  c 1 - c 5  
 
O n e - w a y  A N O V A :  C 1 ,  C 2 ,  C 3 ,  C 4 ,  C 5  
 
A n a l y s i s  o f  V a r i a n c e  
S o u r c e      D F         S S         M S         F    
P  
F a c t o r       4     1 0 6 . 0 0      2 6 . 5 0      4 . 1 4    
0 . 0 1 9  
E r r o r       1 5      9 6 . 0 0       6 . 4 0  
T o t a l       1 9     2 0 2 . 0 0  
                                   
I n d i v i d u a l  9 5 %  C I s  F o r  M e a n  
                                   B a s e d  o n  
P o o l e d  S t D e v  
L e v e l        N       M e a n      S t D e v   - + - - - - - - -
- - + - - - - - - - - - + - - - - - - - - - + - - - - -  
C 1           4      6 . 0 0 0      2 . 8 2 8     ( - - - - - -
- - * - - - - - - - - )   
C 2           4     1 0 . 5 0 0      2 . 6 4 6             
( - - - - - - - - * - - - - - - - - )   
C 3           4      5 . 5 0 0      2 . 3 8 0   ( - - - - - - - -
* - - - - - - - - )   
C 4           4     1 1 . 0 0 0      2 . 1 6 0             
( - - - - - - - - * - - - - - - - - )   
C 5           4      7 . 0 0 0      2 . 5 8 2        ( - - -
- - - - - * - - - - - - - - )   
                                   - + - - - - - - -
- - + - - - - - - - - - + - - - - - - - - - + - - - - -  
P o o l e d  S t D e v  =     2 . 5 3 0            3 . 0        
6 . 0        9 . 0       1 2 . 0  
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or the equivalent:  

H0: vs
Within

Among 12

2

≤
σ
σ

H1: 12

2

>
Within

Among

σ
σ

 

and since F*=
)3/(

1/

321 −++
−

nnnSSW
pSSA

= 46.56
15/16.881

2/34.6633
= > )05.0(2

15F =3.68, H0 is rejected and 

we conclude that the 3 means are not the same, at 05.0=α . 
 
To find the means which caused the Rejection of H0, we must calculate a separate LSD for each pair of 
sample means, namely: 
 

Since 21 xx − =27.94>LSD1,2= 17.11)20.6)(74.58)(
7
1

5
1( =+ → 1μ ≠ 2μ    

Since 31 xx − =16.7  >LSD1,3= 56.11)20.6)(74.58)(
6
1

5
1( =+ → 1μ ≠ 3μ    

Since 32 xx − =44.64>LSD2,3= 62.10)20.6)(74.58)(
7
1

6
1( =+ → 2μ ≠ 3μ , 

where 20.6)025.0(1
15 =F    

 
Therefore, all 3 means are different from each other, at α = 0.05   
 
The same conclusion can also be reached for α = 0.01  because the corresponding LSDs are: LSD1,2 = 
14.75, LSD1,3 = 15.25, and LSD2,3 = 14.01 
 
To solve the same problem using MINITAB, we first enter the given data in the Session window, as follows: 
 
  MTB> READ C1-C3 
  DATA> 95 121 82 
  DATA> 87 130 73 
  DATA> 90 99 76 
  DATA> 88 119 70 
  DATA> 101 125 81 
  DATA> * 127 71 
  DATA> * 120 * 
  DATA> END 
 
  Note:  The * indicates a missing observation, and should not be replaced by zero. 
 
The computer responds with: 7 rows read. 
 
Then, we issue the command: MTB> aovoneway C1-C3 
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Minitab Solution for Problem  2 
   
The computer responds with an ANOVA table which is exactly the same as the ANOVA table above, but 
also includes the p-value which is equal to 0.000, and other useful information such as: the means, standard 
deviation, and the number of observations for each population (Note that in this example n1=5, n2=7, n3=6),  
the pooled standard deviation and 95% confidence intervals for each individual population mean, using the 
pooled standard deviation defined by (49).  Note also that there is no overlap in these intervals suggesting 
that the 3 means are all different from each other, a conclusion identical to the one reached when the same 
problem was solved by hand. 

 

CONCLUSIONS 
 
1) When testing the equality of 3 or more population means pair-wise comparisons (using z of t tests) are not 
effective, because such tests are not independent and the number of pairs to be tested increases rapidly as k (the 
number of population means to be compared) gets larger and larger. 
 
2) The method to use in such cases is the analysis of variance (or ANOVA) which divides the total variance of a 
given data set into 2 components: variance among populations ( )2

AMONGσ  and variance within populations 

( )2
WITHINσ  and then test the hypotheses:  

 

  1: 2

2

0 ≤
WITHIN

AMONGH
σ
σ

  vs. 1: 2

2

1 >
WITHIN

AMONGH
σ
σ

  , 

which is equivalent to the original hypotheses we wish to test: 
 kH μμμμ ==== ...: 3210  vs.     H1: The means are not all equal 
 
3) The ANOVA methodology is a very powerful tool which is capable of solving many problems, from 
relatively simple ones (one-way classification problems) to more complicated problems (two-way crossed 
classification problems), to very complicated problems (two-way nested classification problems with r 
replications).  
 
4) In this paper we cover extensively only the simplest case (i.e. single factor experiments which can be solved 
using the one-way classification ANOVA methodology) under the assumption that treatments are assigned to 
experimental units (or objects) using a “completely randomized design”. 
 
5) A detailed procedure is developed which, when followed carefully, will produce the desired solution, and 2 
problems are solved completely by hand, to illustrate the application of the procedure. 
 

One-way ANOVA: C1, C2, C3
 
Analysis of Variance 
Source     DF        SS        MS        F        P 
Factor      2    6633.3    3316.7    56.46    0.000 
Error      15     881.2      58.7 
Total      17    7514.5 
                                   Individual 95% CIs For Mean 
                                   Based on Pooled StDev 
Level       N      Mean     StDev  -------+---------+---------+--------- 
C1          5     92.20      5.81            (----*---)  
C2          7    120.14     10.14                              (---*---) 
C3          6     75.50      5.09  (---*---)  
                                   -------+---------+---------+--------- 
Pooled StDev =     7.66                  80        96       112 
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6) The same problems are also solved using the statistical software “MINITAB”. As part of the MINITAB 
solution, it is shown how to enter the data of the problem, what commands to issue, and the resultant output. 
 
7) Comparison of the MINITAB output to the hand-solution result reveals that the 2 solutions are identical and 
MINITAB should be used in the solution of larger problems, after one has become familiar with the hand 
procedure, and knows how to interpret the resulting output. 
 
8) The MINITAB output includes a p-value, where p=observed level of significance, which has the following 
connection to α = probability of rejecting H0 when H0 is true: 
 
 If   p α≥      Do not reject H0 

 If   p< α      Reject H0 
 
9) Multifactor experiments (i.e. y = f (x1,x2,…xp)) can be solved using the “Two-Way Cross Classification with n 
observations per cell” ANOVA method. This procedure also allows the testing of interactions between factors. 
 
10) For each extra factor, and for each interaction between factors, we need to include an extra row in the 
ANOVA Table. 
 
11) When testing in such problems, test for interactions first. If interactions exists (i.e. if an interaction between 
factors is significant), do not bother to test for the significance of individual factors because the results are 
usually ambiguous.  
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ABSTRACT 
This article concentrates on the South African National Defence (SANDF), as a South African public sector 
department, its acceptance of the Batho Pele principles and the implementation of various organisational 
performance improvement programmes.  However, despite accepting the principles and the programmes, it is 
uncertain whether the SANDF institutionalised them in order to effect continuous performance improvement. 
 

INTRODUCTION 
 
In 1998 the Department of Defence implemented a process to effect continuous improvement programs in the 
South African National Defence Force (SANDF).  This process followed in response to the instruction 
promulgated in the Government Gazette (October 1997) by Minister Zola Skweyiya (Minister for Public Service 
and Administration (MPSA)) to improve Public Sector Service Delivery (Government Gazette, 1997: 5). The 
principles stipulated in the Occupational Health and Safety Act (Act 85 of 1993), as well as the requirements in 
the White Paper on transforming Public Sector Service Delivery (Government Gazette – Notice 1459 of 1997), 
the Public Service Act (Act 103 of 1994), the Public Finance Management Act (Act 1 of 1999), and the Treasury 
Regulations (March 2005), demanded improved performance and improved quality of service delivery (DODI 
24/2000: vi).  These government policies formed the baseline from which the SANDF adopted the South African 
Excellence Foundation’s (SAEF) model to measure organisational effectiveness (South African Air Force 
Instruction (MRI:007775): 1 – 2).   

In the SANDF, the emphasis was initially on implementing the European Foundation for Quality Management 
(EFQM) measuring model to measure Total Quality Management (TQM) and the effectiveness in the SANDF 
(Brigadier General Eksteen (Former IGAF), 2004: Interview).  In 2000 the EFQM was substituted by the South 
African Excellence Foundation’s model that was developed on the basis of the EFQM model but supplemented 
with additional criteria to establish a South African unique model (SAEF Y2001/1, 2001: 1).  The SANDF, with 
the South African Air Force (SAAF) as the leader in the implementation process, launched the implementation 
of the SAEF model in 2000, as the official measurement model for the Defence Force (Brigadier General Carlos 
Gagiano, Former Inspector General for the SA Air Force, 2001: Presentation). 

Research conducted by the author, to determine the possible reasons why the SANDF did not excelled in 
continuous performance improvement, provided alarming evidence that the majority of senior management 
(Majors to Colonels in the SANDF) (1) did not understand the process, and (2) are not actively involved in 
processes to improve organisational performance.  The aim of this article is to provide the reader with an insight 
regarding the reason(s) why continuous performance improvement in the SANDF is not delivering better results.  

EFFECTIVENESS IN THE SOUTH AFRICAN NATIONAL 
DEFENCE FORCE 

In 2000/2001 the South African Air Force participated in the national SAEF awards competition.  As a result the 
Security Squadron at Air Force Base Langebaanweg obtained third place in the competition (Eksteen, 2004: 
Interview).  However, in 2002/2003, this unit only managed to form part of the finalists and in 2004 was not 
placed at all (Weldon Bond (CEO Ideas Management SA), 2004: Interview).  The probable answer to this state 
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of affairs might be attributed to a failure to effectively react on “areas for improvement” (Eksteen, 2004: 
Interview).  This situation can be related to Mears (1995: 1) who linked improvement to “…telling a Continuous 
Quality Improvement (CQI) story” and that a submission of underperformance, must convey the story “…in a 
simple, objective manner so that others can understand the problem and take action to improve the situation”.   

According to Mears (1995: 1), conveying the story to other relies on data and statistics; therefore, the real use of 
statistics is based on the notion that “… (d)ata tends to be more objective than general statements”.   In a 
subsequent argument Mears (1995: 2 – 3) used the “Florida Power and Light” (FPL) company as an example 
regarding the objective use of data.  The Vice President of FPL noticed an increase in the number of complaints 
received.  The numbers represented a significant increase based on the average number of complaints received 
from 1988 to 1993.  The Vice President of FPL was able to determine the problem and attempted to institute 
corrective procedures to reduce the number of complaints.  According to Viljoen (2001: Presentation), an 
organisation must nurture their successes but observe their areas for improvement and react in time to prevent 
disaster.  Successes in continuous performance improvement are not always instantaneous, but rather as part of a 
long-term strategy that takes years to achieve what the organisation sets out in the strategic vision and mission-
statement (Viljoen, 2001: Presentation).   

Statistics, obtained as part of an organisation’s performance monitoring process, must be analysed in order to 
provide management with sufficient information to manage the organisation with success (Mears, 1995: 12).  
Therefore, objective data and the correct interpretation of the data could probably determine the problem and 
guide management to the corrective measures required to rectify the problem, which may reduce the prevalence 
of the problem in future.   Schwella, in Fox et. al. (1991: 312) stated “…(a) scientific approach to the study of 
the future is of interest and importance to public managers.  Public management functions such as policy-
making and planning involve, by definition, analysis and assumptions about the future.  Such assumptions are 
used as the basis for policy and planning decisions”.  The problem at the Security Squadron was arguably the 
failure of management to utilise historic evidence (areas for improvement) to improve future performance, which 
can be viewed as the primary reason why the Security Squadron did not feature in subsequent competitions.  The 
solution debatably indicates to the requirement for an integrated organisation development model. 

The Department Of Defence Instruction: Policy & Planning No 24/2000 (The Continuous Performance 
Improvement Programme for The Department of Defence (DOD)) was drafted as a DOD Instruction to 
institutionalise the South African Excellence Model within the SANDF.  Presumably, this was intended as a 
holistic approach to the implementation of the SAEM; however, scrutinising the policy revealed an in-depth 
reference to the SANDF suggestion scheme and a trivial reference to the actual implementation (DODI 
24/2000).  Arguably, although it is expected of senior management to have a basic understanding about 
developing and measuring effectiveness in an organisation, some managers may not have the required skills to 
effectively implement measuring tools such as the EFQM and the SAEF models.  With reference to the DOD 
Strategic Direction process a shortcoming in the “performance improvement implementation process” could be 
seen as the principle factor that prevents organisations continuously improving.  This argument debatably 
highlights the supposition that the SAEF model should not be viewed as the tool to improve organisational 
effectiveness, but as a method to measure to what extent the organisation has improved.  Arguably, an integrated 
development model should utilise a measurement tool, such as the South African Excellence Model (SAEM), to 
obtain information regarding the performance of an organisation, and then proceed through various phases or 
stages of the integrated model to change deficiencies in the organisation. 

Palmer and Hardy (2000: 170 – 174) referred to various contemporary change models and pointed to the 
similarity between the basic variations of these models, having either a linear (Kurt Lewin) approach or a 
cyclical (Marshak) approach to change.  These variations are all advocating different stages or phases with 
various steps within the stages.  In an attempt to highlight the underlying problem of organisational change, 
Burke (1995: 159) argued that organisational change is, “…messy and never as clear as we have written in our 
books and articles”.  This argument illustrates the difficulty in marrying the theoretical principles presented in 
academic literature to the problem of implementing these principles in practice. 

Charlton (2000: 141) lists various aspects including “…not having clearly defined, relevant, measurable 
performance standards and criteria expectations…,…a general culture of resistance to change…, and …not 
knowing how to perform and/or not wanting to perform”, as the most elementary performance inhibitors.  
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Arguably, a lack of knowledge by SANDF managers on how to integrate the Organisational Development (OD) 
models with a strategic development programme for the organisation could be considered as the cause of failure 
of the Langebaanweg Security Squadron to continue to perform.  Kotter (2002: 8) argued that, successful 
organisations do not succeed only by gathering data, analysis, report writing, and presentations; they succeed 
because “…they compellingly show people what the problems are and how to resolve the problems.   

The Security Squadron at Air Force Base Langebaanweg can be regarded as the flagship unit of excellence in the 
SANDF after being selected in 2000/2001 as the runner-up in the National Excellence Awards competition.  
However, subsequent failure to maintain or improve performance questions the manner in which excellence was 
institutionalised at the squadron.  This state of affairs, as well as the arguments debated in the previous 
paragraphs, debatably supports the notion that only by implementing the selected models without first following 
a process of organisational development might not result in the required outcome.  Management in the SANDF 
can arguably be classified in accordance with Charlton’s (2000: 142) observation of “…not knowing how to 
perform” resulting in certain bases/units within the SANDF failing to develop the base or units based on the 
results obtained from a selected model.  As a result, these units or bases may arguably show little, or any, 
significant improvement in organisational effectiveness.  Arguably, by continuing to conduct organisation 
functions in archaic ways, the organisation will continue to perform sub-optimal. 

IMPROVING PUBLIC SECTOR SERVICE DELIVERY 
In February 2005, the Minister for Public Service and Administration (MPSA), Ms Geraldine Frazer-Moleketi, 
expressed her concern about the fact that the South African public sector showed no significant improvement in 
effectiveness since 1994 (Frazer-Moleketi, 2005: SABC News).  This concern was again voiced during a work 
session conducted, in May 2005, to formulate a strategy for the next five (5) years.  The Minister expressed her 
concern regarding the increase in the number of complaints received regarding the effectiveness of service 
delivery in the South African central public sector.   

Bond (2004: Interview) argued that although the South African Excellence Foundation (SAEF) is not publicly 
announcing results of organisations, a problem regarding the effectiveness of Public Sector service delivery was 
already observed during 2003, when the SAEF participated in “site visits” to various public sector organisations.  
According to Bond (2004), the principal question was whether the ineffectiveness could be linked to the SAEF 
model or to the public sectors’ inability to enhance its effectiveness as a result of evidence obtained from the 
SAEF model.   

The observation made by Bond (2004: Interview) accentuate the requirements stipulated in the Government 
Gazette (October 1997) by Minister Zola Skweyiya (Minister for the Public Service) to improve Public Sector 
Service Delivery (Government Gazette, 1997: 5).  The detrimental factor in public sector effectiveness could 
arguably, be attributed to the probable misconception that the existence of excellence principles (The Batho Pele 
principles) represents a guaranteed improvement in organisational performance.  This assumption appears to be 
in direct contrast with arguments of various academics attempting to promote organisation development as part 
of a continuous improvement strategy.  

According to Kotter (2002: 17), “…(f)our sets of behaviors commonly stop the launch of needed change.  The 
first is complacency, driven by false pride or arrogance.  A second is immobilization, self-protection, a sort of 
hiding in the closet, driven by fear or panic. Another is you-can’t-make-me-move deviance, driven by anger.  The 
last is a very pessimistic attitude that leads to constant hesitation.  Whatever the reason, the consequences are 
similar.  People do not look carefully at the evidence, get on their toes, and start moving.  Instead, they hold 
back or complain if others initiate new action, with the result that a needed change doesn’t start or doesn’t start 
well”.  This argument highlights that, effective organisational development with continuous improvement as the 
focus requires the organisation to improve; furthermore, the behaviour of the people must be altered and the 
measuring of the organisation’s outcomes must be adapted to ascertain whether the improvement was successful.   

This process corresponds with the suggested method of Mears (1995: 2) i.e. to identify the reason for 
improvement, determine the current situation, analyse the problem, create and implement an action plan, and 
measure results.  Any deviation from the predicted or required outcome, should act as a catalyst for management 
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to realise that the organisation requires investigating the reason for the deviation, developing measures to remedy 
the problem, implement a change process and then measure the resultant outcome.   

The inability of the SANDF to continue to improve could therefore arguably be attributed to the absence of such 
a total process.  This fact, accentuated by Charlton’s (2000: 142) argument of management not knowing how to 
perform, resulted in the motivation to conduct the research.  The research represents a challenge to develop a 
program to incorporate various sub-processes and to assist SANDF managers by providing them with a detailed 
integrated program for organisational improvement.  The integrated program comprise of a detailed process 
explaining various components of sub-processes, as well as various software packages to enable managers to 
develop and implement a total program.   

The intention to create a detailed guide implies that an integrated organisation development model is lacking in 
the SANDF and arguably the wider central public sector.  The real problem arguably exists within the available 
literature where an integrated model is either omitted, not explicitly detailing integrated development processes 
or does not exist.  The majority of public sector managers have undergone management training in various areas 
of the public management field; and although, literature explains what should be implemented, it debatably fails 
to explain the methodology to implement programs successfully.   

PUBLIC SECTOR SERVICE DELIVERY 
within the SANDF, as a Department within the South African Public Sector, should also improve.  In 1998 the 
South African Air Force initiated the excellence process through the implementation of the EFQM model for 
excellence (AFI 0077775: 1 –2).  The South African Air Force (SAAF) altered their approach in 2001 when the 
SAEM was elected as the excellence model (Gagiano, 2001: Presentation).  Personnel in the SAAF approached 
the process with scepticism as no significant changes occurred after the implementation of the EFQM model 
(Gagiano, 2001: Inspector General Report).    The majority of the managers underwent training on the model, but 
the training concentrated on explaining the various elements of the model, conducting self-assessment, 
compiling reports on the current management processes, and the general functioning or structure of the model 
(Eksteen, 2004: Interview). The problem arguably was therefore not “what” to implement, but “how” to 
implement the model. 

The South African Navy (SAN) and South African Military Health Services (SAMHS) initiated the 
implementation of the SAEM in 2001 to monitor effectiveness, and during 2002 the South African Army (SAA) 
initiated the implementation of the SAEF model (Brigadier General (Retired) Steve Prinsloo, Deputy Director 
Integrated Management Services at Defence Headquarters, 2005: Interview).  The gap in the training was found 
to be in the implementation of the model the ability of managers to adapt the existing management system to 
address or coincide with the various criteria of the model (Prinsloo, 2005: Interview).  The model did not 
represent a new management process, but rather a measurement tool to objectively and scientifically obtain 
results on the effectiveness of the organisation (Eksteen, 2004: Interview).  The inherent capability promoted by 
the SAEF model is the afforded opportunity to evaluate or benchmark on organisation’s own effectiveness 
against other organisations, competitors or best-in-class organisations (Bond, 2004: Interview). 

The implementation of the EFQM and the SAEF models in the SANDF was based on the theoretical knowledge 
of the various models and how to conduct self-assessment within the organisation (Bond, 2005: Interview).  
Trained SAEF executive facilitators that provided the theoretical training to future assessors, failed to provide 
the trainees with a strategy to implement the SAEF model within the organisation (Prinsloo, 2004: Interview).    
During self-assessment evaluations various problem areas (known as areas for improvement) were identified and 
indicated.  The subsequent failure to rectify the problems, led to some bases not altering their internal practices.  
As a result these bases remained at an embryonic level (Eksteen, 2004: Interview).  The solution to this problem 
is probably that training in the model should include the emphasis on creating a link between the theory of the 
models and the actual implementation of a continuous improvement programme within the organisation. 
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ORGANISATIONAL LEARNING 
 

Easterby-Smith (1997: 1085 - 1113) indicated that one of the reasons behind the lack of consensus regarding 
organisational learning can be related to the fact that organisational learning has been studied from a number of 
different disciplinary perspectives.  According to Argyris & Schon (1978: 19) organisational learning occurs 
when individuals identify problems and take action to rectify the problems.  Palmer and Hardy (2000: 210) argue 
that “…(o)rganizational learning involves systematic problem-solving, experimentation with new approaches, 
learning from experience and best practice, and transforming knowledge quickly and efficiently through the 
organization in ways that manifest themselves in measurable output”.  These statements arguably imply that 
organisational effectiveness depends on the effective integration of theory with the activities of an organisation.  
It can be deduced that the development of a commonly accepted model for organisational change could be 
almost impossible and that organisation development models should be designed according to the organisation’s 
requirements.           

Organisation development is according to Beckhard (1969: 19) “…an effort planned, organization-wide, and 
managed from the top to increase organization effectiveness and health through planned interventions in the 
organization’s processes with behavioural knowledge”.  According to Cummings & Worley (1993: 2) 
organisation development is “…a system-wide application of behavioural science knowledge to the planned 
development and reinforcement of organizational strategies, structures, and processes for improving and 
organization’s effectiveness”.  Palmer & Hardy (2004: 170 – 171) argue that organisation development has 
attracted considerable attention by authors and practitioners, but further argues that many change models 
continue to adhere to the classic three-phase model advocated by Lewin (1947: 5-41), i.e. unfreezing, changing 
and refreezing.  These arguments arguably suggest generic steps or phases need to be used in the development of 
an organisation’s unique improvement model and that the process requires being formalised, and planned. 

Gibson et. al. (1991: 638-641) defines organisation development as “…a planned, managed, systematic process 
to change the culture, systems and behavior of an organization, in order to improve the organization’s 
effectiveness in solving its problems and achieving its objectives”.   According to Schultz et. al. (2003: 249) the 
challenge for managers and leaders “…is to determine where they want to take the organisation to, develop a 
strategy to reach that destination, get buy-in from all stakeholders, give momentum to the process and measure 
progress and success on a continuous basis”.  Gibson et. al. (1991: 640) debates that organisation development 
is a planned process that takes place over a period of time and that must be justified in terms of organisational 
effectiveness.  This argument is supported by Harvey & Brown (1996: 4), who also emphasise that the OD 
process aims at addressing the organisation’s processes, structures and systems in anticipation of changes in the 
environment.  The implementation of an integrated organisation development programme should arguably form 
part of the SANDF strategy and should use results obtained from the SAEF model, as the primary measuring tool 
for the South African National Defence Force.  The ensued benefit is that it could contribute to affect the 
required changes within the boundaries of the DOD Strategic Direction process, to ensure continuous 
performance improvement in the SANDF. 

According to Dunbar et. al. (1996a: 26) organisations need to “deframe” in the approach to change and further 
argues that “…this does not imply that we must obliterate all previous ways of thinking….what it does imply is 
the need for an ability to step back from a reliance on the particular frames we currently rely on”.  The 
underlying themes of organisation development is therefore based on planned change, enhanced by self-renewal 
or organisational learning, focussed on changing the organisations’ culture, processes and structure by means of 
a system of action research (Palmer & Hardy, 2004: 173 - 174).  The implementation of change activities within 
the SANDF debatably cannot be only based on a theoretical measurement model without integrating the model 
into the organisation’s strategic management process.   In conclusion, it can be argued that no single 
organisational change model can therefore be used as the sole means to change the organisation, and change 
should arguably be based on a combination of models and processes to attain the desired affect.  Furthermore, 
the effective use of data may contribute the management in organisation being able to make informed decisions 
to improve organisational performance. 
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DATA ANALYSIS IN PERFORMANCE IMPROVEMENT 
The rationale of data analysis is to capture both the strengths and the areas for improvement of the organisations 
involved in the implementation of excellence models.  By analysing the areas for improvement, it may be 
possible to identify potential inhibiting practices that are commonly experienced within organisations.  These 
inhibiting practices can be addressed in the intended model to minimise the effect of the inhibiting factors.  
Reducing or minimising the impact of inhibiting factors an improvement in the organisation’s effectiveness 
could arguably be expected.  This argument is based on the assumption that, contributing factors negatively 
impacting on process are identified and eliminated through the implementation of a pro-active organisation 
development strategy. 

Contributing factors are according to SAEF (Y2001/1, 2001: 3-4) obtained through a process of self-assessment 
(also referred to as “Organisation Assessment”, “Quality Fitness Review”, “Business Management Assessment”, 
and “Quality Value”).  The factors contributing to ensure continuous performance improvement may arguably be 
defined as either strengths or positive factors, or negative factors, which are called “areas for improvement” 
(Y2001/1, 2001: 5 – 6).  The South African Excellence Foundation refers to strengths within the enabler criteria 
as being a ‘systematic and prevention based approach’, with regular ‘reviews’ to be able to implement 
‘improvements’ into the ‘normal operations’ (Y2001/1, 2001: 5-17).  Strengths within the results criteria may 
include concepts such as ‘positive trends’, ‘continuous good performance’, ‘understanding negative trends and 
taking appropriate action’, and the ‘ability to sustain its performance’ (Y2001/1, 2001: 5-17). 

The term ‘areas for improvement’ is according to SAEF, activities that are not in place that are expected to be in 
place (Bond, 2004: Interview).  Areas for improvement also include phrases such as ‘not involved’, ‘not in 
place’, ‘no evidence’, and ‘not available’ (Y2001/1, 2001: 6-17).  Bond (2004: Interview) indicated that the 
process of identified ‘strengths’ and ‘areas for improvement’ are the critical areas to affect organisational 
effectiveness.  According to Bond (2004), the neglect of ‘strengths’ results in an ‘area for improvement’ and 
therefore negatively influences the organisation’s results.  Attending to, and rectification of ‘areas for 
improvement’ will conversely result in the increase of organisational effectiveness, better results and higher 
scores during evaluation.  Obtaining the results of the strengths in successful organisations will arguably result in 
the identification of generic factors, linked to the specific criteria that could probably contribute, if implemented 
by other organisations, to continuous improvement strategy.  Strengths can also be utilised as benchmarking 
factors, against which other less successful organisations can measure themselves in order to implement them as 
part of their organisation development process.  However, it can be argued that benchmarking and the 
identification of ‘areas for improvement’ could result in measures instituted by the observing organisations, to 
prevent the duplication of futility.   

The value of benchmarking is to maximise best practices, but also to reveal the factors that prevent the 
organisation from being even more effective (Basson, 2004: Interview).  The dilemma of benchmarking is that 
some organisations tend to present or produce only the information that will improve their perceived image 
(Eksteen, 2004: Interview).  This is normally done by means of favourable feedback from customers or 
suppliers, presented on public display areas such as general notice boards (Brand, 2006: Interview).  The 
principal problems are seldom displayed, resulting in the presentation of a distorted view of the organisation to 
external observers (Eksteen, 2004: Interview). 

The most probable solution to address continues performance improvement in the SANDF, is to establish a 
centralised directorate to monitor the performance in the Department of Defence.  This directorate could function 
to augment the inspection function conducted by the inspector generals.  The purpose will be to identify trends in 
the performance of the respective SANDF Services and to provide advice on how to address the deviations from 
the planned objectives.  The benefit of establishing such a directorate is arguably to overcome the tendency to 
rely on individuals on units to ‘drive’ performance and effectiveness.  The transfer of individuals from these 
units will not result in the collapse of the performance ‘drive’ but will ensure that continuity will be retained.  
The basis of this directorate is to place motivated performance personnel, passionate about excellence in this 
directorate and to transfer individuals who are passionate about performance improvement to the directorate. 
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Performance excellence is an essential element of a long-term organisation strategy and should not be based on 
the premise that ‘principles” of excellence will ensure excellent performance.  The neglect of ‘strengths’ could 
result in these strengths reverting to ‘areas for improvement’.  The SANDF have excellent processes in place to 
ensure continues performance improvement; however, failing to effectively manage these processes, will result 
in a failure to improve and perform.  Excellence should not be managed as an ‘over-and-above’ task, but should 
form an intrinsic part of the management task and processes. 

CONCLUSION 
Since 1997, when the South African central public sector identified the value of improving service delivery to 
the South African public by introducing the “Batho Pele” principles, no visible and lasting improvement in 
excellence was observed.  The SAAF and later the remainder of the SANDF initially implemented the EFQM 
model and later the SAEF model, to manage and improve organisation effectiveness; however, similar to the 
central public sector, no visible or continued performance improvement is observed. 

The failure of the majority of SANDF departments, bases and units, to persevere with continuous performance 
improvement, could arguably be attributed to a “missing link” within the overall organisation improvement 
process.  This was probably due to the absence of an integrated process to complete organisation measurement 
and the ensuing results with a process to address and improve the areas identified for improvement.  Arguably, 
the missing link was not the direct result of ignorance by management, but may be attributed to the fact that the 
majority of the literature does not clearly addresses the complete process of measure, analyse, change, 
implement and measure.  The missing link in the process could be ascribed to the failure to include the 
respective business and management processes as part of an integrated organisation development process. 

Research in continuous performance improvement in the SANDF focussed on obtaining information from 
various private and public sector organisations with regard to their successes and/or failures during the 
implementation of the SAEF model.  The analyses of the information attempted to observe specific generic 
issues/ problems/elements that can be used as the basis to develop an integrated process to ensure continuous 
improvement in the SANDF. 

Essentially the integrated model suggested for use in the SANDF will embed specific intervention processes that 
can be utilised to minimise potential pitfalls during the public sector implementation process.  Important issues 
to understand include i.e. (1) the reasons for success and/or failure, (2) the organisation development process, 
and (3) the functioning of the SAEF model.  Knowledge regarding these elements, could probably contribute to 
the development of an integrated organisation development model for the SANDF. The integrated model could 
then be implemented to support continuous performance improvement and excellent service delivery to the 
South African public. 

The fundamentals of SANDF excellence however, highlight a concern regarding the reliance on individual 
members to drive excellence.  Excellence in the SANDF should be based in a central directorate, manned by 
SANDF personnel who are passionate about excellence.  The principle of this concept will allow the free 
rotation of individuals through this directorate, but without causing the central theme – excellence – being 
omitted or depleted.  Furthermore, this approach will not replace the inspectorate function, but simply augment it 
to ensure continuous performance improvement in the SANDF. 
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ABSTRACT 
 
 More and more firms are establishing strategic relationships with other firms with a view to enhancing 
their competitiveness. One of the main internal organizational factors used to support this strategy is 
information and communication technology (ICT). This article shares the main results of an empirical 
investigation into the perceptions of ICT managers who operate in Brazil. The investigation analyzed the 
influences of 13 characteristics of a strategic alliance network (SAN) on four properties of a firm’s ICT: 
maturity, complexity, flexibility and alignment. Its results suggest that this influence exists and that it manifests 
itself in various ways, and with different degrees of strength. There is evidence that ICT’s maturity – degree of 
evolution or competence – is the property most strongly affected by the 13 SAN characteristics. We infer that, 
once the possible influences of a SAN have been understood, ICT managers can anticipate these influences and 
better plan their firms’ ICT in order to sustain their competitiveness. 
 
 

INTRODUCTION 
 
 There are few immutable facts and laws in the business environment of firms in various industries 
throughout the world, but rather many uncertainties and challenges. Change is unceasing and its pace is 
accelerating. Firms need to respond speedily and continuously to these new situations by redefining and adapting 
their strategies (ROCKART; EARL; ROSS, 1996). Similarly, information and communication technology (ICT) 
strategy must always be coherent (VILLAS; MACEDO-SOARES; FONSECA, 2006), and therefore realigned 
dynamically with the firm’s strategy, whenever necessary, in order to accompany its changing needs 
(PRAHALAD; KRISHNAN, 2002).  
 One of the effects of this fiercer competition between firms is a trend towards greater specialization. 
Increasingly firms seek to concentrate on what they do best and on what is unique to their customers, that is, 
their essential competencies (PRAHALAD; HAMEL, 1990). This explains in large measure why they form 
networks of relationships with other firms, especially strategic alliances of different types and intensities (for 
example, agreements, contracts and joint ventures), in order to complement their competencies with those of 
other partner firms to better meet their customers’ needs. 
 ICT plays an important role in these strategic alliance networks – SANs. The more intense the 
relationship between a firm and its SAN, the more they communicate and exchange information (LIA; 
SIKORAB; SHAWA; TAN, 2006; ROCKART, 1998; SAMPLER; SHORT, 1998). Similarly to the way ICT 
improves internal communication between a firm’s different areas, it also makes the exchange of information 
between the firms that belong to a SAN faster and more reliable. Business processes become inter-firm, not just 
intra-firm. On the other hand, intense relationships can lock in the firms involved, preventing them from 
establishing relationships with other more interesting partners.   
 Thus, there are two certainties: to be able to compete, firms increasingly need to be strategically related 
to other firms in SANs, and must possess ICT resources that are consistent with their strategies and which fit this 
reality. A literature review revealed that previous studies have not specifically analyzed the impact of SANs on a 
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focal firm’s ICT. The present article presents the main results of an empirical investigation, conducted by the 
authors in Brazil, which sought to fill this gap. It focuses on the influences that a firm’s SAN has on 
organizational resources related to its ICT.  
 This article is divided into six parts. In the first we present the research’s theoretical references pertinent 
to SANs, ICT and the influence of SANs on a firm’s ICT. In the second we describe the methods adopted in the 
investigation, and in the third we share its main results. These are discussed in the fourth part, and in the fifth, 
after a general assessment of the research’s contribution, are identified the most critical influences of SAN 
characteristics on a firm’s ICT properties. In the last part we formulate some final considerations.  
 

STRATEGIC ALLIANCE NETWORKS 
 
 The aim of a firm’s business strategy is to assure its existence and profitability. The strategy defines the 
firm’s identity and objectives, and thus orients its actions. Strategic planning is a continuous process and, due to 
the fast pace of change in a specific industry’s competitive scenario (macro-environment), is reviewed at 
increasingly smaller intervals. 
 Complementing the so-called “traditional” analysis - notably the resource-based view - Dyer and Singh 
(1998) suggest that a firm’s strategic resources may also be located in its relationships with other firms. Thus, 
the analysis of a firm’s competitive position in its industry cannot focus merely on its characteristics and those of 
its sector, but should also consider the characteristics of its relationships and the networks constituted by them, 
that is, it should include a relational analysis. These authors consider that a firm’s competitive advantage, in 
terms of its network, can be found in the resources (people, equipment, processes), knowledge (the interaction 
that permits its transfer, recombination and innovation), complementarity of resources and competencies (where 
the end result is greater than the sum of its parts) and effective governance (to reduce transaction costs), that are 
specific to this relationship. In this case, the relationships between firms will generate a higher profit for each 
firm than could be achieved by them if they operated in an isolated fashion.   
 The relationships at issue in this article are strategic alliance networks: a set of enduring relationships, 
that are strategically significant for the parties involved, considering all possible types of relationship between 
various actors of an industry, between industries and between countries (GULATI; NOHRIA; ZAHEER, 2000). 
Also according to Gulati (1998), strategic alliances are arrangements, within strategic networks, formed 
voluntarily between firms. Macedo-Soares (2002) complements this definition, stating that alliances are strategic 
when they contribute directly to a firm’s competitive advantage.  
 From the perspective of a particular firm, denominated “focal firm”, there is a sub-network of strategic 
relationships in which this firm participates more directly, known as an “ego-net” (MACEDO-SOARES, 2002). 
An ego-net is formed by the focal firm (“ego”), the organizations directly related to it (“alter egos”) and all the 
relationships that exist between them (“ego X alter egos” and “alter egos X alter egos”). A firm always wants its 
ego-net to be beneficial to it, so that when establishing links with other organizations, it can more easily achieve 
its objectives and assure the sustainability of its competitive advantage. This network acquires strategic value for 
the focal firm by improving its strategic positioning (PORTER, 1979), amongst other factors, and thus increasing 
its bargaining power in its industry, through, for example, a greater scale of procurement, while it may create 
barriers to the entry of new rivals, by using partners’ innovative and proprietary technologies or creating 
technological platforms or standards that reinforce these relationships (SHAPIRO; VARIAN, 1999). 
 Macedo-Soares (2002) drew up reference lists for her model of strategic analysis for the case of firms 
that enter into alliances and form networks (SNA – Strategic Network Analysis), with variables and constructs at 
both firm and industry levels, to capture data regarding the strategic implications of the characteristics of a 
network of relationships at these levels. She drew on the studies of Galaskiewicz e Zaheer (1999), Gulati, Nohria 
and Zaheer (2000), Kale, Singh and Perlmutter (2000) and Knoke (2001). Certain characteristics of a SAN were 
chosen from the reference lists proposed, in order to be investigated in this study, and are presented in Table 1.  
 

INFORMATION AND COMMUNICATION TECHNOLOGY 
 
 Firms, in order to be competitive, use and depend on the technological infrastructure constituted by 
computers, programs, information systems and means of communication (ex: computer networks), which, in 
turn, depend on appropriate people and processes for their maintenance and evolution  (MARCHAND; 
KETTINGER; ROLLINS, 2000). The ICTs, that is, informatics and communication technologies applied to the 
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processing, storage and transmission of information in digital format (CARR, 2003), speed up and increase the 
reliability of the exchange of information between different areas of a firm, such as, for example, in the 
organization of firms’ activities around their processes (HAMMER; CHAMPY, 1995). 
 
Table 1: SAN Characteristics  

SAN Characteristic  Definition 
Cardinality Number of members of the strategic alliance network. 

Density Proportion of ties observed relative to the number of possible connections. A maximum density network is one 
where there are ties between all the members of the network.  

Centrality Quantity of ties of the focal firm with other members of the network, relative to the quantity of ties of the other 
members of the network.  

Structural Equivalence Extent to which members of the network have similar ties with other members, when, for example, sharing the 
same customers. 

Status of focal firm  Importance of the network’s focal firm, determined by its size, role and/or resources. A good indicator of 
status, when applicable, is its position in established (Brazilian) rankings such as the "Exame Maiores e 
Melhores" and "Valor Econômico", amongst others. 

Status of partners Importance of the other members (all except the focal firm) in the network, determined by their size, role 
and/or resources. A good indication, when applicable, are the positions of partners in established (Brazilian) 
rankings such as the “Exame Maiores e Melhores" and "Valor Econômico", amongst others.  

Nature of relationships Considers that the strategic relationship between each pair of members can be opportunistic ("win-lose") or 
collaborative ("win-win”).  

Strength of relationships Considers that each pair of members of a strategic relationship have their degree of commitment to this 
relationship. This can be characterized by the type of strategic alliance and by the frequency of interactions.  

Experience with strategic 
alliances  

Experience of the focal firm, characterized by the duration of strategic alliances and by the total number of 
strategic partners.  

Volume of specific 
investments   

Volume of investments made by the focal firm specifically in its strategic alliances.  

Governance Mechanism A network’s governance mechanism is a set of safeguards designed to assure that none of the parties are able to 
profit from opportunistic behavior.  

Degree of change 
management in the 

network  

The management of changes in strategic alliance networks is determined by the quality of its processes.  

Degree of multiple 
dynamic alignment  

Development of competencies and processes that assure and sustain compatibility between partners regarding 
strategy, management styles, culture and resource complementarity.   

 
 The term “ICT” is recent, replacing the term “IT” (Information Technology) which, in turn, took the 
place of “Informatics” when referring to the application of the above-mentioned technologies in an 
organizational context. With the growing importance for firms of communication between computers 
(ANDERSEN, 2001), initially with electronic data interchange – EDI and more recently with the commercial use 
of the Internet, the communication dimension of these technologies has received greater emphasis. Less-used 
terms such as “Telematics” and “Teleinformatics”, also emphasize the convergence between technologies that 
constitute ICTs. Although many authors do not make this dimension explicit in their texts, we consider, for the 
purposes of this study, that references to IT and ICT are equivalent. The ICT function in a firm possesses the 
following elements:  

• Infrastructure – installations, computers (servers, workstations, mainframes), computer networks (logical 
network, Internet access, firewall, etc), basic programs (operating systems, database management systems, 
etc) and production programs (word processor, electronic spreadsheet, e-mail, etc); 

• Applications – information systems that support the firm’s business processes, including  IOS – inter-
organizational systems; 

• Processes – activities of  (i) users support, (ii) infrastructure procurement, support, maintenance, monitoring 
and management and (iii) application development, purchase and maintenance; includes the processes 
related to the domains “Acquire and Implement”, “Deliver and Support” and “Monitor and Evaluate” of 
COBIT– Control Objectives for Information and Related Technology (ITGI, 2005); 

• Team – human resources that execute processes of the ICT function; includes the type of organization of the 
team and its roles and responsibilities;  
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• Management – responsible for processes such as strategic planning of ICT and management of budgets, 
expenditures and ICT team; includes processes related to the COBIT domain “Plan and Organize”. 

 
 The properties of ICT that were investigated were (i) Maturity – degree of evolution or competency of 
ICT elements– (ii) Complexity – the extent to which each ICT element possesses sub-elements and variations 
that are necessary for its activities – (iii) Flexibility – capacity/ability of ICT elements to respond to the firm’s 
new needs– and (iv) Alignment – degree of coherence and convergence of ICT elements to the firm’s business 
strategy. 
 

THE INFLUENCE OF SAN ON THE FOCAL FIRM’S ICT 
 
 The study of the impact of ICT in the case of firms that are members of SANs is a recent phenomenon. 
One of the first references is the study by McFarlan (1984), who observes that information systems that operate 
in an inter-organizational network strategically alter the relative bargaining power of buyers and suppliers. In the 
1990s McFarlan (1990) presented some types of “information partners”, mainly in marketing activities, and their 
success factors. According to his study, firms that develop collaborative ICT relationships could use new 
distribution channels and obtain operational efficiencies (lower transaction costs). The factors of success 
identified were (i) a shared vision on the part of top management, (ii) complementary ICT skills whose result is 
similar to that found by Harrigan (1998 apud KALE; SINGH; PERLMUTTER, 2000) for the “partner fit” 
construct, when assessing the complementarity between them, in the relational firm-level analysis dimension 
known as “network management” (GULATI; NOHRIA; ZAHEER, 2000; MACEDO-SOARES, 2002; 
MACEDO-SOARES; LANGE, 2004), (iii) planning for short-term success, (iv) striving for information quality 
and (v) appropriate business architecture between partner firms.  
 Information systems, according to Konsynski (1993), or ICT in general (ROCKART, 1998), play a 
fundamental role in a firm’s “extension” beyond its organizational borders and in the modification of inter-
organizational relations, an industry’s competitiveness and the practice of cooperation. The firm ceases to have a 
well-defined border and begins to mingle with its SAN. Konsynski (1993) affirms that the more a firm controls 
the “inter-organizational information system”, the greater will be its understanding of the process and its 
influence over its partners, especially regarding access to information. The role of ICT is also to build and 
maintain sustainable partnerships.  
 Dewett and Jones (2001) affirm that ICT, in the same way that it brings efficiency to the relationship 
between a firm’s different areas, influences inter-organizational relationships, especially transaction costs, for 
information can be transmitted – through computer networks – and used at a low cost. A whole value chain of 
suppliers and customers can be integrated through a computer network, reducing costs and creating exit barriers. 
ICT has been increasingly used in strategic alliances, breaking down barriers between industries and integrating 
different value chains. In fact, ICT levers collaboration between specialists of strategically allied firms, which is 
a crucial factor in innovation.  
 For inter-firm processes to exist, organizational factors such as infrastructure, ICT processes and the 
people involved in them must operate in a coordinated way, so that information can flow quickly, automatically 
and in a controlled fashion between the firms. The problem resides in the fact that these factors are not always 
congruent in the different firms that participate in a SAN, for each firm has its own interests, business strategy 
and consequently its ICT strategy.  
 

RESEARCH METHODOLOGY 
 
 The research was essentially empirical and exploratory (REMENYI et al, 1998). Its universe was 
composed of experienced ICT managers working in Brazil who made significant use of ICT (that is, not merely 
to support communication between people, as in the case of e-mail). The subjects were the ICT managers 
themselves.  A non-probabilistic “snowball” type of sample was used for the online survey due to the problems 
encountered in identifying subjects (REA; PARKER, 2000, p.150). The literature review, undertaken in order to 
construct the study’s theoretical references, followed the methodology proposed by Russo, Villas and Macedo-
Soares (2006). 
 Data was collected using an adaptive online questionnaire (website). The questions were grouped in 
blocks characterizing the respondent (B1), the firm where he/she worked (B2), the strategic alliances and the 
SAN of the firm where he/she worked (B3), and the record of the perception regarding the influence of the SAN 
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characteristics on the four ICT properties of the focal firm (B4). When the firm in which the respondent was 
employed did not possess strategic alliances, block B3 was not presented; if the respondent was not an employee 
of any firm, blocks B2 and B3 were not presented. The fifth and last block (B5) sought to identify other possible 
respondents to the questionnaire (“snowball sampling”).  In order to oblige respondents to define their position 
clearly regarding the influence of SAN characteristics on each ICT property of the focal firm, the research 
defined a dichotomous scale for each of these characteristics, with a negative (-) and positive (+) value, as well 
as a guide to define the characteristic, presented in Table 2.  
 

Table 2: Dichotomous scale of SAN characteristics 
SAN Characteristic 

 
Negative Value  

(-) 
Positive Value 

(+) 
Guide 

Cardinality low high A network can be considered a high cardinality one, when it has a total 
membership of 9 or more.  

Density low high A network can be considered a high density one, when it has over 60% of 
the maximum possible number of ties.  

Centrality not central is central 
A focal firm is considered to be central, when, in its ego net, it possesses 
more ties with other members of the network than any other member of the 
same network.  

Structural 
Equivalence 

there is no  
structural 

equivalence  

there is 
structural 

equivalence  

There is structural equivalence if members of the network have similar ties 
with other members, when, for example sharing the same customers.   

Status of focal firm  low high If the focal firm is the network’s biggest one, and if it is the main customer 
or supplier of its strategic partners, its status is high.  

Status of partners  low high If the other members are bigger than the focal firm, and are its main 
customers and suppliers, the partners’ status is high.   

Nature of 
Relationships  opportunistic collaborative 

If the network has predominantly collaborative relationships (“win-win”), 
it is deemed collaborative; if the contrary is the case (predominance of 
“win-lose” ties) it is deemed opportunistic. 

Strength of 
Relationships  weak strong 

In a network formed predominantly by joint ventures, the commitment 
between partners is high, strengthening the relationship between its 
members.  

Experience with 
strategic alliances  a little a lot 

A firm is considered to have great deal of experience in this sphere if it has 
had strategic alliances for a total of at least ten years, with at least 5 
different partners.  

Volume of specific 
investments  low high A low volume of investments may exist in a Provision of Service 

agreement, but is not likely to be the case in a joint venture. 

Governance 
Mechanism  inappropriate appropriate  

If the cost of the governance mechanism is significant, compared to the 
cost of each transaction between the parties, then the governance 
mechanism adopted is inappropriate. 

Degree of  network 
change management  low high The more effective these network change management processes are, the 

higher this degree will be.  

Degree of  multiple 
dynamic alignment  low high 

The more advanced the competencies and processes that assure and sustain 
compatibility between partners, the greater the degree of multiple strategic 
alignment. 

 
  The questionnaire presented questions aimed at defining the sign of each characteristic of the SAN of 
the respondent’s firm, only if he/she was working in a firm that possessed strategic alliances. This sign was used 
to contextualize the scenario of the reply regarding each influence, that is, to adapt the questionnaire to bring it 
closer to the respondent’s reality.  For example, if the respondent informed that cardinality in his SAN was low, 
the questionnaire would present the scenario “Consider the influence of a low cardinality network on the  
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organization’s ICT”; in the contrary case it would present the scenario 
“Consider the influence of a high cardinality network on the organization’s 
ICT”.   
 If the respondent could not define the sign of some characteristic 
of his/her firm’s SAN, because the information was not available or was 
unknown to the respondent, the questionnaire attributed a sign randomly, 
when the question was made regarding the influence of that SAN 
characteristic on ICT properties. This randomly attributed sign was 
recorded together with the replies to each questionnaire for further analysis.   
 The SAN/ICT influence was inquired about for each characteristic 
of the SAN, in relation to each ICT property, which could or could not be 
detailed for each ICT element.  Every possible influence had a positive (+), 
negative (-) or neutral (*) sign. The set of types of influences is presented in 
Table 3.  
 Thus, respondents were given every possibility of recording their 
perceptions of the SAN/ICT influence with the desired detail and flexibility. For example, they could record that, 
considering that the focal firm is central (scenario), centrality (a SAN characteristic) increases (influence) the 
organization’s ICT complexity (ICT property), especially its infrastructure and applications (ICT elements). 
The questionnaire included a glossary containing the main SAN and ICT concepts. A small diagram was 
presented for each SAN characteristic to illustrate the concept better. We believed that it was fundamental that 
each respondent fully understand the concepts involved in order to assure the quality of the replies.    
 Of the 123 managers invited to reply to the questionnaire 51 (41%) did so. The respondents took an 
average of 42 minutes to reply to the questionnaire. The data was treated statistically to gauge its central 
tendencies and dispersion in blocks B1 and B2, and mainly by frequency distribution in blocks 3 and 4. 
 As the sample was non-probabilistic, the results could not be analyzed in terms of the normal 
distribution. However it was possible to develop an analytical generalization. In fact, as shown in this article’s 
“discussion” section, they provided important inputs for the strategic planning and decision-making of ICT 
managers. They also provided significant elements for the consolidation of the theoretical references of the 
broader research - an investigation into the SANs’ influence on the focal firm’s ICT.  
 

RESULTS 
 
 The mode (mod), median (med), lowest value (min) and highest value (max) are always shown in 
brackets alongside the averages informed in this section. 
 

Respondent, Firms, Alliances, SAN 
 
The respondents (block B1) were 47 years old on average (mod=46; 
med=46; min=34; max=65), had been working for 27 years (mod=20; 
med=25; min=15; max=45), working in the ICT area for 24 years (mod=25; 
med=24; min=10; max=40), had an experience with strategic alliances of 9 
years (mod=10; med=9; min=0; max=32) and 14 years experience in ICT 
management (mod=10; med=11; min=5; max=32). 
 Of the total, 75% characterized the firm where they worked (block 
B2). The average period of existence of these firms was 32 years (mod=50; 
med=21; min=1; max=99). The frequency distributions of the number of 
employees, area of activity – according to the sectoral classification used by 
the publication “Maiores e Melhores” (“Biggest and Best”) of EXAME 
magazine published by the Abril Group in Brazil – and gross turnover are 
shown in Tables 4, 5 and 6, respectively. 
  
 

Table 3: Set of natures of 
influences  

Influence Sign 
Activates + 

Deactivates - 
Favors + 

Disfavors - 
Increases + 

Diminishes - 
Facilitates + 
Hampers - 

Stimulates + 
Inhibits - 
Defines + 

Is defined by - 
Does not affect * 

Table 4: Number of 
employees 

3% Up to 09 

3% 10 to 19 

3% 20 to 49 

0% 50 to 99 

8% 100 to 199 

12% 200 to 499 

8% 500 to 999 

11% 1000 to 1999 

21% 2000 to 4999 

31% More than 5000 
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 The characterization of strategic alliances and the SAN of the firm where they work (block B3) was 
made  
by 69% of respondents. These firms possessed an 
average of 16 strategic alliances (mod=1; med=9; 
min=1; max=100) and an experience of 11 years with 
these alliances. The frequency distribution of strategic 
alliance types are shown in Table 7.  
 
 As regards the characterization of the firm 
where they worked, in 26% of cases respondents 
attributed a negative value to these characteristics (low, 
weak, a little, etc.), in 65% of cases a positive value 
(high, strong, a lot etc.) and in 9% of cases information 
was unavailable. After the random attribution of signs 
to cases without a sign, the respondents were presented 
with scenarios that were 38% negative and 62% 
positive.  
 
Influences on ICT   
 
 Tables 8, 9, 10 and 11 
summarize the results of the influences 
of SAN characteristics on ICT 
properties. The set of columns under “+ 
Scenario” present the frequency of 
replies for the positive scenarios (ex: 
“Consider a SAN with high 
centrality”). The first column of this set 
shows the percentage of positive 
influences attributed to each SAN 
characteristic, the second shows 
influence neutrality and the last the 
percentage of negative influences 
indicated. The same scheme is followed 
in the “- Scenario” (negative scenario) 
set of columns.    
 The analyses of the results, according to ICT properties, consider symmetry-asymmetry aspects, 
strength and lack of definition in perceptions of influence. There are no expectations, inherent to the nature of 
the phenomenon, as to symmetry or asymmetry of influences. 

Table 5: Areas of activity 

3% Retail commerce 

3% Mining 

3% Services 

3% Automotive 

5% Banks 

5% Pharmaceuticals, hygiene and cosmetics 

5% Communications 

8% Public services  

8% Various areas 

8% Chemical and petrochemical 

16% Insurance companies 

29% Technology and computing  

Table 6: Gross turnover 

3% Up to R$1.200.000 
(Microfirm) 

8% R$1.201.000 to R$10.500.000 
(Small firm) 

11% R$10.501.000 to R$60.000.000  
(Medium firm) 

68% over R$60.000.000 
(Large firm) 

11% Information unavailable  

Table 7: Types of Strategic Alliances   
9% Franchise 
9% Patent or know-how License 
9% Financing Agreement/Contract 

11% R&D Agreement/Contract  
17% Cross Shareholding  
17% Minority Shareholding 
20% Production Agreement/Contract 
23% Joint R&D 
31% Joint Venture 
31% Technology Transfer  
31% Distribution Agreement/Contract 
31% Commercialization Agreement/Contract  
43% Development / Co-production 
46% Joint Commercialization/Marketing 
51% Supply Agreement/Contract  
74% Provision of Services Agreement/Contract  

Table 8: Influences on the Maturity of ICT 
  + Scenario    -Scenario 
SAN Characteristic + * - + * - 
Cardinality 84% 10% 6% 58% 10% 32% 
Density 79% 4% 17% 64% 13% 23% 
Centrality 80% 10% 10% 64% 22% 14% 
Structural Equivalence 76% 9% 15% 65% 23% 12% 
Status of focal firm 94% 3% 3% 28% 16% 56% 
Status of partners 78% 11% 11% 38% 31% 31% 
Nature of Relationship 87% 8% 5% 17% 17% 66% 
Strength of  Relationship 87% 3% 10% 41% 14% 45% 
Experience with strategic alliances 92% 4% 4% 32% 20% 48% 
Volume of  specific investments 76% 10% 14% 18% 27% 55% 
Governance Mechanism 85% 5% 10% 17% 8% 75% 
Degree of network change management 88% 0% 12% 16% 6% 78% 
Multiple dynamic alignment 92% 0% 8% 37% 7% 56% 



 ©Copyright 2007 by the Global Business and Technology Association   791 

 We considered that there was 
“positive symmetry” when, in the 
positive scenario, the SAN 
characteristic influenced the property 
positively, while influencing this same 
property negatively in the negative 
scenario. For example, there was 
positive symmetry in the influence of 
volume of specific investments on 
maturity (see Table 8), that is, in a 
scenario where there is high volume of 
specific investments, ICT maturity 
would be greater, and in a scenario 
where there is low volume of specific 

investments, maturity would be lower. SAN characteristics with positive symmetry had a positive influence 
when present and a negative one when absent. Similarly, there were cases of “negative symmetry” (for example 
the influence of the multiple dynamic alignment on complexity, in Table 9).  
 
There was “positive asymmetry” when, 
in the positive scenario the SAN 
characteristic influenced the property 
positively, while also influencing this 
same property positively in the negative 
scenario. For example there was positive 
asymmetry in the influence of cardinality 
on maturity (see Table 8), that is, in a 
scenario of high cardinality, ICT 
maturity levels would be higher, and this 
same maturity would also be greater in a 
scenario of low cardinality. SAN 
characteristics with positive asymmetry 
always had a positive influence, that is, 
merely taking part in a SAN was enough 
for a firm to be positively affected by this characteristic. Analogously, a “negative asymmetry” could, in theory, 
exist (however no case was identified by the research).  

 
 As regards strength of 
influence, we considered that it was 
strong when 70% or more of the 
respondents attributed a positive sign to 
this influence. Thus the influence of 
governance mechanism on ICT maturity 
was considered to be one of “strong 
symmetry with a positive influence” (see 
Table 8). There were situations where 
there was an influence in one scenario 
and a lack of definition of perceptions in 
the other. For example, the influence of 
the status of the focal firm on ICT 
complexity (see Table 9) was positive in 
the positive scenario and was undefined 

in the negative scenario. In these cases the research considered that there was a partial influence with a positive 
effect. Finally we considered that there was a lack of definition in perceptions when there was no clear indication 
of symmetry or asymmetry, and no influence was strong. For example there was a lack of definition in the 
influence of the status of partners on ICT alignment (see Table 11). 

Table 9: Influences on the Complexity of ICT  
  + Scenario  - Scenario 
SAN Characteristic + * - + * - 
Cardinality 91% 0% 9% 42% 5% 53% 
Density 90% 0% 10% 55% 13% 32% 
Centrality 59% 3% 38% 59% 14% 27% 
Structural Equivalence 47% 18% 35% 53% 12% 35% 
Status focal firm 73% 3% 24% 33% 28% 39% 
Status of partners  63% 23% 14% 50% 31% 19% 
Nature of  Relationship 26% 28% 46% 58% 25% 17% 
Strength of Relationship 38% 10% 52% 50% 32% 18% 
Experience with strategic alliances 42% 16% 42% 64% 20% 16% 
Volume of specific investments 58% 21% 21% 46% 27% 27% 
Governance Mechanism 46% 10% 44% 67% 8% 25% 
Degree of network change management 52% 9% 39% 56% 11% 33% 
Multiple dynamic alignment 33% 9% 58% 74% 7% 19% 

Table 10: Influences on the Flexibility of ICT   
  + Scenario - Scenario 
SAN Characteristic + * - + * - 
Cardinality 75% 3% 22% 47% 6% 47% 
Density 48% 4% 48% 41% 18% 41% 
Centrality 69% 3% 28% 59% 5% 36% 
Structural Equivalence 50% 18% 32% 59% 0% 41% 
Status of  focal firm 46% 18% 36% 28% 22% 50% 
Status of partnerships 31% 23% 46% 50% 31% 19% 
Nature of Relationship 77% 15% 8% 25% 25% 50% 
Strength of  Relationship 65% 7% 28% 36% 18% 46% 
Experience with strategic alliances 77% 15% 8% 32% 12% 56% 
Volume of specific investments 69% 7% 24% 27% 27% 45% 
Governance mechanism 59% 13% 28% 0% 8% 92% 
Degree network changes management 70% 9% 21% 11% 22% 67% 
Multiple dynamic alignment 75% 4% 21% 26% 7% 67% 

Table 11: Influences on the Alignment of ICT   
  + Scenario - Scenario 
SAN Characteristic + * - + * - 
Cardinality 69% 9% 22% 58% 10% 32% 
Density 48% 14% 38% 55% 13% 32% 
Centrality 76% 14% 10% 59% 14% 27% 
Structural Equivalence 58% 21% 21% 41% 24% 35% 
Status of  focal firm 76% 12% 12% 22% 28% 50% 
Status of partnerships 57% 9% 34% 38% 31% 31% 
Nature of Relationship 87% 8% 5% 42% 16% 42% 
Strength of  Relationship 83% 7% 10% 36% 14% 50% 
Experience with strategic alliances 88% 8% 4% 36% 20% 44% 
Volume of specific investments 79% 7% 14% 14% 36% 50% 
Governance mechanism 80% 10% 10% 8% 17% 75% 
Degree network changes management 82% 9% 9% 11% 11% 78% 
Multiple dynamic alignment 88% 0% 12% 22% 15% 63% 
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Influences on ICT elements 
 
 According to the respondents, in 87% of cases all ICT elements (infrastructure, applications, processes, 
teams and management) were influenced, with processes cited by 96%, infrastructure and applications by 95%, 
management by 94% of respondents and teams by 92%. 
 
Summary of influences on ICT  
 
 Table 12 presents a summary of the aspects of symmetry-asymmetry, strength and lack of definition in 
perceptions of the influence of SAN characteristics on ICT properties.  Of the 52 possible influences (13 SAN 
characteristics, 4 ICT properties), 26 showed signs of symmetry (22 with a positive effect and 4 with a negative 
effect), 15 showed signs of asymmetry (all with a positive effect), 6 showed a partially positive effect and the 
remainder 5 were undefined. No negative asymmetries were identified.  
 As regards strength, only 4 were considered strong (70% of the respondents attributed this sign to the 
influence). Observing only the strong influences, one can see that the most influenced ICT properties were 
maturity and alignment. The research did not identify any characteristic that had a strong influence on the four 
ICT properties investigated. Considering that partial influences and lack of definitions were less important than 
the others, the data suggests that complexity is the less influenced ICT property. The most influential SAN 
characteristic, defined in the research as those that had at least a strong influence, were governance mechanism 
and the degree of management of changes in the network, each one exercising two strong influences on the focal 
firm’s ICT.  

Table 12: Summary of Influences on ICT 

 Maturity Complexity Flexibility Alignment 
Cardinality AS+ AN+ AN+ AS+ 
Density AS+ AS+ UN AS+ 
Centrality AS+ AS+ AS+ AS+ 
Structural Equivalence AS+ AS+ UN AS+ 
Status of focal firm S+ AN+ S+ S+ 
Status of partners AN+ AS+ S- UN 
Nature of Relationship  S+ S- S+ AN+ 
Strength of Relationship AN+ S- S+ S+ 
Experience with strategic alliances S+ UN S+ S+ 
Volume of specific investments S+ AS+ S+ S+ 
Governance mechanism SF+ UN S+ SF+ 
Degree of management of changes in the network  SF+ AS+ S+ SF+ 
Multiple dynamic alignment S+ S- S+ S+ 

 
Caption: strong symmetry with positive effect (SF+); symmetry  with a positive effect (S+); symmetry with a negative 
effect (S-); strong asymmetry with a positive effect (ASF+); asymmetry with a positive effect (AS+); partial with a 
positive effect in  the positive scenario (AN+); partial with a positive effect in the negative scenario (BN+); undefined 
(UN). 

 

DISCUSSION 
 
 The research strongly suggested that SAN – Strategic Alliance Networks  characteristics do in fact 
influence the focal firm’s ICT – Information and Communication Technology and that these influences take 
various forms with different degrees of strength. The ICT area must take care regarding the firm’s insertion in 
SANs. The research assumes that the firm participates initially in a “minimum SAN”, where all SAN 
characteristics have a negative sign (low cardinality, the focal firm is not central, few investments, etc.) and that 
at some point this same SAN becomes a “maximum SAN” whose characteristics all have a positive sign (high 
cardinality, the focal firm is central, many investments, etc).  
 When the focal firm, which had not previously been a member of any SAN, begins to take part in a 
“minimum SAN”, its ICT area is exposed to the asymmetric influences of the SAN. Positive asymmetries 
suggest that the presence of the SAN, independently of the scenario (positive or negative) of its characteristics, 
influences the focal firm’s ICT properties positively. In this case ICT managers must take preemptive steps and 
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prepare their ICT area for a greater maturity, complexity and alignment, followed by greater flexibility. These 
are the immediate consequences of the firm’s membership of any SAN. Partial influences with a positive effect 
in a negative scenario are also important in this situation.   
 In the hypothesis of a change in the characteristics of the firm’s SAN in the direction of a “maximum 
SAN”, new effects can be expected on the properties of the ICT area, due to the SAN’s symmetric influences. 
ICT managers should pay special attention to the governance mechanism and the degree of management of 
changes in the network, for they are SAN characteristics that exercise symmetrical and strong influences.  
 Table 12, that presents a summary of the influence of each SAN characteristic on each ICT property, 
may be used to provide support for ICT managers, in their assessment of  which ICT properties need more 
attention, as the firm begins to participate in a SAN and the network evolves. For example, if a firm’s SAN is a 
“minimum SAN” and its volume of specific investments increases, the ICT manager should attempt to gauge 
possible effects on ICT maturity, flexibility and alignment, for more investment may bring new needs, obliging 
the focal firm to increase the variety of its ICT, as well as efficiently manage this variety. If, following this first 
change, this SAN’s governance mechanisms become appropriate, and consequently there is an evolution in 
safeguard mechanisms designed to prevent any party profiting from opportunistic behavior, the ICT manager 
should pay attention to the maturity and alignment properties in his ICT area.  
 A possible reason for the fact that maturity and alignment were the ICT properties most influenced by 
SAN characteristics is that the focal firm’s participation in a SAN obliges its ICT to become more mature (more 
evolved or competent) and more efficient as well. Surprisingly, the results show that ICT flexibility and 
complexity were not affected by strong SAN influences. However a closer analysis revealed that flexibility was 
not perceived to be so critical, for there is a tendency for ICT elements, especially its infrastructure 
(BROADBENT; WEILL, 1997), to become commodities (CARR, 2003). This means that the need for ICT 
flexibility diminishes because if, for example, a need for new equipment arises, it can be quickly obtained in the 
marketplace. On the other hand, from a strategic perspective, the flexibility of ICT is tied up with the flexibility 
of business processes. The need for ICT flexibility is probably determined more by the need for flexibility in 
business processes than by its participation in a SAN. Nowadays, the pressure on ICT industry to adopt open 
standards may explain why ICT complexity of the focal firm was not strongly perceived to be critical, in that 
such standards reduce complexity by minimizing the diversity of ICT solutions, reducing the knowledge required 
for using these solutions. 
 

CONCLUSION 
 
 In this article we presented the most important results of an exploratory empirical investigation into the 
perceptions of ICT – Information and Communication Technology managers conducted in Brazil by the authors, 
regarding the influences exercised on four ICT properties (maturity, complexity, flexibility and alignment) of a 
focal firm by its SAN –Strategic Alliance Network. Other research has already demonstrated the importance for 
a firm’s strategic planning of analyzing SAN characteristics (MACEDO-SOARES; LANGE, 2004). However, as 
mentioned above, this is the first study to confirm and detail these influences with respect to a firm’s ICT.  
 In fact the results strongly suggest, in the case of the strategic planning of ICT, that it is also crucial not 
to ignore the impact of the SAN in which the firm participates, otherwise the firm risks being (i) inefficient, by 
failing to establish priorities in the allocation of resources and therefore spending more, and (ii) ineffective by 
not meeting the needs and conditions imposed by its SAN.  
 The summary of influences presented in this article may help ICT managers prioritize their actions in 
relation to ICT properties taking into account (i) the firm’s participation in a SAN and (ii) the SAN’s 
characteristics. By recognizing these influences, and given that the characteristics of their firm’s SAN are 
continually changing, ICT managers can anticipate their firms’ needs, thus assuring that ICT is consistent and 
aligned with their strategies.  
 ICT managers find it difficult to take the characteristics of their firms’ SAN and their influences on ICT 
strategic planning into account. The results of the present research provide elements to help them determine 
which characteristics are most important. For example, there is an immediate impact on a firm’s ICT when it 
joins a SAN, shown by the asymmetric influences identified, especially those that affect ICT maturity, 
complexity and alignment. ICT flexibility tends to increase, although not as much as other ICT properties, as the 
relationships with strategic partners evolve (“win-win” relationships with a greater level of commitment between 
partners), investments in these partnerships increase, governance mechanisms become more efficient (lower 
costs) and change management becomes more effective.  
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 Finally, as highlighted above, this investigation was of an exploratory nature. Its results provide 
significant and fundamental elements for the next stages of the broader research of which the present study is an 
important initial part. In these next stages we intend to perform interviews with ICT managers and carry out 
multiple case studies, with a view to exploring the questions at issue in greater depth.  We recommend, in 
parallel, that other researchers also contribute towards the more efficient and effective strategic management of 
ICT, in the case of firms that take part in SANs, by focusing on specific sectors, for example, banks and types of 
strategic alliance, such as joint ventures.  
 

REFERENCES 
 
ANDERSEN, T. J. Information technology, strategic decision making approaches and organizational 
performance in different industrial settings. Journal of Strategic Information Systems, v.10, n.2, pp.101-119, Jun. 
2001. 
 
BROADBENT, M; WEILL, P. Management by Maxim: How Business and IT Managers can Create IT 
Infrastructures. Sloan Management Review, v.38, n.3, pp.77-92, Spring 1997. 
 
CARR, N.G.  IT Doesn't Matter. Harvard Business Review, v.81, n.5, May 2003. 
 
DEWETT, T., JONES, G.R. The role of information technology in the organization: a review, model, and 
assessment. Journal of Management, v.27, n.3, pp.313-346, May 2001. 
 
DYER, J.H., SINGH, H. The relational view: Cooperative strategy and sources of interorganizational 
competitive advantage. The Academy of Management Review, v.23, n.4, pp.660-679, Oct./1998. 
 
GALASKIEWICZ, J., ZAHEER, A. Networks of Competitive Advantage. Research in the Sociology of 
Organizations, Jai Press Inc., v.16, pp.237-261, 1999. 
 
GULATI, R.  Alliances and Networks. Strategic Management Journal, v.19, n.4, pp.293-317, 1998. 
 
GULATI, R.; NOHRIA, N.; ZAHEER, A. Strategic Networks. Strategic Management Journal, v.21, n.3, pp.203-
215, Mar./2000. 
 
HAMMER, M.; CHAMPY, J. Reengineering the Corporation: A Manifesto for Business Revolution. New York, 
HarperBusiness, 1995. 
 
ITGI. COBIT 4.0 - Control Objectives for Information Technology, IT Governance Institute, 2005. 
 
KALE P.; SINGH H.; PERLMUTTER, H. Learning and Protection of Proprietary Assets in Strategic Alliances: 
Building Relational Capital. Strategic Management Journal, v.21, n.3, pp.217-237, Mar. 2000. 
 
KNOKE, D.  Changing Organizations – Business Networks in the New Political Economy. Westview, 2001. 
 
KONSYNSKI, B.R. Strategic control in the extended enterprise. IBM Systems Journal, v.32, n.1, pp.111-142, 
1993. 
 
LIA, J.; SIKORAB, R.; SHAWA, M. J.; TAN, G. W. A strategic analysis of inter organizational information 
sharing. Decision Support Systems, v.42, n.1, pp.251-266, 2006. 
 
MACEDO-SOARES, T.D.L.v.A. Strategic Alliances and Networks: Conceptual Tools for Strategic 
Assessments. Readings Book of GBATA International Conference. Rome. St. John’s University, pp.292-305, 
2002. 
 



 ©Copyright 2007 by the Global Business and Technology Association   795 

MACEDO-SOARES, T.D.L.v.A.; LANGE, T. T. Ferramental para Análise Estratégica pela Ótica Relacional: 
Resultados do seu Teste Piloto na Companhia Vale do Rio Doce (CVRD). In: ENANPAD 2002, Salvador, 
Bahia. 
  
MARCHAND, D.A.; KETTINGER, W. J.; ROLLINS, J.D. Information orientation: People, technology and the 
bottom line. MIT Sloan Management Review, v.41, n.4, pp.69-80, 2000. 
 
McFARLAN, F. W. Information Technology Changes the Way You Compete. Harvard Business Review, v.62, 
n.3, pp.98-103, May/Jun. 1984. 
 
______. Information Partnerships - Shared Data, Shared Scale. Harvard Business Review, v.68, n.5, pp.114-120, 
Set./Oct. 1990. 
 
PORTER, M. How competitive forces shape strategy. Harvard Business Review, v.57, n.2, pp.137-145, 
Mar./Apr. 1979. 
 
PRAHALAD, C. K.; HAMEL, G. The Core Competence of the Corporation. Harvard Business Review, v.68, 
n.3, pp.79-81, May/Jun. 1990. 
 
PRAHALAD, C. K.; KRISHNAN, M. S. The Dynamic Synchronization of Strategy and Information 
Technology. MIT Sloan Management Review, v.43, n.4, pp.24-33, 2002.  
 
REA, L. M.; PARKER, R. A. Metodologia de Pesquisa: do Planejamento à Execução. Pioneira, 2000. 
 
REMENYI, D.; WILLIAMS, B.; MONEY, A.; SWARTZ, E. Doing Research in Business and Management: An 
Introduction to Process and Method. London, SAGE Publications, 1998. 
 
ROCKART, J.F.; EARL, M. J., ROSS, J. W. Eight imperatives for the new IT organization. Sloan Management 
Review, v.38, n.1, pp.43-55, 1996. 
 
ROCKART, J.F. Towards Survivability of Communication-Intensive New Organization Forms. Journal of 
Management Studies, v.35, n.4, pp.417-420, Jul. 1998. 
 
RUSSO, G. M.; VILLAS, M.; MACEDO-SOARES, T.D.L.v.A. Importância da hierarquização das revistas 
científicas: resultados de uma investigação empírica no Brasil e proposta de um método de pesquisa 
bibliográfica,. In: ENANPAD 2006, Salvador, Bahia.  
 
SAMPLER, J. L.; SHORT, J. E. Strategy in Dynamic Information-Intensive Environments. Journal of 
Management Studies, v.35, n.4, pp.429-436, Jul. 1998. 
 
SHAPIRO, C.; VARIAN, H. R. The Art of Standards Wars. California Management Review, v.41, n.2, 1999. 
 
VILLAS, M.V.; MACEDO-SOARES, T.D.L.v.A.; FONSECA, M.V.M. Assegurando Alinhamento Estratégico 
da Tecnologia de Informação e Comunicação: O Caso das Unidades de Refino da Petrobras. Revista de 
Administração Pública, v.40, n.1, pp.127-53, Jan./Feb. 2006. 
 
 

 
 



796 ©Copyright 2007 by the Global Business and Technology Association 

MINING CHANGES OF PATTERNS FROM MULTI-
PERIOD DATASETS 

 
 

I-Lin Wang and Chun-Ta Dai 
National Cheng Kung University, Taiwan  

 
 
 

ABSTRACT  
Given datasets of multi periods, we are concerned with detecting any pattern of interested consistent changes 
from some period to the last period. Such a problem seems unsolvable for conventional data mining 
techniques that seek frequent patterns since such techniques require conducting the FP-growth algorithm for 
each period as well as many pairwise comparisons between datasets of consecutive periods. Here we propose 
an efficient algorithm based on a novel data structure that seeks the target patterns in a very efficient way. 
Computational tests show our algorithm has very good performance, especially for datasets of more periods, 
or of larger similarity between consecutive periods. 

 
 

INTRODUCTION  

Data mining is concerned with analyzing large volumes of data to discover patterns hidden in the 
dataset. Previous pattern discovery research usually focuses on identifying frequent patterns, which only 
processes single dataset without considering the effect of time. Considering the time factor, previous temporal 
data mining research focuses on mining for the following topics: the sequential pattern (Agrawal and Srikant 
1995), the cyclic association rules (Ozden et al., 1998), the temporal association rules (Ale and Rossi, 2000), the 
calendar-based temporal association rules (Li et al., 2003), the episodes in event sequences (Mannila et al., 
1997), the temporal patterns (Li et al., 2006), and the intertransaction association rules (Tung et al. 2003). 
However, all of these research topics do not investigate the patterns of data changes over time, although such 
changes are important and often occur in practice. Change mining that seeks the changes or differences in 
datasets may give better understanding in the tendency of the underlying processes. For example, learning the 
tendency of changes on customer demands via mining the changes in the items sold over time would help the 
manager of a logistics company to arrange the inventory in a better way. 

 
To detect the variations of different datasets, Dong and Li (2004) propose a mining algorithm to 

identify the emerging patterns (EPs) that have significant changes in supports between different datasets. Bay 
and Pazzani (2001) detect the differences of groups by mining the contrast sets. Liu et al. (2000) identify the 
variations of decision rules by mining the difference of the decision trees for two datasets. Kim et al. (2005) 
investigate changes in decision rules based on the decision tree analysis. Although these studies can be applied to 
search for the trend of data changes over time, they can only deal with the datasets of two periods. In this paper, 
we develop techniques that seek the changes of patterns for datasets collected from multi periods to detect the 
tendency of data changes. 

 
Conventional techniques in mining for frequent patterns are not suitable for mining the changes of 

patterns over time, since their application focuses on frequent patterns only and thus those infrequent patterns 
with support less than the minimum threshold of times (say, x ) defined by the user may be skipped and ignored. 
To grab the changes for those infrequent patterns, x  has to be zero, which usually incurs computational 
difficulty in detecting all the possible patterns over the entire datasets. In other words, to identify the patterns 
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that grow g  times from one period to its following period and continue the trend of change for every two 
consecutive periods until period T , one requires to set the minimum support threshold x  to be zero in the first 
period of interest (say, period t ), seeks the patterns whose supports are at least ig y  in period t i+ , for any 
support y x>  and for each 1,2,...,i T t= − . Thus we will totally have 1T t− +  datasets. Suppose each dataset 
contains ( )O p  patterns and each pattern has ( )O m  items. Then one has to conduct 2 2(( ) )O T t p m−  pairwise 
comparisons for mining the changes of patterns starting from period t  to period T . Since there exist plenty of 
patterns with supports greater than zero, using frequent patterns for mining the changes of patterns will consume 
too much time, and thus become very inefficient.  

 
In this paper, we are particularly interested in mining the changes of patterns between the datasets of 

two consecutive periods that occur continuously from a previous period t  to the current period T . As a result, 
both the time and variation factors will be considered at the same time to get the trend of events. The more 
periods of the datasets to be analyzed, the more significant and reliable the pattern changes represent. To the best 
of our knowledge, no research has been reported in literature for mining the changes of patterns on multi-period 
datasets. Here we develop techniques that not only seek the changes of patterns over multi periods to detect the 
tendency of data changes, but also take the changes of infrequent patterns into account so that any change on any 
pattern would be identified by our algorithm in an efficient way, as long as the change fits the range of growth 
rates specified by the user. 

 
The rest of this paper is organized as follows: Section 2 explains more details about the problem we are 

dealing with. Detailed procedures of our proposed mining algorithm are illustrated in Section 3. Section 4 
includes the results and analyses of our computational experiments where we have implemented our proposed 
algorithm and an extension of FP-growth algorithm called MFPG for the purpose of performance comparison. 
Finally, Section 5 summarizes and concludes the paper. 

PRELIMINARIES 
Consider a pattern as a set of items, where each item represents an entity or element in a time stamped 

transaction dataset in temporal data mining (Roddick and Spiliopoulou, 2002). The support for each pattern may 
vary with respect to time. While the frequent pattern mining focuses on the frequencies of patterns, we are more 
interested in identifying the trend of growth or decline of patterns with respect to time in this paper. 

 
Any change for a pattern appearing in two consecutive periods can be calculated by the ratio of its 

support, from the earlier period to the latter one. In other words,  

(1)       

1( ) , if ( ) 0;  
= ( )

,                if ( ) 0

t
ti
it t

i i
t
i

supp p supp p
supp p
M supp p

δ

+⎧
>⎪

⎨
⎪ =⎩

 

where t
iδ  represents the growth rate for the support of pattern ip  from period t  to period 1t + , and M  is a very 

large number. There may exist many types of pattern changes. For example, one may be interested in a pattern 
change that follows a growth rate, whether increasing (i.e. 1t

iδ > ) or decreasing (i.e. 1t
iδ < ), between any two 

consecutive periods t  and 1t + . In this paper, we are particularly interested in the patterns that change 
continuously with the same tendency from some previous period t T<  to the current period T . In particular, we 
define the range of interested growth rate, denoted by GR , and seek those valid candidate patterns ip  that 

continuously satisfy t
i GRδ ∈  from some period t T<  to period T . Such changes of patterns indicate a trend of 

growing or declining, and are usually worthy of attention. Although not of our interests, any irregular changes of 
patterns can also be detected using our proposed algorithm in Section 3.  

PROPOSED SOLUTION METHOD 
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To have a more efficient mining for the pattern changes, we propose an algorithm called MCP that 
starts from the dataset of the last period, since those changes ceased in any intermediate period are not of our 
interests. MCP contains three major steps: (1) constructing a modified FP-tree to store items and their 
frequencies based on the FP-tree structure (see Han et al., 2004), (2) traversing on the modified FP-tree to 
detect candidate patterns and storing those candidate patterns in a candidate-pattern forest (CP-forest), and (3) 
detecting those valid changed patterns satisfying the range of the specified growth rates. 

 
In the beginning, we construct a modified FP-tree based on the FP-tree proposed by Han et al. (2004) to 

store each item in the datasets of the last two periods as a node in the modified FP-tree. An FP-tree is a prefix 
tree designed to store information from the dataset with less space, so that the information retrieval and 
extraction become more efficient. First, we construct an FP-tree for the data of period T  to store any pattern 
with support more than zero, then store the data of period 1T −  in the same FP-tree by adding another vector of 
support associated with each node, or creating a new branch for a pattern that appears in period 1T −  but not in 
period T . Take Figure 1 for example. The pattern {ce} and {adb} is a new branch since they appears in period 

1T −  but not in periodT . An FPlist (e.g. [bedac] in Figure 1) can be generated by the nondecreasing order of the 
support of items in periodT .  

 
Figure 1: Constructing the original modified FP-tree for period T  and 1T −  

 
 
Based on the modified FP-tree that stores the patterns of data from period T  and 1T − , we propose a 

tree-traversal technique to generate possible candidate patterns from all the branches in the modified FP-tree. In 
particular, mining from a bottom node to the root in a modified FP-tree gives a unique branch which represents a 
candidate pattern. Take Figure 1 for example, {ac, dc, ec, bd, ea, bda} represents such branches called original 
candidate pattern (OCP). For each item i  by the order in FPlist (e.g. [bedac] in Figure 1), we can construct its 
associated candidate pattern tree (CP-tree( i )) rooted at item i  by adding the OCPs starting with item i . Take 
Figure 1 for example, we first construct a CP-tree rooted at b, which contains only one branch (i.e. bda) since the 
pattern bd is part of the pattern bda. The support vector associated with each item can be calculated by adding up 
all the support vectors for that item in the modified FP-tree, thus we will have the support vector 
(1,1)=(0,1)+(1,0) associated with both b, d, and a. Note that besides those OCPs, there may exist other candidate 
patterns. It can be shown that any intersection of any two OCPs may produce a generated candidate pattern 
(GCP), which is also a valid CP to be added. Furthermore, all the CPs can be found by the union of the OCPs 
and GCPs. Whenever a GCP or an OCP is added to a CP-tree, one requires updating the associated support 
vectors.  

 
After all the CPs and their associated support vectors are updated in a CP-tree, we start a verification 

process to update the CP-tree. In particular, for each item k  in a CP-tree, we calculate 1T
kδ −  and then assign a 

skip flag associated with that item, if 1T
k GRδ − ∉ . Note that the support vector associated with each item k   in a 

CP-tree is 1( ( ), ( ))T Tsupp k supp k − . Each branch in a CP-tree represents a candidate changed pattern. Thus by 
tracing from a leaf up to the root in a CP-tree and skipping those items with skip flag, we can identify a valid 
changed pattern. All the patterns with continuous valid changes from some period t  to period T can be 
identified by conducting such tracing procedures for all branches in all CP-trees. 
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For each period ' 2, 3,...,t T T t= − − , we first reset the support vector associated with each item k  in 
each CP-tree from ' 2 ' 1( ( ), ( ))t tsupp k supp k+ +  to be ' 1 '( ( ), ( ))t tsupp k supp k+  where '( )tsupp k  is initially set to be 
zero. We reorder each transaction data ip  (i.e. itemset) by the order of FPlist, and then check whether that 
itemset corresponds to a pattern in the CP-tree rooted at the first item of ip . If ip  has appeared in the CP-tree, 

we will update '( )tsupp k , the right part the support vector associated with each item k  in ip . Otherwise, that 

ip  will be ignored and skipped. Once all the itemsets have been processed, we conduct the same verification 
process as described in previous paragraph to update each CP-tree in the CP-forest, and then repeat the steps 
described in this paragraph for the next iteration (i.e. ' ' 1t t= −  ) until 't t= . 

COMPUTATIONAL EXPERIMENTS AND ANALYSES 
We implement a random data generator based on the synthetic transaction data generator used in 

Agrawal and Srikant (1994). Besides the parameters used in the original generator such as the number of 
transactions (D), number of items (I), average length of each transaction (L), and number of patterns (P), we add 
two more parameters: the number of periods (T), and similarity (S) between the data of two consecutive periods 
so that T periods of temporal data can be generated and the data of any two consecutive periods share some 
similarity. Such a similarity between the transactions of different periods usually exists and is commonly seen in 
practice (see Li et al., 2006). In particular, let Dt denote the number of transactions in period t, then we will 
randomly choose SDt transactions out of Dt to be part of Dt+1.  

 
In order to test the efficiency of MCP, we also implement an algorithm called MFPG based on the FP-

growth algorithm proposed by Han et al. (2004). MFPG has to detect all the patterns with support more than zero 
for each period, and then compare all the patterns obtained from two consecutive periods for mining the changes 
of patterns. MFPG is expected to be inefficient, since there are potentially (2 )IO  possible patterns in a dataset 
which makes the FP-growth algorithm and pairwise comparisons between patterns of two consecutive periods 
become very time-consuming. Due to the storage limitation, we test five families of datasets 
( {0.4,0.5,0.6,0.7,0.8}S ∈ ) and each dataset contains data of nine periods (T=9). Thus totally forty-five cases are 
generated with the following settings: D=10000, I=1000, L=5, and P=20. Each family of datasets requires about 
1.8MB space. All the algorithms and generators are implemented in C++ on an Intel PC with 3GHZ CPU and 2 
GHZ main memory.  

 
Figure 2(a) illustrates the cumulative running time of algorithms MCP and MFPG on the family of 

dataset with S=0.6. For period 9t =  and 8t = , MCP first takes about 58 seconds in constructing a modified FP-
tree and the CP-forest, and then mining for the patterns with changes in the target range. For period 7t =  
through 1t = , MCP only needs to update the CP-forest for mining the patterns and thus it takes very little time 
(within 10 seconds in total) as can be observed in Figure 2(a). On the other hand, MFPG takes about 158 seconds 
in comparing patterns of period 9t =  and 8t =  pairwisely. Although MFPG takes less and less time for latter 
periods (from about 70 seconds down to 45 seconds), it takes totally about 550 seconds for the entire family of 
dataset, which is still about 8 times longer than MCP. This shows the design of CP-trees in MCP does  
successfully serve its purpose in shortening the time for mining so many possible patterns. For different 
similarity setting, as shown in Figure 2(b), MCP still beats MFPG a lot, and has even better efficiency for 
datasets of larger similarity. Again, such a better performance for datasets of larger similarity are due to the 
structure of CP-trees, since the datasets of larger similarity should decrease the size of CP-trees, which in turn 
reduce the time in mining for possible patterns. On the other hand, similarity seems to have no much consistent 
effect on the performance of MFPG.  

 
Figure 2: Performance comparison on MCP and MFPG 
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(a) (b) 

 
To test the capability of MCP in handling large-scale datasets that MFPG can not deal with, we further 

test five families of datasets with similar settings as before except L=10 and P=10000, where each family 
consumes about 4 MB space. As illustrated in Figure 3, MCP takes about 500 seconds for the family of S=0.4. It 
requires less and less running time for datasets of larger similarity.  

 
Figure 3: Running time of MCP for large-scale datasets with L=10 and P=10000 

 

CONCLUSION 
The problem to detect the patterns of target changes from some period to the last period is investigated 

in this paper, since such a phenomena does exist in many real-world applications. Conventional data mining 
techniques for detecting frequent patterns are not suitable for solving this problem since it requires conducting  
the FP-growth algorithm for each period and pairwise comparisons for all the patterns between datasets of two 
consecutive periods, which will consume a lot of time. To speed up the mining process, we propose a novel 
algorithm called MCP based on a novel data structure called CP-tree. MCP first constructs a modified FP-tree 
for datasets of the last two periods, and then builds up each CP-tree for each item which records candidate 
patterns of interests. By some tree-traversing techniques, all the candidate patterns will be produced and stored in 
the CP-forest composed by all the CP-trees. Traversing along CP-trees for mining the target patterns requires 
very little time, which makes MCP very suitable for mining the datasets of multi-periods that are not solvable by 
conventional data mining techniques. For datasets of larger similarity, MCP can take more advantages since the 
CP-forest will become smaller. The results of computational experiments also certify that MCP does serve for its 
purpose. 
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ABSTRACT 
 
Today, advertisement is considered as one of the most effective marketing tools for the persons and 

institutions that go into the business life and try to sustain in the competition atmosphere. In this study role of 
advertisement on consumer behaviors related to food purchasing was investigated in the urban area of Antalya 
province. 

According to the results of the study, it was found that 15,4 % of the consumers changed their brand 
due to advertisements and the 5,4 %of the consumers started to buy a new product which had not consumed 
before. In addition, the share of consumers influenced advertisement was found 48,4 %. Furthermore, 
educational level of  the consumers was found closely related with the confidence to advertisements. The success 
the advertisement is depends on the effectiveness of advertisement tools to be used.     

INTRODUCTION 
 

Today’s competitive conditions force businesses to draw attention not only to the product informations 
but also to target audiences, and thus put them into a competition with businesses who are in the same scope of 
business. One of the most effective investment and component which influences the success of the businesses 
directly is advertisement. Advertisement is the one of the most important tool which is used by businesses in 
order to communicate the marketplace, to influence people’s purchasing decisions, and to assure people to buy 
their own products. In this regard, advertisement also direct social life depending on how communication 
technology develops.  

Previously in Turkey, marketing strategies of businesses developed mostly for determination of product 
and sale policies, and in order to expect comsumers to obey these policies. Veering the customers’ choices and 
the efforts of businesses, which produce the goods, to impress customers started especially in the 1980’s. 
Consumption became an indicator of social status and income level. Because this situation increased competition 
and decreased margin of profit, retailers were forced to find new marketing strategies.  

On the other hand, because global enterprises started to offer one by one service to the customers, 
domestic enterprises, which do not want to lose their market share, are forced to apply new and effective 
methods in marketing.  

These developments in marketing which mostly affect the big cities definitely also affected Antalya. In 
addition to being tourism center of Turkey, because Antalya is exposed to high levels of migration, it is an 
attractive marketplace for firms which service in food sector. In the present study, the role of one of the factors 
which affect customers’ retailer choices, i.e. advertisement, on customers’ purchasing attitudes in the urban area 
of Antalya was investigated. In this context, the aim was to show the effect of advertisement on customers’ 
attitudes in food retail sector which is the most important branch of agricultural food system.  

 

MATERIAL AND METHOD 
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The aim was to evaluate the viewpoint of customers in Antalya to advertisement. In this regard, the use 

of advertisements of the families who filled out the questionnaires, and their opinions about the reliability of the 
advertisements were analysed by the means of income level and education. The data consisted of the responses 
given to the questionnaires, which were obtained from the families who live in the city center of  Antalya.  

The sample size was determined based on “Nonstratified Single-Stage Simple Random Probability 
Sampling”  (Collins, 1986). According to this, the sample size for the current study was found 482. 

The sampling equation used in this research is given below: 
 
   (Z)2 . P.Q                
           n =                              
      (S)2                             

 

In this equation; 
Z=  Z value which corresponds 97,5%. confidence level . (2.24) 
P= The percentage of the sample that picks a particular answer  
Q= The percentage of the sample that don’t pick a particular answer  
S= Standard Error  

After the determination of the sample size, 120 neighborhoods in Antalya city center were grouped 
according to their income level as low-, moderate-, and high-income level. In the first step, 48 neighborhoods 
from Muratpaşa, Kepez and Konyaaltı districts were randomly selected based on the neighborhood number of 
the districts. In the second step, the distribution of the sample size in the neighborhood groups was made 
according to the number of population of neighborhoods. Based on these, a total of 482 families were given the 
questionnaires; 231 from Muratpaşa, 218 from Kepez, and 33 from Konyaaltı (Table 1).  

 

Table 1 : Number of the families which were given questionnaires and sampling rates 
Total 

Population 
Number of 

neighborhoods 
Sample 

neighborhoods 
Number of sample families Name of  

Districts 
Sayı Oran Sayı Oran Sayı Oran Sayı Oran 

Muratpaş
a 

235.560 49.3 56 46.7 24 50.0 231 47.9 

Kepez 219.922 46.1 44 36.7 18 37.5 218 45.2 
Konyaaltı 21.925 4.6 20 16.6 6 12.5 33 6.9 
TOPLAM 477.407 100.0 120 100.0 48 100.0 482 100.0 

 

In the study, the data obtained from the questionnaires given to the randomly selected families were 
analyzed using “SPSS 8.0 for Windows” software (Cramer,1998, p231). The significant results will be grouped 
and crossed;  and the results will be given in tables.  

 

RESULTS 
 

Customers’ Demographic Information 
Demographic information of the customers who had been interviewed and their families is given in Table 2.  
 

Table 2 :  Customers’ Demographic Information 
POPULATION 

Number Percentage 
  GENDER  

Number 
Percentage 

       
    1 – 2 129  26.9   Women 205  42.5 
    3 – 5 337  69.8   Men 277  57.5 
    6 – 8  16  3.3     
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EDUCATION GROUPS 
Number 

Percentage  OCCUPATIO
N Number 

Percentage 

       
Not received formal 
education 

16  3.3   Housewife 176  36.6 

Primary Education 148  30.7   Self-           
employment 

110  22.8 

Secondary Education 192  39.8   Worker/Clerk 101  21.0 
University 126  26.1   Retired 54  11.2 
     Craftsman 27  5.6 
 

 
   Student 14  2.9 

       

INCOME GROUPS 
(Million TL./Month) 

Number Percentage 
Mean Standard Deviation 

           < 100 70  14.5   88.00 16.03 
    101 – 200 152  31.5 163.57 27.97 
    201 – 400 166  34.4 310.81 56.70 
    401 – 600 62  12.9 513.39 49.39 
    601 + 32    6.7 927.50 279.93 
     
 AGE GROUPS 

Number Percentage Mean  
Standard Deviation 

    18 – 25 83  17.2 22.8 1.85 
    26 – 35  151  31.3 30.8 2.98 
    36 – 50  170  35.3 42.4 4.38 
    51 – 65    69  14.3 57.5 4.31 
    66  + 9    1.9 70.2 4.29 

 
 

Consumption and Advertisement (Demand Creation) 
 

Consumption affects many economical elements such as employment, national income distribution, 
inflation, investment, savings, growth, prosperity increase. According to Keynes, consumption plays a role in 
assigning national income and employment levels. At the same time, consumption is a component which also 
affects many economic variables such as the amount of production, price level, savings and investment level, and 
unemployment (Anonymous, 1998, p.40).  

Consumption, as being on of the most important attitudes of people, is closely interested by public 
opinions by its fulfilling method and its results, and also by consumers and producers. Consumption matters for 
employees in order to sell their goods and for consumers in order to buy their needs at adequate prices. The 
producer takes place in the consumption process with his desire to sell his goods, and the consumer takes place 
with his desire to get the goods at best price.  

Traditionally, market structures shifts to the constructions in which consumers are the directors and 
managers. Therefore, the producer tries to reach the consumers with different activities in order to sell his goods 
and to offer his products. In order to be successful in today’s sophisticated and fast-changing markets, it is not 
adequate anymore to know which goods and services are preferred. The essential problem is to find out which 
factors make goods and services to be sold. This could be only succeeded by demand creation function. Demand 
creation is introducing the properties and the benefits of the products to customers who are not unaware of these 
products (Güneş, 1996, p.34). 

It is a demand method during marketing (Kotler, 1999, p.109). Therefore, demand creation function 
results in buying goods by customers more than the sellers who advertise them. Businesses that want to sell in 
perfect competition market realized that the production alone is not sufficient anymore. Along with the quality 
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and the price, they understood the importance of advertising for delivering information to the customers about 
product’s qualities by effective marketing strategy. Because adverts have functions like informing, reminding, 
persuading, distinguishing, and helping to the other functions of the organization as any other general 
communication functions (Tek, 1997, p.725). In fact, according to the research results it could be said that firms, 
that could not reach its target circulation and market share with its actual functions, are effective in market with 
advertising activities.  
 
Customers’ Viewpoints to Advertisement 
 

Today, advertisements are benefited by many areas from politics to forming opinions (Akan, 1995, 
p.18). There is public sensitivity for advertising certain goods or for methods used in adverts. However, this 
sensitivity shows disparities in different public sections. 

These multidimensional attitudes against advertising could be characterized as economical and social 
(Akan, 1995, p.19). The economical impact of adverts on public is indirect whereas the social impact is direct. 
Especially, there is evidence that people are more sensitive to social impacts of advertising rather than 
economical impacts (Reid et al.,, 1982, p.3).  

The most severe criticism about advertisement’s economical impact is that its high cost which results 
in high prices, wasting short capitals and producing monopolistic effects. However, according to the 
advertisement supporters removing adverts does not result in removal of selling function but only makes people 
to refer more effective and more expensive methods. In addition, it is emphasized that advertisement stimulates 
competition through making connection between people’s desires and production by its informing and 
persuading functions.  

People who criticize advertisement socially see it as overly persuasive, overrating unreal virtues, fear 
impulsive, and an activity which promotes redundant consumption whereas people who defend it assert that 
advertisement educate the public, make free choice easier and increase life standard (Mucuk, 1998, p.231).  

Measuring these effects and revealing the cause-and-effect relationship is very difficult. However, 
because of the worldwide increase in advertisement expenses and consumers steady contact with adverts, 
consumerism movement developed and so there is an orientation towards social marketing approach. On the 
other hand, Reklamda Uluslararası Ahlak Yasası (International Moral Code of Advertisement) has been 
developed as a precaution for this movement in advertisement sector (Torlak, 1995, p.16). 

On the other hand, adverts in which the characteristics of the target consumer group are not 
considered and adverts in which less than necessary information is given are seen as deceitful and misleading 
(Gardner, 1975, p.40).  

In the present study, consumers’ view about reliability of advertisements was also investigated. Table 
3 presents the trust level for reliability of advertisements by income level. It could be said that consumers are not 
against advertisement. However, it was noted in the present research that the impact of accurate and reliable 
advertisement is high. When ruling out the subjects who did not express their opinions (17.4%), more than half 
of the remaining subjects indicated that they trusted advertisement accuracy. In this context, it could be said that 
consumers generally see advertisement moderately.  

The education level of the consumers is closely attached to trusting advertisement. In fact, χ2  test 
showed a significant difference between trusting and not-trusting groups by education on .05 significance level. 
According to this result, as education level increases the trust level for advertisement increases. Whereas the 
trust level for people who did not receive formal education was 31.3%, this level increases to 49.6% for people 
who got university education. However, other differences were not significant.  

 
Table 3 :  Families’ Trust Level for Advertisement Accuracy 
Trusted Not-Trusted No Idea Total Groups 

 Numbe
r 

% Numbe
r 

% Numbe
r 

% Numbe
r 

% 

No Formal 
Education 

5 31.3 6 37.5 5 31.3 16 100.0 

Primary 
Education 

50 34.7 61 42.4 33 22.9 144 100.0 

Secondary 
Education 

87 46.0 70 37.0 32 16.9 189 100.0 
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University 61 49.6 50 40.7 12 9.8 123 100.0 
SD= 6              χ2   =  13.547                χ2 

.95
 = 12.59      significant                χ2 

.99
 = 16.81        non-significant 

Income Level I 28 41.2 22 32.4 18 26.5 68 100.0 
Income Level II 56 37.3 63 42.0 31 20.7 150 100.0 
Income Level III 73 45.6 65 40.6 22 13.8 160 100.0 
Income Level VI 32 51.6 25 40.3 5 8.1 62 100.0 
Income Level V 14 43.8 12 37.5 6 18.8 32 100.0 
 SD= 8              χ2   =  12.220            χ2 

.95
 = 15.51       non-significant      χ2 

.99
 = 20.09        significant 

Overall 203 43.0 187 39.6 82 17.4 472 100.0 
 
Customers’ Influence Level on Advertisement 

 
Today, it is accepted that product usage could be changed by advertisements. Consumers could be informed, 

persuaded, reminded, encouraged, and apprised by advertisement (White, 1993, p.55). Advertisement could 
change customers’ viewpoints. Consumers evaluate advertisement message according to their cultural and 
personal judgments and reach to a conclusion about the product.  

According to the results, the advertisement’s influence level among families, people who delivered their 
opinions was 48.4%. The percentage of people who did their shopping totally by the influence of advertisement 
was 24.9% whereas the percentage of people who said the choice would depends on product type was 23.5% 
(see Table 4). There was no statistically significant difference for advertisements’ influence levels on product 
choice among both income levels and education levels.  

 
Table 4 :  The Impact of Advertisement on Product Choice in Food Shopping 

Has an Impact Depends on Product Has no Impact Total Groups 
 Number % Number % Number % Number % 

No Formal 
Education 

3 20.0 2 13.3 10 66.7 15 100.0 

Primary Education 40 27.4 28 19.2 78 53.4 146 100.0 
Secondary 
Education 

44 23.2 51 26.8 95 50.0 190 100.0 

University 32 25.4 31 24.6 63 50.0 126 100.0 
 SD= 6              χ2   =  4.55            χ2 

.95
 = 12.59        non-significant    χ2 

.99 = 16.81       significant      
Income Level 
I 

18 26.1 12 17.4 39 56.5 69 100.0 

Income Level 
II 

41 27.7 34 23.0 73 49.3 148 100.0 

Income Level 
III 

44 26.5 41 24.7 81 48.8 166 100.0 

Income Level 
VI 

13 21.0 16 25.8 33 53.2 62 100.0 

Income Level 
V 

3 9.4 9 28.1 20 62.5 32 100.0 

 SD= 8              χ2   =  7.3            χ2 
.95

 = 15.51        non-significant    χ2 
.99 = 20.09       significant      

Overall 119 24.9 112 23.5 246 51.6 477 100.0 

 

It is known that consumers buy goods which they did not consume formerly or consumers change 
brands by the result of advertisement. In fact, in the present study the percentage of people who changed product 
brand according to the advertisement was 15.4%, and the percentage of people who started to buy goods after 
seeing advertisements who did not bought that good before was 5.4%. It is expected that this rate would increase 
in the future because the influence level of the advertisements about goods on attracting consumers’ choice 
positively was 46.4% which is fairly high. 
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Effectiveness of Advertising Tools 

 
Our technology is communication and information era. Depending on developments and changes in 

communication technology, one of the most important elements which affect public life is advertisement (Özgür, 
1994). Advertisement is one of the most important reliance tools for firms that frequently use advertisement. 
These firms use advertisement frequently in order to provide necessary communication and information flow by 
the aim of making people to change their decisions and persuading people to buy these firms’ goods (Dursun, 
1997).  

Good advertising is derived from healthy marketing strategies. As it considers customer’s view, it is also 
persuasive. It does not promise more than it could provide, it also prevents creative idea dominates over strategy, 
and it does not get into information crowd which is as a result of competitors’ advertisements (Tek, 1997, p.748).  

Therefore, tool selection is very important stage in advertisement management. Tool selection is also 
important for developing advertisement strategy so any mistake done in this topic would affect advertisement’s 
success badly. Advertisement tool or media selection is also important through marketing angle. This choice 
affects people to whom the message would be delivered, and the tool itself also affects advertisement efficiency. 
Adopting marketing approach and starting with market or target audience is necessary while choosing 
advertisement tools. In order to make the appropriate choice, firstly we should obtain information about specific 
aims, economic resources, characteristics of target audiences, and accessibility advertisement tools to the market 
goal (Mucuk, 1998, p.222). 

Firstly, the aims which would be achieved by the advertisement campaign should be defined and specified 
precisely. Here, it could be mentioned the aims of creating dependency on one brand or the aims of penetrating 
in a new market in the direction of advertisement’s aim of increasing selling and profitability. On the other hand, 
reserved money and tools for advertisement would also affect tool selection because both the type and the 
amount of tools selected by limited resources is limited whereas there is possibilities of using more expensive 
but also more effective tools with larger budgets.  

Additionally, the properties of advertisement tools should also be known in order to determine the 
conditions with which producers reach to the customers in consideration of their characteristics. It would be 
appropriate using radio, TV and newspapers while reaching to large areas but when trying to reach to limited 
number of people, magazines and private mail-order advertising should be used. Besides accessing abilities of 
advertisement tools to the target audiences, the characteristics of the message could sometimes affect tool 
selection.  

Consumers’ susceptibility for various advertisement tools in food shopping in Antalya is shown in Table 5. 
When looking at the data in the table, the effectiveness order of advertisement tools in consumers’ product 
selection would be friend, neighbor and coworker (27.7%), TV advertisements (26.1%), posters and brochures 
(21.3%), newspaper and magazine advertisements (9.8%), promotion selling (9.2%), and radio advertisements 
(3.9%), successively (see Table 5). This ranking in a sense shows the influence power of advertisement tools in 
customers’ product selection. That is, it is very important that every customer would leave the store happily 
because consumers who have positive evaluation are very effective references for bringing new customers to the 
store.  

 
Table 5 :  The Most Effective Advertising Tools for Food Shopping 

ADVERTISING TOOLS FAMILY NUMBER USAGE RATE (%) 
NEIGHBOR, FRIEND, 
COWORKER 

99 27,7 

TV ADVERTS 93 26,1 
POSTERS, BROCHURES 76 21,3 
NEWSPAPER-MAGAZINE 
ADVERTS 

35 9,8 

PROMOTION SELLING 33 9,2 
RADIO ADVERTS 14 3,9 
OTHERS 7 2,0 
TOTAL 357 100,0 
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Usage of Mass Circulation Media  
 
Blattberg and Glazer (1994) stated that designing and distribution of goods and services are turning to 

systems in which consumers are included actively, and where information flow between firms and consumers are 
present. Therefore, future success of goods and services and reaching consumer satisfaction to a maximum level 
depend on open communication and interaction with consumers.  

However, high-costs push firms to use mass circulation media in spite of personal sales elasticity and 
efficiency. Mass circulation media reach to a large number of existing and potential consumers by following 
traditional one-to-many communication models.  Today, a variety of mass circulation media has been used 
considering consumers’ characteristics in target market with the aim of reaching large number of people. For 
media planners, accessibility, frequency, effectiveness, continuity, and cost are important (Tek, 1997, p.753).  

In the present research, television had the first mass communication tool for using as advertisement 
tools; radio took the second place which is followed by newspaper and magazines (see Table 5). All 
communication tools used in advertisement have both advantages and disadvantages. However, television has 
been accepted as one media type in advertisement media which is the most flexible one and which opens new 
directions. Besides its popularity, this is because both auditory, visual and color information could be presented 
simultaneously via television. Therefore, it is very appropriate for products which need explanation and 
demonstration. On the contrary, with this method the target audience could not be selected exactly. Besides its 
high costs, because it vanishes very quickly the advertisements should be repeated frequently.  

When investigating watching television frequency in families which are interviewed, the proportion of 
families who watch TV very often or often was 16.7%, who watch TV averagely was 53.2%, who watch TV 
seldom or very seldom was 30.1%. The same rates for radio listening are 16.8%, 30.1% and 52.9%, successively. 
The rate of people who do not listen to radio was 0.2% (see Table 6).  

 
 

Table 6 : Frequency of Watching TV and Listening Radio Among Families Under Survey 
Television Radio Watching/Listening 

Frequency Family 
Number  

Rate (%) Family Number Rate (%) 

Very often 22 4,6 31 6,6 
Often 58 12,1 113 23,9 
Normal 255 53,2 142 30,1 
Seldom 98 20,5 137 29,0 
Very seldom 46 9,6 48 10,2 
Never - 0,0 11 0,2 
Total 482 100,0 482 100,0 

 
TV advertisement watching rates of families are given at Table 7. as can be seen at the table, among 

407 families who answered this question, 77.2% of them indicated that they watch TV advertisements. The 
proportion of families who do not watch TV advertisements was 22.8% (see Table 7). According to the results, 
the rate of families who listen radio advertisements was 32.4%.  

When comparing TV advertisements with radio advertisements, in spite of its disadvantage to 
television radio advertisements have low-cost advantage, reach to wider mass, is more discriminatory, fast and 
flexible, and is more suitable for private sell campaigns. In addition, there is less resistance to radio 
advertisements in public.  

On the other hand, radio advertising has also disadvantages such as it can only be auditory, it could be 
also expensive if it is nationwide, it conflicted with television watching time, there is many radio channels, 
sequential messages are not enticing, and people listens to them when doing other things.  

In the current research, the proportion of families who examine newspaper and magazine adverts was 
39.9% which is close to radio adverts listening rate. Newspaper advertisements are accepted by numerous 
consumption masses. When using imprinting technology, it is possible to make changes in advertisements at the 
last minute. With increasing market elasticity, it provides possibilities for intermediate agents to buttress and to 
make collective work with them. In addition, there is a public opinion that printed advertisements are more 
convincing. However, they also have negative sides such as, differences in tariffs, quick increase in nationwide 
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circulation costs, the daily lifetime of the advertisements in daily newspapers, imprinting problems, competition 
for the same page, and addressing only to one sense. 

In magazines, the probability of advertisements to reach to the target group is higher and the lifetime 
of magazine advertisements is much longer because the magazines are specialized in occupation groups. In 
addition, it also has a second reader group beside actual buyers. In addition, magazines are distributed 
nationwide therefore it is suitable for producers who make mass distribution to advert. Alongside of this, it has 
some drawbacks such as high costs, addressing only to one sense, and loosing currency with time.  
 

Table 7 : Families’ Watching Level of TV Adverts 
Watching Level Family Number Rate (%) 
Watches first 1-2 adverts, then 
changes the channel 

322 68,5 

Not watching, changes the channel 
instantly 

107 22,8 

Watches all adverts uninterrupted 41 8,7 
Total 407 100,0 

 
Application stage and application time of the advertisement could be evaluated as an important topic 

for advertisement strategy as well as selecting advertising tools. According to the results, families watch TV 
adverts mostly in movie intervals, program intervals, before and after the news.  

In the present research, families were asked to report the most enjoyable TV advertisements in order 
to find out which kind of advertisements draw their attention more because the type of information of messages, 
texts, pictures, and drawings in the advertisement, whether written or spoken, affects target audiences 
considerably. As a matter of fact, among families who delivered their opinions, 37.8% of them enjoy spots, 
21.2% of them enjoy adverts which do not include direct product presentation, and 19.1% of them enjoy 
impressive and up-to-date adverts.  

 

CONCLUSION 
 

Today, the customer does not prefer the goods presented to them but they choose what they want because of 
there is a plethora of goods and services in marketplace. In such a construction, the marketing firms should have 
different characteristics in order to obtain competitive advantage. To do this, enterprises use the most effective 
and mostly used communication way, which is advertising. Advertising plays a role being intermediate agent in 
order to make demands and other functions of demand methods happen. In addition, it is an important supporter 
for physical distribution functions. 

However, advertisement is one of the most discussed marketing topics. Especially in Turkey, advertisement 
activities are not controlled adequately in terms of being deceitful and misleading. According to the results, as 
the education level increases the trust about advertisements increases. However, in the present research the 
percentage of uneducated people (not received formal education) who trust advertisements is 31.3% whereas the 
percentage of university graduates who trust advertisement is 49.6%.  

Advertising tools or media choices are also important for enterprises because this choice affects to which 
people the message would be delivered as well as the tool itself affects the advertisements efficiency. In the 
present research done in Antalya, families’ most influenced advertisement tools while buying food products are 
determined by order of friends, neighbor and business environment, television advertisement, posters and 
brochures. In the study, the proportion of examining the advertisements by consumers in mass circulation tools 
was found to be 72.2% for television advertisements, 32.4% for radio advertisements, and 39.9% for 
advertisements in newspapers and magazines.   
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ABSTRACT  
 

This paper presents a new theoretical framework for modelling and analysing complex tobacco control systems. 
First, we propose an interaction model that identifies the key components of a tobacco control system, and how 
these components interact with each other to affect the outcomes of tobacco control policy planning and 
development. Second, we provide a conceptual model that articulates a cycle of tobacco control policy 
planning/making, enactment, monitoring and refinement. Finally, we outline the major challenges of applying 
this approach to real life. This framework provides a useful way of studying the relationship between science, 
policy and the outcomes of policy for tobacco control. It has potential to become a good framework for other 
complex social issues, such as nutrition and its links to various issues including cancer, cardio-vascular disease 
and ageing. 
 
 

INTRODUCTION 
 
Pioneering studies conducted by Richard Doll, Alton Ochsner, Ernst Wynder and others in the 1950s (Wynder, 
1997), extended by comprehensive investigation from quite different domains about tobacco use and its effects 
on human health over the next fifty years (Boyle et al., 2004), has led to widespread acceptance that tobacco use 
is a major cause of premature death around the world. If we also consider the indirect losses caused by tobacco 
use, such as the amount of sickness and suffering caused by smoking, costs of medical treatment for related 
illness, absenteeism from work, and costs of fires caused by smoking, we can conclude that human health 
damage caused by tobacco use is very great indeed. In response, significant progress in tobacco control policy 
planning and development has been reported (Boyle et al., 2004).  One major step is the establishment of the first 
international public health treaty, the “Framework Convention on Tobacco Control (FCTC)” by the World 
Health Organization in 2003. Up to now 142 parties, which represent 95% of the world’s population, have 
ratified the FCTC. Subsequently, developing the most suitable techniques, methodologies and models to monitor 
the performance and evaluate the effectiveness of relevant tobacco control policies have become important 
research issues, since an efficient and effective monitoring and evaluating system can provide accurate and 
timely information on the performance of policies, programs and projects. This information can provide 
invaluable support for decision-making, decision-refinement and ongoing management of government activities, 
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and can underpin accountability relationships.  
 
Many useful research outcomes have been reported. For example, Sneden et al. (2006) have developed a 
feedback model for applied research on tobacco control. Fong et al. (2006) have developed a conceptual 
framework for the International Tobacco Control Policy Evaluation Survey (ITCPES) project. Borland et al. 
(Borland et al., 2006; Young et al., 2004; Hammond, et al., 2006) report on the effectiveness of tobacco control 
polices across four countries that are included in the ITCPES study: Australia, UK, USA and Canada. If we take 
a closer look at these research results, we find that these approaches have some limitations, since majority of 
them are based on linear regression analysis, and in some cases the assumption of linearity may be problematic. 
In addition, these available techniques did not address the causal interrelatedness of smokers, non-smokers, 
researchers, doctors, advocates, tobacco industries, policy makers etc in co-producing the targets of tobacco 
control policies. As a result, significant gaps in tobacco control policy planning and development remain.  
 
In this paper, we propose a new theoretical framework and associated quantitative analytical techniques for 
modelling and analysing complex tobacco control systems. With this new approach, we aim to capture the 
essential features of the complex tobacco production, manufacturing, distribution and consumption system as a 
discrete dynamic network. All factors in this dynamic network interact each other and affect the outcomes of 
tobacco control policy as a whole. At the same time, the status of a factor will vary over time because each of 
them depends heavily on inputs from other factors, and the power of one factor to influence another one can vary 
considerably. Also, we introduce the concept of feedback (directed cycle). Successfully handling feedback will 
be one of the most important contributions of this system, since feedback enables the system to adjust (adapt) 
itself in response to the changing environment, and information about the differences between desirable goals 
and actual outcomes.  This new approach should provide extremely useful ways of evaluating and refining the 
outcomes of tobacco control policy planning and development in an environment of uncertainty and incomplete 
information.  
 
The paper is organized as follows. Section 2 provides a brief literature review of the available techniques for 
dealing with the causal relationships among a set of individual and social concepts. Section 3 proposes the new 
theoretical framework for modelling and analysing complex tobacco control systems, including an interaction 
model that identifies the main components involved in a tobacco control system, how these components interact 
each other, and how they work together to affect the outcomes of tobacco control policy planning and 
development as a whole. Section 4 provides a conceptual model that articulates a cycle of policy making, 
enactment, monitoring and refinement in tobacco control systems. Section 5 outlines some challenging problems 
of applying this new technique to real life circumstances, and draws some conclusions. 
 
 

RELATED WORKS 
 
 
There are many techniques available for describing, understanding and evaluating the effects of tobacco control 
policy across different countries. Linear and logistic regression analyses are very popular responses. The basic 
characteristic of these approaches is as follows. First, data is collected through telephone or face to face surveys 
of smokers, non-smokers, tobacco industry behaviour etc. across different jurisdictions. Second, statistical 
software packages (SPSS, SAS or STATA) are used to carry out statistical analysis of various tobacco control 
policies across the different jurisdictions. This approach assumes a linear sequence between research evidence 
outlining the need for action, the optimal forms of action, policy development, and the subsequent effects of 
policies. Considerable research (e.g. Borland et al., 2006; Hammond et al., 2006) has demonstrated that this 
approach is useful for evaluating the impact of single policies. However, these analyses have concentrated on 
single police only, and recent analyses (e.g. Hammond et al., 2006; Young et al., 2007) have demonstrated that 
when evaluating behaviour changes of smokers in response to policy initiatives, such relations are often non-
linear. Significant behaviour changes may be a consequence of what appear to be marginal increments in 
social/health policy. Also, the success of tobacco control is not the result of single policies, but is the outcome of 
interactions among various policies in various domains. We can imagine that in the real tobacco market, 
numerous interrelated factors, including human factors (smokers, non-smokers, researchers, doctors, advocates 
and tobacco producers and policy-makers), non-human factors (regulations, research data, culture, government 
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systems, advertisements, penalties), interact with each other and work together to co-produce the outcomes of 
tobacco control. These interrelated variables affect not only the behaviours of smokers and the tobacco industry, 
but also influence the decision making processes of tobacco control policy planning and development by various 
decision makers. Therefore, regression-based techniques are clearly inadequate for dealing with 
interrelationships or causalities among a set of such variables. 
 
Actor-network theory (ANT) is a qualitative technique we can use for describing and understanding the effects 
of tobacco control policy across different countries (Cropper et al., 1997; Law and Hassard, 1999). It was born 
out of the social study of science and technology and is evolving rapidly. The key concepts of ANT are as 
follows. When we plan to do something, many heterogeneous, human and non-human agents will influence the 
outcome. These agents form an actor-network. ANT has found many applications in different areas (Cropper, 
1997; Law and Hassard, 1999). However, ANT does not provide efficient and effective techniques to evaluate 
the potential effectiveness of alternative tobacco control policies in various jurisdictions. For example, the FCTC 
has proposed two tobacco control policies: putting graphic photographs on warning labels and restricting 
sponsorship activities of tobacco companies. We could not use ANT to evaluate the overall impact of the two 
policies on smokers’ behaviours, although it could be used to work out why one policy is more effective.  
 
Recently, Petrovic-Lazarevic et al. (2002) proposed a neural-fuzzy model for supporting knowledge 
management in social regulation Zhang et al. (2006) introduced a fuzzy causal network (FCN) for knowledge 
discovery and decision support in an environment of uncertainty and incomplete information. All of these are 
potentially very useful for describing and evaluating the effects of tobacco control policy across different 
countries. Here we focus on FCN, because its basic concepts are the same as those associated with ANT. In any 
FCN there are three kinds of elements, namely the agents, the causal relationships between agents and the effects 
one agent has on another. By convention, we use vertex to represent the agent, directed arc to represent the 
causal relationship between two agents, and numerical values in [-1, 1] associated with the directed arc to 
represent the effect of one agent on another. For each vertex, we assign a state value, which is quantified as a 
real number, to measure the degree of occurrence of a fuzzy event at a discrete time t. At any time, when a vertex 
receives a series of external stimuli, its state value is updated at the next time according to a state-transition 
function. This process is iterated until the whole system converges to a stable state or identifies a limit cycle. The 
limitations of FCNs for modelling and analysing complex tobacco control systems are as follows. The 
application of FCNs in any real world problem is based on the assumption that once the initial condition is given, 
it remains unchanged until the influence pattern is obtained through a real data simulation. Also it does not 
provide an efficient and effective mechanism for time series simulation and prediction. We can imagine that in 
many real world applications, the relationship between the initial condition and the whole system is mutual. That 
is, on the one hand, the initial condition will have an impact on the whole system, whilst on the other hand, the 
whole system will have a feedback impact on the initial condition. All agents (the agents included and excluded 
in the initial condition) interact each other. As a result, the initial condition will probably be updated before the 
system converges to a stable state or identifies a limit cycle.   
 
 

A NEW THEORETICAL FRAMEWORK FOR TOBACCO 
CONTROL SYSTEMS 

 

In this section, we propose a new theoretical framework and associated quantitative techniques for modelling 
and analysing complex tobacco control systems. This framework aims to explore whether the use of non-linear 
techniques could shed new light on the complexity of tobacco control above that provided by traditional linear 
models using regression or related techniques. Our goal is to develop innovative agent-based techniques and 
methodologies for evaluating the effectiveness of existing policies, refining relevant policies and proposing new 
policies. The primary focus will be on formulating an approach that will assist in the efficacious translation of 
science into policy, and policy into practice, while accommodating national differences. Particular attention will 
be directed towards examining the factors that influence the effectiveness of tobacco control policies across 
different countries. One of the authors is a chief investigator of the International Tobacco Control Policy 
Evaluation Project that has collected policy relevant material from several countries. We have accessed to the 
database, which we will use to test our techniques, methodologies and models.  
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The basic ideas of this new approach are as follows. First, we assume that at the national/local government level 
within any country, all factors involved in tobacco control form a discrete dynamic system with feedback. The 
topological structure of this system is a directed graph Ω = (V, A), where V is the set of vertices and A the set of 
directed edges of Ω. Each vertex vi ∈ V represents a fuzzy event, like smokers’ behaviour, tobacco industry’s 
response to tobacco control policies, and impact of tobacco control policies on national/local economies. 
Associated with each vi is a vertex state value xi (t) ∈ [0; 1], which specifies the degree that the fuzzy event 
occurs at a discrete time t.  Each directed edge (vi, vj) ∈ A represents a causal relationship from vi to vj. 
Associated with each (vi, vj) is a numerical value wij ∈ [-1, 1], which measures the strength that vi influences vj. 
A state transition function fi at each vi then transfers the total inputs received by vi at time t to the next state 
xi+1(t) ∈ [0; 1] of vi at time t + 1. According to scientific evidence, expert opinion and the nature of the tobacco 
market, we identify and choose some suitable vertex state values xi (t) ∈ [0; 1] at time t as an initial condition. 
Also we assign a state transition function fi for each vertex vi. After constructing a discrete dynamic system for 
the purpose of tobacco use control, we can perform a quantitative simulation for this system. As a result, we can 
provide qualitative as well as quantitative data analysis. Subsequently, we can provide concrete evidence to 
decision makers for tobacco control policy planning and development. Secondly, based on the assumptions 
above, we provide an interaction model for tobacco control system, which is shown in Figure 1. 

 
Figure 1. An interaction model for tobacco control systems 

 

              
 
 
From Figure 1, we can see that at the national/local government levels, all proposed tobacco control policies will 
impact on various agents, including smokers, non-smokers, researchers, doctors, advocates, tobacco industries 
and national/local economies. Also, these tobacco control policies and various agents interact with each other 
and influence the relative effectiveness of specific tobacco control policies. Developing the most suitable 
techniques and methodologies to evaluate such impacts and interactions would be the fundamental research 
activities. In doing so, we consider various real life scenarios through the set of different initial conditions. Then 
we should propose techniques to estimate the impact of an initial condition on the whole system by calculating 
its causal inference pattern. We expect that with available techniques and methodologies, we can confirm that 
when some vertices receive a series of external input sequences, their next states will be updated by a predefined 
formula. We take individual years as the time series for real life data simulation. After each year, the appropriate 
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state value at any vertex vi will be updated. This process is repeated until the state values at all vertices settle to a 
stationary stage that does not undergo any further change. This provides us a limit cycle, which represents the 
final inference pattern for this system given the updated initial conditions. This set of vertices forms a resonant 
state of ``hidden pattern" that corresponds to the expert's response to “what-if” questions about the system's 
behaviour. Different scenarios can be examined by varying the initial conditions.   
 
 

A CONCEPTUAL MODEL FOR DECISION MAKING 
ENACTMENT MONITORING AND REFINEMENT IN 

TOBACCO CONTROL SYSTEMS 
 
 
The new approach proposed above provides a potentially useful way of monitoring the performance of various 
tobacco control policies and evaluating the effectiveness of these policies within a jurisdiction in individual 
years. It can be regarded as the combination of available techniques mentioned in Section 2. However, this is not 
sufficient for the consideration of longer-term goals. For example, we believe that the development of smoke 
free environments around the world has been and still is a very challenging task. It could not be achieved solely 
by the efforts of individual countries within a short period of time. Therefore, we need to provide an efficient and 
effective system to decision makers for longer term policy making, enactment, monitoring and refinement. The 
design of such a system should be based on available data from a large variety of domains across different 
countries. We provide a conceptual model that describes a cycle for policy making, enactments, monitoring and 
refinement, which is shown in Figure 2. 
 
                    Figure 2.  A cycle for policy making, enactment, monitoring and refinement 

       
From Figure 2, we can see that based on the adoption of FCTC and real world situations, the national/local 
government within any country is responsible for making some initial decisions for tobacco use control. Once 
these decisions are made, and goals established, they would impact on various agents, including smokers, non-
smokers, researchers, doctors, advocates, tobacco industries, national/local economies and many others. Then, as 
the system monitors the performance of these policies it collects relevant data from a large variety of agents. 
During the process of policy monitoring and data collection, all available data will be put on a large database. 
The database should include all relevant data from various agents across different countries over many years. 
Then we carry out case-by-case data analysis for different countries in individual years. This kind of data 
analysis should include the estimation of the single impact of one policy on all agents; as well as the estimation 
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of the impacts of many policies on all agents. We should also address the interactions among various policies 
and different agents, within the varieties of culture and governmental systems.  We should analyse the available 
data flow across many years, so that we can clarify data, identify data trends, analyse data patterns across these 
years, and provide accurate evaluation on the effectiveness of tobacco control policies across different countries 
and over a long time period.  Based on this data analysis, we would then make recommendation for existing 
policy refinement and new policy planning to decision makers. This process will be repeated until the expected 
goals of having smoke-free environment are achieved.  

 
DISCUSSIONS AND CONCLUSION 

 
The new approach presented in this paper proposes a methodology and techniques for analysing and evaluating 
the translation of science into policy, policy into practice; practice; and practice back into science in tobacco 
control systems. This new approach has four key features: First, the dynamics of each agent in a tobacco control 
system, like smokers’ behaviours, tobacco industry’s response to tobacco control policies, can be quantified as a 
fuzzy degree (real value) and updated through real life data simulation. Second, it addresses not only the single 
impact of one policy on various agents (e.g. smokers), but also the overall impact of many policies on various 
agents (e.g. smokers, doctors, tobacco manufacturers) or on the whole system. Third, the strength of one policy 
not only influences various agents, but also the interactions among all possible policies and various agents are 
addressed. Fourth, it provides a feedback mechanism, which enables the tobacco control system to adjust (adapt) 
itself in response to the changing environment, and to information about the relationship between expected goals 
and actual outcomes. However, while applying the new approach to real life circumstance, we have to deal with 
many challenging problems. First, when we carry out case-by-case data analysis for each country at each year, 
we should investigate all possible agents that could have causal influence on the effectiveness of tobacco control 
policies. The diagram shown in Figure 1 describes an imaginary scenario only. In a real world application, the 
scenario will vary across different countries and over many years. At the moment, The VicHealth Centre for 
Tobacco Control holds a large volume of data through the ITC survey across several countries. But, with 
exception of Malaysia, these surveys focus exclusively on smokers’ response to tobacco control policies. More 
reliable data needs to be collected from a large variety of agents. This would be a very time-consuming work, but 
it is the foundation of accurate data analysis. Regardless, we still can run this new model partially with focus on 
evaluating overall impact of the existing policies on smokers.  Second, the task of identifying the relative 
importance of each agent within a tobacco control system is another challenging issue. Before applying this 
approach to case-by-case simulation, we need to apply regression analysis to identify and confirm the 
importance of each agent among all possible agents within different tobacco control systems. Third, when we 
assess the impact of an initial condition on various agents or on the whole system, we have to set an initial 
condition, assign an initial state value for each agent, and choose the most suitable state transition function for 
each agent. All these would be very challenging problems. Fourth, we need to have a clear idea of the possible 
benchmarks that can inform the decision-making process, since the benchmarks can provide objective standards 
by which the utility of tobacco control policy planning and development can be measured and judged. 
 
Our next step is to apply this new theoretical framework and associated quantitative techniques to real data 
implementation and testing, where the data is provided by the VicHealth Centre for Tobacco Control. Our work 
will focus firstly on evaluating overall impact of many enacted policies on smokers for four countries (Australia, 
UK, USA and Canada) within five years (2002-2006). We will make a comprehensive comparison between our 
new research results and the research outcomes provided by our team members from VicHealth Centre for 
Tobacco Control, where almost all of their works are based on the techniques of linear regression analysis. We 
believe that this proposed theory has potential to become a framework for other complex social issues, such as 
nutrition and its links to various issues including cancer, cardio-vascular disease and ageing.   
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ABSTRACT 
 

The problems of a quality control, management quality and financial management quality are the kea problems 
in any enterprise. Russian enterprises also have such problems. One of the ways of solution this problem is to 
use the experience of the standards ISO 9000 series of International Standards. 
 
 

INTRODUCTION 
 
As we know ISO (the International Organization for Standardization) is a worldwide federation of national 
standards bodies (ISO member bodies). The work of preparing International Standards is normally carried out 
through ISO technical committees. Each member body interested in a subject for whom a technical committee 
has been established has the right to be represented on that committee. International organizations, governmental 
and non-governmental, in liaison with ISO, also take part in the work.  
 
The ISO 9000 and ISO 14000 series of International Standards emphasize the importance of audits as a 
management tool for monitoring and verifying the effective implementation of an organization's policy for 
quality and/or environmental management. So audits are an essential part of activities such as quality control, 
management quality and financial management quality. 
 
The guidance in this International Standard is intended to be flexible and applies to a broad range of potential 
users. As indicated at various points in the text, these guidelines can be adapted depending on the size, nature 
and complexity of the organizations, and on the objectives and scope of the audits to be conducted. 
 
Although the International Standard provides only guidance, users can develop their own audit-related 
requirements based on these guidelines. 
 
This International Standard provides guidance on the principles of auditing, the management of audit 
programmes, the conduct of quality and/or environmental management system audits as well as the competence 
of quality and/or environmental management system auditors.  
 
It is applicable to all organizations having a need to conduct and manage internal and/or external management 
system audits. 
 
The application of the International Standard to other types of audits is possible in principle but special 
consideration should be paid to defining the competence needed by the audit team members in such cases. 
 
 

PROPOSED MAIN DEFINITIONS 
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In order to understand a notion of the “quality control in financial  
management” we must firstly determine the main terms and definitions. We must understand what, who, how, by 
which means quality control in financial management will be fulfill. I want propose the following version:  
  
financial monitoring is a systematic, independent and documented process for obtaining financial monitoring 
evidence and evaluating it objectively to determine the extent to which financial monitoring criteria are fulfilled. 
Internal financial monitoring, sometimes called first-party financial monitoring are conducted by, or on behalf 
of, the organization itself for internal purposes and can form the basis for an organization's self-declaration of 
conformity. External financial monitoring includes what are generally termed second- and third-party financial 
monitoring. Second-party financial monitoring is conducted by parties having an interest in the organization, 
such as customers, or by other persons on their behalf. Third party audits are conducted by external independent 
financial monitoring service organizations;  
 
financial monitoring criteria set of policies, procedures or requirements used as a reference; 
 
financial monitoring evidence is records, statements of fact or other information, relevant to the financial 
monitoring criteria and which are verifiable. Financial monitoring evidence can be qualitative or quantitative; 
 
financial monitoring findings are the results of the evaluation of the collected financial monitoring evidence 
against financial monitoring criteria. Financial monitoring findings can indicate either conformity or 
nonconformity with financial monitoring criteria and/or opportunities for improvement; 
 
financial monitoring conclusions are the outcome of a financial monitoring, reached by the financial monitoring 
team after consideration of the financial monitoring objectives and all financial monitoring findings; 
 
financial monitoring client organization or department requesting a financial monitoring; 
 
financial monitoree is an organization or department being monitored; 
 
financial monitor is a person with the competence to conduct a financial monitoring; 
 
financial monitoring team is one or more financial monitors conducting an financial monitoring. One financial 
monitor of the financial monitoring team is appointed as financial monitoring team leader. The financial 
monitoring team can include financial monitors-in-training and, where required, technical experts. Observers can 
accompany the financial monitoring team but do not act as part of it; 
 
technical expert is a person who provides specific knowledge or expertise with respect to the subject to be 
monitored. Specific knowledge or expertise includes those on the organization, process, or activity to be 
monitored, as well as language or cultural guidance. A technical expert does not act as a financial monitor in the 
financial monitoring team; 
 
financial monitoring programme set of one or more financial monitors planned for a specific time frame and 
directed toward a specific purpose; 
 
financial monitoring plan is a description of the on-site activities and arrangements for a financial monitoring; 
 
financial monitoring scope extent and boundaries of a financial monitoring. The scope typically includes a 
description of physical locations, organizational units, activities and processes, as well as the time period 
covered; 
 
competence of a financial monitor demonstrated capability to apply knowledge and skills. 
 

PRINCIPLES OF THE FINANCIAL MONITORING 
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Financial monitoring is characterized by its reliance on a number of principles. These make the financial 
monitoring an efficient and reliable tool in support of management policies and controls, providing information 
on which management can act to improve its performance. Adherence to these principles is a prerequisite for 
financial monitoring conclusions that are relevant and sufficient, such that financial monitors working 
independently from one another will reach similar conclusions in similar circumstances. 
 
Three of these principles relate primarily to personal characteristics of the financial monitors themselves. These 
are: 
 
ethical conduct - the foundation of professionalism. The role of the financial monitor is one of trust, integrity, 
confidentiality and discretion; 
 
fair presentation - the obligation to report truthfully and accurately. Financial monitoring findings, financial 
monitoring conclusions and financial monitoring reports reflect truthfully, accurately and completely the 
financial monitoring activities. Any unresolved or diverging opinions between the financial monitoring team and 
the financial monitoree and any obstacles encountered are reported; 
 
due professional care – application of reasonable care in financial monitoring. Financial monitors exercise a 
degree of care appropriate to the importance of the task they perform and to the confidence placed in them by 
financial monitoring clients and other interested parties. Having the necessary competence is an important 
prerequisite. 
 
The remaining two principles of financial monitoring relate primarily to the financial monitoring process. A 
financial monitoring is by definition independent and systematic and these characteristics are closely linked to 
the following two principles of financial monitoring: 
 
independence - the basis for the impartiality and objectivity of the financial monitoring conclusion. Financial 
monitors are objective and independent. Financial monitoring team members are free from bias and conflict of 
interest; 
 
evidence - the rational basis for reaching financial monitoring conclusions. Financial monitoring evidence is 
verifiable. It is based on samples of the information available, since a financial monitoring is conducted during a 
finite period of time and with finite resources. However, the use of sampling is appropriate to the confidence 
placed in the financial monitoring conclusions. 

 
MANAGING A FINANCIAL MONITORING  

PROGRAMME 
 
An organization having a need to conduct financial monitoring should implement and manage an efficient and 
effective financial monitoring programme. The purpose of a financial monitoring programme is to assist the 
organization in providing the resources necessary to facilitate the conduct of individual financial monitoring on a 
complete and timely basis. 
 
The financial monitoring programme can include the conduct of financial monitoring with a variety of 
objectives, and depending upon the size, nature and complexity of the organization to be financial monitored, 
this can include only one, a few, or many financial monitoring. 
 
The financial monitoring programme can also include joint and combined financial monitoring. An organization 
can have a need to establish more than one financial monitoring programme. 
 
The organization’s top management should grant the authority for managing the financial monitoring 
programme. 
 
Managing the financial monitoring programme includes: 
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a) establishing the objectives and extent of the financial monitoring programme; 
b) establishing the responsibilities, resources and procedures; 
c) ensuring the implementation of the financial monitoring programme; 
d) controlling and reviewing the financial monitoring programme; 
e) ensuring that appropriate financial monitoring programme records are maintained. 
 

FINANCIAL MONITORING PROGRAMME  
OBJECTIVES AND EXTENT 

 
Objectives of the audit programme 
 
Objectives should be established for a financial monitoring programme, to direct the planning and conduct of 
financial monitoring. Depending on their size, nature and complexity, organizations can meet the objectives in a 
single financial monitoring. 
 
These objectives can be based on consideration of: 
a) management priorities; 
b) commercial intentions; 
c) management system requirements; 
d) finance management system requirements; 
e) legal and contractual requirements; 
f) supplier evaluation; 
g) customer requirements; 
h) creditor requirements; 
i) potential financial risks to the organization. 
 
Examples of financial monitoring programme objectives are: 
a) to assure conformance with creditor requirements; 
b) to assure conformance with contractual requirements. 
b) to assure conformance with management objects of an enterprise. 
 
Extent of the financial monitoring programme 
 
A financial monitoring programme can vary in size, nature and complexity. The extent of the programme will be 
influenced by: 
a) scope, objective, duration and frequency of each financial monitoring to be conducted; 
b) size, nature and complexity of the organization financial monitored; 
c) the number, importance, complexity, similarity and locations of the activities to be financial monitored; 
d) standards, legal and contractual requirements, policies, procedures and other financial monitoring criteria; 
e) the results of previous financial monitoring or a previous financial monitoring programme review. 
 

 
FINANCIAL MONITORING PROGRAMME  

RESPONSIBILITIES, RESOURCES AND PROCEDURES 
 
Responsibilities 
 
Responsibility for managing an financial monitoring programme should be assigned to (an) individual(s) who 
has (have) a general understanding of financial monitoring principles, of financial monitor competence and the 
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application of financial monitoring tools and methods. They should also have technical and business 
understanding relevant to the activities to be financial monitored. 
Those assigned the responsibility for managing the financial monitoring programme should: 
a) define, implement, maintain, and improve the financial monitoring programme; 
b) identify and provide resources for the programme. 
 
Resources 
 
When identifying resources for the financial monitoring programme, consideration should be given to: 
a) financial resources necessary to develop, implement, manage and improve financial monitoring activities; 
b) financial monitoring tools and methods, 
c) availability of financial monitors and technical experts; 
d) processes to achieve and maintain auditor competence, and to improve financial monitor performance; 
e) financial monitor competence appropriate to the particular audit programme objectives; 
f) time, travel and other financial monitoring needs. 
 
Procedures 
 
Financial monitoring programme procedures should be established and should address, for example: 
a) planning and scheduling financial monitoring; 
b) assuring the competence of financial monitors and financial monitoring team leaders; 
c) selecting appropriate financial monitoring teams; 
d) conducting financial monitoring; 
e) performing financial monitoring follow-up. 
 
Financial monitoring programme implementation 
 
The implementation of a financial monitoring programme should include: 
a) documenting the financial monitoring programme and communicating it to relevant parties; 
b) coordinating and scheduling financial monitoring and other financial monitoring programme activities; 
c) establishing and maintaining a process for the initial evaluation of financial monitors and the on-going 
evaluation of training needs and continuing professional development of financial monitors; 
d) ensuring the appointment of financial monitoring teams; 
e) providing required resources to the financial monitoring teams; 
f) ensuring the conduct of financial monitoring according to the financial monitoring programme; 
g) ensuring the control of records of the financial monitoring activities; 
h) ensuring review and approval of financial monitoring reports, and ensuring their distribution to the financial 
monitoring client and other specified parties; 
i) ensuring financial monitoring follow-up, if applicable. 
 
Financial monitoring programme records 
 
Records should be maintained to demonstrate the operation of the financial monitoring programme and should 
include: 
a) results of financial monitoring programme review; 
b) financial monitoring records, such as: 

- financial monitoring plans; 
- financial monitoring reports; 
- nonconformity reports; and 
- corrective and preventive action reports; 
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c) financial monitoring personnel records, covering subjects such as performance evaluation, financial 
monitoring team selection and training. 
 
Financial monitoring programme controlling and reviewing 
 
The operation of the financial monitoring programme should be controlled and at appropriate intervals reviewed 
to assess whether its objectives have been met. This financial monitoring programme review should be carried 
out to assess the financial monitoring programme effectiveness and identify opportunities for improvement. 
 
Controlling should be carried out by using performance indicators that measure, for example: 

• the ability of the financial monitoring teams to meet financial monitoring objectives; 
• conformity with financial monitoring programmes and schedules; 
• feedback from audit clients, financial monitorees and financial monitors; 
• time to close financial monitoring programme corrective actions. 

 
This financial monitoring programme review should consider for example: 
a) results and trends from controlling; 
b) conformity with procedures; 
c) evolving needs and expectations of interested parties; 
d) financial monitoring records; 
e) alternative or new financial monitoring practices. 
 
Results of the financial monitoring programme review can lead to corrective actions and improvement of the 
financial monitoring programme. 
 
Using of such an approach will permit any enterprise to increase enterprise financial management quality.  
 

REFERENCES  
 
ISO 9000:2000 Quality management systems - Fundamentals and Vocabulary 
 
Anthony R.N., Dearden J., Govmdarajan V., Management Control Systems, 7th ed., Homewood: Irwin, 111., 
1992. 
 
Altman E.I. Corporate Financial Distress, New York: John Wiley & Sons, 1983. 

 
Davenport T. & Prusak L., Working Knowledge, Boston, Mass.,: Harvard Business School Press, 1998. 
 
Deming W.E. Out of the Crisis, Cambridge University Press. 1986. 

 
Deming W.E. The New Economics for Industry. Government and Education, Massachusetts: MJT Center for 
Advanced Engineering Study, 1993. 
 
Eccles R.G., Pyburn P.J., Creating a Comprehensive System to Measure Performance, Management Accounting, 
October 1992, p. 41—58. 
 
Feigenbaum A.V. Total Quality Control, NY: McGraw-Hill, 1983. 

 
Johnson H.T., Kaplan R.S. Relevance Lost: The Rise and Fall of Management Accounting, Harvard Business 
Press, Boston, Massachusetts, 1991. 

 
Juran J.M. Managerial Break Through, NY: McGraw-Hill, 1964. 
 
Grant R.M., Contemporary Strategy Analysis, Oxford: Blackwell Business, 1993. 



824 ©Copyright 2007 by the Global Business and Technology Association 

 
Kaplan R.S., Cooper R., Cost & Effect, Boston, Mass.: Harvard Business School Press, 1998. 
 
Kaplan R.S., Norton D.P., The Balanced Scorecard, Boston, Mass.: Harvard Business School Press, 1996. 
 
Keon A.J., Martin J.D., Petty J. W., Scott, Jr. D.F. Financial Management: Principles and Applications, 9-th ed., 
Prentice Hall, 2002. 
 
Nilsson F., Rapp В., Implementing Business Unit Strategies — The Role of Management Control Systems, 
Scandinavian Journal of Management, 1998 (forthcoming). 
 
Ross, Westerfield, Jordan. Fundamentals of corporate finance, Boston.: MGH, 2000. 
 
Sheremet A., Syphylin R. Financial analysis methodology, Moscow, INFRA-M, 2003. 
 
Zhilkina A. Financial management. Enterprise financial analysis, Moscow, INFRA-M, 2007. 



 ©Copyright 2007 by the Global Business and Technology Association   825 

CAN POPULAR VAR MODELS BE TRUSTED?: A 
CASE OF EU NEW MEMBER STATES 

 
 
 
 

Saša Žiković, University of Rijeka, Croatia 
 
 
 
 

ABSTRACT 
 

The author in this paper examines different ways of calculating VaR in transitional economies of EU 
new member states – Romania and Bulgaria. Nine VaR models are tested on official stock indexes from Romania 
and Bulgaria. Performance of analyzed VaR models is tested by Kupiec test, Christoffersen unconditional 
coverage test, Christoffersen independence test, Christoffersen conditional coverage test, Lopez test, Blanco-Ihle 
test, Root Mean Squared Error (RMSE) and Mean Absolute Percentage Error (MAPE). The obtained results 
show that ARMA-GARCH volatility forecasts are superior to simpler models of volatility forecasting and provide 
among best VaR forecasts. The findings show that common VaR models that are widely used in mature markets, 
such as historical simulation with shorter observation windows, BRW historical simulation, variance-covariance 
model and RiskMetrics system are not well suited to these capital markets. 
 

 
INTRODUCTION 

 
The aim of this paper is to discuss and compare different ways of calculating VaR in transitional 

economies of EU new member states, Romania and Bulgaria. Both these countries are exposed to very similar 
processes of strong inflow of foreign direct and portfolio investments, and offer possibilities of huge profits for 
investors. Banks and investment funds when investing in these financial markets employ the same risk 
measurement models for measuring market risk and forming of provision as they do in the developed markets. 
This means that risk managers in banks operating in Romania and Bulgaria presume similar or even equal 
characteristics and behavior in these markets, as they would expect in developed markets.  Using the VaR 
models, that are created and suited for developed and liquid markets, in these, developing markets can be very 
dangerous. Employing VaR models in forming of bank’s provisions that are not suited to developing markets can 
have serious consequences, resulting in big losses in banks’ portfolio that could be undetected by the employed 
risk measurement models. Banks can also be penalized by the regulators, via higher scaling factor when forming 
their market risk provisions, due to the use of a faulty risk measurement model. This paper is organized as 
follows: Section 2 analyses statistical characteristics of stock market indexes of Romania and Bulgaria. In 
section 3 the data used in the analysis and the employed methodology is explained. Section 4 presents the 
backtesting results of nine analyzed VaR models. Conclusions are drawn in the final section. 

 
 

STATISTICAL CHARACTERISTICS OF ROMANIAN AND 
BULGARIAN STOCK MARKETS 

 
For transitional economies such as those of EU new member states a significant problem for a serious 

and statistically significant analysis is a short history of market economy and active trading in the financial 
markets. Because of the short time series of returns of individual stock and their highly variable liquidity it is 
practical to analyze the stock indexes of this countries. After all, stock index can be viewed as a portfolio of 
selected securities from an individual country. Financial markets of Romania and Bulgaria are experiencing a 
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boom due to the catching up of these economies to the European standards and strong inflow of foreign direct 
and portfolio investments. Furthermore, securities from these markets are trading at a discount compared to 
securities from old EU member states. Overall basic statistics and normality test for daily log returns of all tested 
indexes in period 01.01.2000 - 03.01.2007 are presented in table 1.  

 
Table 1: Basic statistics and normality test for daily log returns of Romanian' BBETINRM index and 

Bulgarian SOFIX index, period 01.01.2000 - 03.01.2007 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Author’s calculations 
 

It is clearly obvious from the presented values in table 1 that there is a strong positive trend present in 
these indexes so the assumption of the stationarity of the time series is clearly violated. Both analyzed indexes 
are characterized by significant positive mean and median values, highly fat tails (which is a very high value 
compared to stock indexes from developed countries) and negative asymmetry. Sudden, huge jumps in price 
levels are present in both of the indexes, but it is especially pronounced in the SOFIX index, which in the 
analyzed period recorder daily gains of 21,1% and daily losses of 20,9%. SOFIX is also a more volatile stock 
index of the two, with higher negative asymmetry and lower mean and median values, making it slightly less 
attractive for the investors. Lilliefors and Jarque-Bera tests of normality for the tested stock indexes confirm the 
conclusion drawn from findings of skewness and kurtosis, that there is zero probability of empirical distributions 
of these indexes being normally distributed.  Investing in BBETINRM and SOFIX index means that the 
investors can expect: positive returns, extreme volatility and events, and that the occurrence of negative returns 
is slightly more frequent. By examining the sample autocorrelation functions and sample partial autocorrelation 
functions of mean adjusted returns and by calculating the Ljung-Box Q-statistics for mean adjusted returns, it 
can be concluded that for both analyzed indexes autocorrelation in the returns was detected. Sample 
autocorrelation functions and sample partial autocorrelation functions of squared mean adjusted returns and 
Ljung-Box Q-statistics for squared mean adjusted returns all detected significant heteroskedasticity for both 
BBETINRM and SOFIX stock indexes. Based on the performed tests for presence of autocorrelation and 
heteroskedasticity it can be concluded that daily log returns of stock indexes in the Bulgaria and Romania exhibit 
a significant degree of autocorrelation and heteroskedasticity, making them unsuitable for proper implementation 
of many simpler VaR models, such as historical simulation or variance-covariance approach. Since 
autocorrelation and heteroskedasticity in returns was detected in these two stock indexes, the return and volatility 
process of tested indexes can be modeled as an ARMA-GARCH process. Estimated ARMA-GARCH parameters 
for BBETINRM and SOFIX stock indexes, are presented in table 2. 
 

Table 2: Estimated ARMA-GARCH parameters for BBETINRM and SOFIX stock indexes 
 
 
 
 

 
 
 

BBETINRM SOFIX
Sample size 1,450 1,265
Mean 0.0018583 0.0016382
Median 0.0013561 0.0009636
Minimum -0.2077 -0.20899
Maximum 0.17625 0.21073
Standard deviation 0.01857 0.021194
Skewness -0.107 -0.315
Kurtosis 26.002 29.77
Jarque-Bera test 31,869 37,660
(p value) 0 0
Lilliefors test 0.11092 0.15969
(p value) 0 0

C AR K GARCH ARCH

1.14E-06 0.92717 0.071021SOFIX 0.0017683 0.15691

Mean Volatility

BBETINRM 0.0013059 1.14E-05 0.69285 0.262150.14837
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Source: Author’s calculations 
Ljung-Box Q-statistics and ARCH tests confirm that GARCH conditional volatility process captured 

autocorrelation and heteroskedasticity present in the mean adjusted returns of the analyzed stock indexes. This 
means that after fitting an ARMA-GARCH model to BBETINRM and SOFIX stock indexes, which are not 
identically and independently distributed, obtained standardized innovations are identically and independently 
distributed (IID). In modeling conditional volatility basic AR(1) GARCH (1,1) model with normally distributed 
innovations was sufficient for both stock indexes. SOFIX stock index is close to being integrated, as presumed 
by EWMA volatility modeling that is underlying the RiskMetrics model. Values of the α and β parameters for 
SOFIX index are very similar to the ones presumed by the RiskMetrics system, meaning that this system should 
provide satisfactory backtesting performance. BBETINRM index is not close to being integrated with α and β 
and shows unusually low persistence in volatility but is very reactive to previous period’s residuals, which will 
make VaR forecasts based on GARCH volatility very spiky. The estimated GARCH parameters of BBETINRM 
stock index point to the conclusion that VaR models based on simpler conditional volatility models, such as MA 
or EWMA will be underestimating or overestimating the true level of risk.  
 

These findings show that VaR models based on normality assumption, as well as for the nonparametric 
and semi-parametric approaches that are based on the assumption of IID observations, such as historical 
simulation and BRW approach are based on faulty premises when it comes to measuring and managing risk in 
EU new member states. Daily returns of stock indexes in EU new member states exhibit a significant degree of 
autocorrelation and heteroskedasticity, which presents one of the most common obstacles to proper 
implementation of many VaR models. This is very indicative for risk managers, because this means that the 
elementary assumption of many VaR models is not satisfied, and that the VaR figures obtained from them 
cannot be trusted and at best, provide only unconditional coverage. It is necessary to implement a more 
sophisticated conditional volatility models to adequately capture the dynamics of these markets. VaR models that 
assume constant volatility or VaR models that take a more simplistic view of volatility modeling will not 
perform satisfactory in these conditions.  
 

DATA AND METHODOLOGY 
 

Data used in the analyses of performance of VaR models is the daily log returns from analyzed indexes 
of EU new member states (Romania and Bulgaria), for the period 01.01.2000 - 03.01.2007. The calculated VaR 
figures are for a one-day ahead horizon and 95 and 99 percent confidence level. To secure the same out-of-the-
sample VaR backtesting period for all of the tested indexes, the out-of-the-sample data sets are formed by taking 
out 500 of the latest observations from each index. The rest of the observations are used as presample 
observations needed for VaR starting values and volatility model calibration. 
 

The tested VaR models in this paper are: Normal variance-covariance model, RiskMetrics system, Historical 
simulation, Age-weighted (BRW) Historical simulation and RiskMetrics system augmented with GARCH type 
volatility forecasting. The first three of these five models are standard VaR models that are usually available in 
market risk measurement software packages. Historical simulation is tested with different rolling window 
periods of 50, 100, 250 and 500 days. Age-weighted Historical simulation is a hybrid VaR model developed by 
Boudoukh, Richardson, Whitelaw (1998). Age-weighted Historical simulation is tested with two decay factors of 
0,97 and 0,99. RiskMetrics system is implemented as described in RiskMetrics Technical document. In GARCH 
RiskMetrics model EWMA volatility forecasting is replaced by GARCH volatility forecasting. 

 
Regarding the volatility modeling, the data shows that GARCH representation will be necessary to 

adequately capture the dynamics of data generating processes of analyzed indexes. The dynamics of the data 
generating processes are complex because changes in the efficiency of the market alter the long-run level and 
persistence of volatility. Furthermore, there is ample of empirical evidence on a positive relationship between 
trading volume and volatility. Thus, the rapid expansion of stock markets in Romania and Bulgaria might have 
contradictory impacts on volatility: supposing that some predictability (significant AR term) is present in the 
series, increasing efficiency tends to lower the level and persistence of volatility, but larger volume might push 
its level up. The increasing integration of the Romanian and Bulgarian stock markets into European capital 
markets may only amplify this effect.  



828 ©Copyright 2007 by the Global Business and Technology Association 

 
All of the analyzed VaR models are tested in several ways to determine their statistical characteristics 

and ability to adequately measure market risk in the analyzed countries. The competing VaR models are 
evaluated according to: Kupiec test, Christoffersen independence test (IND), Christoffersen unconditional test 
(UC), Christoffersen conditional coverage (CC) test, Lopez test, Blanco-Ihle test, root mean squared error 
(RMSE) measure and mean absolute percentage error measure (MAPE).  

FINDINGS 
 

In this section of the paper the performance of each tested VaR model is evaluated based on 
performance tests explained in the previous section.  

 
Overall summary results are very useful to see how tested VaR model fare with regulatory backtesting 

framework based on the complete testing sample. Kupiec test and Christoffersen independence test are used to 
identifying VaR models that are acceptable to the regulator, and actually provide the desired level of safety to 
individual banks and, due to contagion effect, to the entire banking sector. The results of the overall acceptance, 
according to Kupiec and Christoffersen independence test, of tested VaR models on the analyzed market, at 95 
and 99 per cent confidence level are presented in table 3. Significance level for VaR model acceptance is set at 
10 per cent to secure a more rigorous backtesting evaluation. 

Table 3: Number of VaR model failures according to Kupiec and Christoffersen independence 
test, BBETINRM and SOFIX stock indexes, 500 observations, at 95% and 99% confidence level 
95% confidence level 
 
 
 
 
 
 

99% confidence level 
 
 
 
 
 
Source: Author’s calculations 
 
The data from table 3 shows a very distributing fact that should serve as a great warning to all 

regulators. Both at 95 and 99 per cent confidence level, almost all of tested VaR models perform poorly. At 95 
percent confidence level only the GARCH augmented RiskMetrics model passed both the Kupiec and 
Christoffersen independence test for both indexes.  BRW model with λ = 0,99 and Normal variance-covariance 
model both passed the Kupiec test, but failed the independence test for BBETINRM index, meaning that VaR 
failures from these models were not independent over time. The worst performers according to Kupiec and 
independence test, at 95 percent confidence level, are the historical simulation models with short observation 
windows. At 99 percent confidence level none of the competing VaR models passed the Kupiec test for 
BBETINRM index, meaning that a more sophisticated VaR model is required to deal with the dynamics of 
BBETINRM index. Regarding the independence test, GARCH RiskMetrics model, historical simulation with the 
longest observation window and both BRW models passed the Christoffersen independence test. The worst 
performers according to Kupiec and independence test, at 99 percent confidence level, are again the historical 
simulation models with short observation windows, but also RiskMetrics system and normal variance-covariance 
approach. Performed backtesting at 95and 99 per cent confidence level clearly point to the conclusion that 
widespread models of calculating VaR, such as Historical simulation, Normal variance-covariance approach and 
RiskMetrics system do not capture the dynamics of data generating processes of stock indexes from EU new 
member states. The summary of VaR model performance is given in backtesting tables 4 - 7. 
 

Kupiec test 2 2 1 1 1 0 0 1 0
Christoffersen IND 2 2 2 2 1 2 2 2 0

Risk 
Metrics

GARCH 
RMHS 500 BRW 

λ=0,97
BRW 
λ=0,99

Normal 
VCV

Model HS 50 HS 100 HS 250

Kupiec test 2 2 1 1 1 1 2 2 1
Christoffersen IND 1 1 1 0 0 0 1 1 0

Risk 
Metrics

GARCH 
RM

Model HS 50 HS 100 HS 250 HS 500 BRW 
λ=0,97

BRW 
λ=0,99

Normal 
VCV
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Table 4: Backtesting results and diagnostics of 500 VaR forecasts for BBETINRM index daily log returns, 95% 
confidence level, period 09.12.2004 -03.01.2007 
 
 
 
 
 
 
 
 
 
 

Source: Author’s calculations 
 
Table 5: Backtesting results and diagnostics of 500 VaR forecasts for BBETINRM index daily log returns, 99% 
confidence level, period 09.12.2004 -03.01.2007 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Author’s calculations 
 
Table 7: Backtesting results and diagnostics of 500 VaR forecasts for SOFIX index daily log returns, 95% 
confidence level, period 27.12.2004 -03.01.2007 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Author’s calculations 
Table 8: Backtesting results and diagnostics of 500 VaR forecasts for SOFIX index daily log returns, 99% 
confidence level, period 27.12.2004 -03.01.2007 
 
 
 
 
 
 
 
 
 

HS 50 HS 100 HS 250 HS 500 BRW 
λ=0,97

BRW 
λ=0,99

Normal 
VCV

Risk 
Metrics

GARCH 
RM

Number of failures 41 38 40 40 32 30 28 22 17
Frequency of failures 0.082 0.076 0.08 0.08 0.064 0.06 0.056 0.044 0.034
Kupiec test (p value) 0.0008633 0.0046057 0.0015456 0.0015456 0.066371 0.13085 0.23168 0.6879 0.94408
Christoffersen UC test (p value) 0.0025419 0.012912 0.004478 0.004478 0.16777 0.31923 0.54553 0.53008 0.082169
Christoffersen IND test (p value) 0.015876 3.902E-06 9.471E-05 1.411E-05 0.013485 1.369E-06 4.391E-05 0.012682 0.60145
Christoffersen CC test (p value) 0.0005737 1.071E-06 8.64E-06 1.418E-06 0.018251 5.248E-06 0.0001975 0.036752 0.1926
Lopez test 16.491 13.553 15.565 15.633 7.4165 5.4883 3.4714 -2.6786 -7.6459
Blanco-Ihle test 30.634 36.756 33.239 40.465 21.867 26.756 24.677 12.87 14.379
RMSE 0.022885 0.022707 0.020421 0.019777 0.02459 0.021848 0.023071 0.025183 0.026508
MAPE 3.3067 4.5985 5.4065 5.5661 3.0474 4.3815 4.3267 1.1746 1.9352
Average VaR -0.019165 -0.019147 -0.01774 -0.017352 -0.021687 -0.019558 -0.021038 -0.023176 -0.024119

HS 50 HS 100 HS 250 HS 500 BRW 
λ=0,97

BRW 
λ=0,99

Normal 
VCV

Risk 
Metrics

GARCH 
RM

Number of failures 18 15 11 13 12 11 15 11 10
Frequency of failures 0.036 0.03 0.022 0.026 0.024 0.022 0.03 0.022 0.02
Kupiec test (p value) 1.16E-06 6.146E-05 0.005208 0.0006464 0.0019005 0.005208 6.146E-05 0.005208 0.013244
Christoffersen UC test (p value) 6.095E-06 0.0002857 0.019918 0.0027395 0.0076625 0.019918 0.0002857 0.019918 0.047896
Christoffersen IND test (p value) 0.023097 0.000457 0.000842 0.33905 0.28312 0.23191 0.0071422 0.48129 0.52246
Christoffersen CC test (p value) 2.734E-06 2.983E-06 0.0002529 0.0071285 0.016061 0.032579 3.72E-05 0.051948 0.11517
Lopez test 13.254 10.28 6.2314 8.2646 7.2349 6.1935 10.284 6.1785 5.2068
Blanco-Ihle test 10.953 11.959 7.8581 8.2111 8.3515 5.1906 10.027 4.7464 5.6941
RMSE 0.040375 0.040138 0.04057 0.034485 0.037581 0.043356 0.031608 0.035861 0.037416
MAPE 2.4514 2.5187 1.9177 2.404 1.7556 1.7656 2.6559 1.3242 1.3067
Average VaR -0.033499 -0.035371 -0.039098 -0.034912 -0.034411 -0.041472 -0.030692 -0.033619 -0.034113

HS 50 HS 100 HS 250 HS 500 BRW 
λ=0,97

BRW 
λ=0,99

Normal 
VCV

Risk 
Metrics

GARCH 
RM

Number of failures 38 32 29 25 28 24 23 31 16
Frequency of failures 0.076 0.064 0.058 0.05 0.056 0.048 0.046 0.062 0.032
Kupiec test (p value) 0.0046057 0.066371 0.17647 0.44706 0.23168 0.52865 0.61007 0.09445 0.96571
Christoffersen UC test (p value) 0.012912 0.16777 0.42294 1 0.54553 0.83639 0.67759 0.23456 0.048624
Christoffersen IND test (p value) 0.076999 0.013485 0.0006644 0.0007371 0.27632 0.0038047 0.0024559 0.043184 0.53106
Christoffersen CC test (p value) 0.0095224 0.018251 0.0022112 0.0033571 0.46059 0.014866 0.0093442 0.06389 0.11762
Lopez test 13.328 7.3032 4.3157 0.28301 3.2707 -0.72993 -1.7542 6.269 -8.8431
Blanco-Ihle test 34.314 32.632 27.632 19.725 25.879 23.166 17.018 26.848 9.8656
RMSE 0.015295 0.014593 0.014733 0.016136 0.015965 0.015098 0.015923 0.014523 0.016667
MAPE 2.5287 3.2095 4.0973 3.7332 1.7905 2.5835 3.1546 1.6284 2.4289
Average VaR -0.013632 -0.013574 -0.014123 -0.016341 -0.014935 -0.014776 -0.016237 -0.013772 -0.017228

HS 50 HS 100 HS 250 HS 500 BRW 
λ=0,97

BRW 
λ=0,99

Normal 
VCV

Risk 
Metrics

GARCH 
RM

Number of failures 14 9 7 6 6 4 10 16 7
Frequency of failures 0.028 0.018 0.014 0.012 0.012 0.008 0.02 0.032 0.014
Kupiec test (p value) 0.0002057 0.031102 0.13232 0.23708 0.23708 0.56039 0.013244 1.73E-05 0.13232
Christoffersen UC test (p value) 0.0009141 0.10602 0.39657 0.66302 0.66302 0.64143 0.047896 8.395E-05 0.39657
Christoffersen IND test (p value) 0.39933 0.14477 0.65537 0.70234 0.70234 0.7993 0.18573 0.096153 0.65537
Christoffersen CC test (p value) 0.0028737 0.093525 0.63195 0.84538 0.84538 0.8687 0.058871 0.0001097 0.63195
Lopez test 9.1402 4.1092 2.0672 1.032 1.0746 -0.95272 5.1258 11.146 2.0866
Blanco-Ihle test 11.295 9.7507 2.9311 0.9851 5.5357 2.3378 6.3664 9.5698 4.017
RMSE 0.025016 0.027056 0.029839 0.037315 0.029911 0.032511 0.022862 0.021035 0.024083
MAPE 1.9177 1.217 0.93766 1.2943 0.65835 0.61845 1.596 1.1945 0.58853
Average VaR -0.023671 -0.026758 -0.030437 -0.038096 -0.029116 -0.033162 -0.023807 -0.020591 -0.024366
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Source: Author’s calculations 
 

From the results in tables 4 and 5 it can be concluded that for BBETINRM index, at 95 percent 
confidence level, the best performer is the GARCH RiskMetrics system, followed by standard EWMA 
RiskMetrics system. The worst performers at 95 percent confidence level are the HS 500 and HS 100 models. At 
99 percent confidence level, the best performer is the standard EWMA RiskMetrics system, followed by 
GARCH RiskMetrics system. Such result for RiskMetrics come as a surprise knowing that the volatility process 
of BBETINRM index is not close to being integrated and has very different GARCH volatility parameters to the 
ones assumed in the RiskMetrics system. The worst performers at 99 percent confidence level are the two 
historical simulation models with the shortest observation windows. 

 
From the results in tables 6 and 7 it can be concluded that for SOFIX index, at 95 percent confidence 

level, the best performer is the GARCH RiskMetrics system, followed by BRW model with λ = 0,97. The worst 
performers at 95 percent confidence level are the two historical simulation models with the shortest observation 
windows. At 99 percent confidence level, the best performer is the historical simulation model with the longest 
observation windows, followed by BRW model with λ = 0,97. HS 500 model performed surprisingly well 
although the basic prerequisites for its proper implementation, such as IID of returns, are not satisfied in the 
testing sample. This interesting phenomenon has a very simple explanation. Due to the extreme losses that 
occurred prior to and during the testing period HS 500 model set its forecasts very high automatically achieved 
unconditional coverage without taking into consideration the actual level of risk. Because it reacts very slowly to 
changes in volatility, its average VaR is among the highest of all the tested VaR models. Age weighted 
modification of historical simulation proved to be also very effective in forecasting VaR for SOFIX index. The 
worst performers at 99 percent confidence level are the RiskMetrics model and historical simulation model with 
the shortest observation window. Such result for RiskMetrics system come as a surprise knowing that the 
volatility process of SOFIX index is close to being integrated and has very similar GARCH volatility parameters 
to the ones assumed in the RiskMetrics system.  

  
These findings point to the conclusion that standard VaR models underestimate the risk in capital 

markets of EU new member states. Even extensions of basic VaR models, such as age-weighted Historical 
simulation and GARCH RiskMetrics system show very little improvement in measuring market risk over the 
basic VaR models, which is especially the case for BBETINRM index. Based on analyzed statistical properties 
of Romanian and Bulgarian stock indexes as well as the VaR backtesting results and rankings it is safe to say 
that VaR models that are commonly used in developed financial market are not suited for measuring market risk 
in transitional economies, such as Romania and Bulgaria, and more sophisticated VaR model are required to 
capture the dynamics of these markets. 

CONCLUSION 
 
From statistical analysis of stock indexes from EU new member states performed in the paper, it was 

determined that both BBETINRM and SOFIX index are characterized by fat tail and negative asymmetry. Tests 
of normality for the analyzed stock indexes confirm the conclusion drawn from findings of skewness and 
kurtosis, that there is close to zero probability of empirical distributions of these returns being normally 
distributed.  These characteristics have serious consequences for the performance of VaR models. Even more 
troubling for the VaR models based on normality assumption, as well as for the nonparametric and semi-
parametric approaches that are based on the assumption of IID observations, such as historical simulation and 
BRW approach is the finding that daily log returns of BBETINRM and SOFIX index exhibit a significant degree 
of autocorrelation and heteroskedasticity. VaR models that assume constant volatility or VaR models that take a 
more simplistic view of volatility modeling will not perform satisfactory in these conditions. All the findings 
point to the conclusion that standard VaR models underestimate the risk in capital markets of EU new member 
states. Even extensions of basic VaR models, such as age-weighted Historical simulation and GARCH 
RiskMetrics system show very little improvement in measuring market risk over the basic VaR models, which is 
especially the case for BBETINRM index. Based on analyzed statistical properties of Romanian and Bulgarian 
stock indexes as well as the VaR backtesting results and rankings it is safe to say that VaR models that are 
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commonly used in developed financial market are not suited for measuring market risk in transitional economies, 
such as Romania and Bulgaria.  
 

Presented findings bear very important implications that have to be addressed by regulators and risk 
practitioners operating in EU new member states. Risk managers have to start thinking outside the frames set by 
their parent companies or else their banks investing in these markets may find themselves in serious trouble, 
dealing with losses that they were not expecting. Contrary to the widespread opinion it is not enough to blindly 
implement the VaR models that are being offered by various software companies and financial institutions. 
Every VaR software package that a bank is thinking about implementing should be rigorously tested and 
analysed to see if it really provides a correct estimate of the true level of risk a bank is exposed to. 
 

National regulators have to take into consideration that simplistic VaR models that are widely used in 
some developed countries are not well suited for these illiquid and developing financial markets. Before 
allowance is given to banks on using internal VaR models that are either purchased or developed in-house, 
national regulators should rigorously checks and analyse the backtesting performance as well as the theoretical 
framework of such models for any inconsistencies and unwanted simplifications. Returns on stock indexes from 
EU new member states are characterised by fat tails, asymmetry, autocorrelation and heteroskedasticity, all of 
which considerably complicate VaR estimation and require more complex, computationally and intellectually 
demanding VaR models. 
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ABSTRACT 

Many public organizations have attempted to solve the issues of inefficiencies by the application of various 
innovative management techniques that have recently achieved prominence.  Foremost among these techniques 
have been initiatives associated with the so-called Japanese style of management, particularly  practices that are 
intended to foster greater worker involvement in the organization. This has been especially true with respect to 
the increasingly popular quality improvement programs.  Based on a case study, this paper is a modest attempt 
to analyze: (1) what are the major characteristics or contributing factors that are responsible for the successful 
implementation of a quality improvement program in a public-sector, rationalistic bureaucracies?; (2) can a 
collaborative change strategy as advocated by Japanese management style be effectively developed and 
implemented in public sector rationalist bureaucracies that emphasized formalized, authoritative relationships 
between management and psychological subsystems? 
 

INTRODUCTION 

Public organizations in Malaysia can ill afford to let things go as they are and expect an effective response to the 
current situation.  Some public managers do respond positively to today’s fluid situations. However, if basic 
operational and management issues are not addressed, their efforts are fragmented. Many public organizations in 
Malaysia have attempted to solve these issues by application of various innovative management techniques that 
have recently achieved prominence. Foremost among these techniques have been initiatives associated with the 
so called Japanese style of management, particularly practices that are intended to foster greater worker 
involvement in the organization. This has been especially true with respect to increasingly popular quality 
improvement programs which have shown profound impacts in private sector organizations. One of the most 
prominent quality improvement technique is Total Quality Management (TQM). The main focus of this paper is 
to analyze the implementation of TQM in a particular public sector organization in order to explain the efficacy 
of this particular method of quality improvement program. Specifically, two main questions were addressed: (1) 
Can a collaborative change strategy such as TQM concept be effectively developed and implemented in public-
sector rationalistic bureaucracies that emphasize formalized authoritative relationships between management and 
psychological subsystems?; (2) If so, what are the major characteristics or contributing factors that are 
responsible for the successful implementation of these TQM efforts in public-sector rationalistic bureaucracies? 
 

TQM IMPLEMENTATION BACKGROUND AT KBMC 
  

The Kota Bharu Municipal Council (KBMC) is one of the major public agencies in the state of Kelantan, one of 
the eastern states in Peninsular . Due to federal government efforts to improve the quality of services provided by 
all the public agencies throughout the country in the early of 1990s, the KBMC initiated the TQM effort in 2001.  
The KBMC became involved with TQM when the Human Resource Division (HR)  Head approached the 
Chairman and suggested that KBMC  become the pioneer for the effort in the state.  The Chairman agreed and 
approved the idea without giving serious thoughts and deliberations. 
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The HR Head  began preparations for the TQM program by providing two-hour briefings to all the Heads and 
deputy Heads for  all the Divisions in September, 2001.  After the briefings, all the Heads were requested to 
extend the information and ideas to other staff in their respective Divisions.  After a month,  there was a formal 
directive from the Chairman of the KBMC himself to all  Division Heads to seriously consider and  
implementing TQM programs in their own respective Division. Immediately after such a directive, all Divisions 
established the Steering Committee consisting of the Head as the Chairman, the deputy Head, three middle 
managers, a TQM team leader and one member. The HR Division Head sat on all these Steering Committees as 
an ad hoc member. His responsibility/authority was limited to providing advice and counsel to regular committee 
members on technical aspects of TQM matters.  The primary functions of the Steering Committee in each 
Division were: (1)adopting specific goals for the Division’s  TQM program; (2) adapting the TQM program to 
organizational needs; (3) arranging the necessary training of TQM members; (4) developing and implementing 
the plan, operational guidelines and program policy; (5) planning the rate of program expansion throughout the 
Division; (6) scheduling informational briefings throughout the organization; (7) establishing guidelines for the 
frequency and duration of TQM team meetings; (8) providing publicity for TQM activities; (9) providing 
guidelines for the measurement of TQM activities; and  (10) encouraging the TQM Teams to submit their reports 
to be considered for Prime Minister’s Quality Award introduced by Malaysian Public Service. By  March of 
2002,  all Divisions established a TQM team and made them operational although majority of the employees are 
not truly familiar with concept.   
 

LITERATURE REVIEW 

The Concept of a Rationalistic Bureaucracy 
 
Bureaucracy is primarily a form of social organization and as a whole is organized as a pyramid and can be 
illustrated in the form complex organizational charts. According to Olsen (2004) the common denominator of 
bureaucratization lies in the quest of a “rational” model of administration. Mass organizations meet their 
objectives through an elaborate division of labor that results in compartmentalization and diversification of 
duties, which in turns leads to specialized functions, i.e. implementation, management and special expertise 
(Binefeld, 2001).  Marinetto (2003) illustrated that bureaucracy is a rational tool for executing the commands of 
elected leaders and has its own normative and naturalistic principles of  administration. He further described that 
administration in a bureaucratic organization is based on rule of law, due process, codes of appropriate behavior 
and a system of  rationality debatable reasons. Thus, bureaucracy is an expression of cultural values and a form 
of governing with intrinsic value. Rationality and justice are characteristics of the procedures followed to reach 
an outcome and not the outcome itself (Peters & Pierre, 2003).  Bureaucrats are supposed to obey, and be the 
guardians of constitutional principles, the law and professional standards. They are imagined to use their 
professional expertise and experience to illuminate all aspects of public policies and speak the “truths”. As a 
partly autonomous institution,  rationalistic bureaucracy has legitimate elements of non-adaptation to leaders’ 
orders and environmental demands (Olsen, 2004). Based on the above illustration, the Kota Bharu Municipal 
Council (KBMC) which was selected for this study qualified as one of the public rationalistic bureaucracies in 
Malaysian context.  KBMC signifies a distinct organizational setting which is formalized, hierarchical, 
specialized with clear functional division of labor and demarcation of jurisdiction, standardized, rule-based and 
impersonal. 
 
Assessing the Benefits and Limitations of TQM in the Public Sector 
 
Assessing the value of implementing quality management in organizations is problematic. As late as 1991, Juran 
noted that there was a large information vacuum in terms of measuring and evaluating the results of 
implementing TQM in organizations. A year later, McSweeny (1992) talked about a paucity of systematic and 
rigorous evaluative efforts. Bowman and Hellein (1998) characterize those empirical studies of quality 
management in public sector that has been done as either macro approaches (all jurisdictions as a whole) or 
micro approaches (concentrating on a single program or department in one jurisdiction). Ellis (1993) lists a host 
of concerns about the benefits and limitations in a meaningful empirical evidence of the quality management 
approaches. Much of the early literature on the implementation of quality initiatives in the public sector tends to 
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be anecdotal, expository and prescriptive (Poister & Harris, 1997). Recent publications frequently contain data 
from empirical studies describing the successes and pitfalls of TQM in government (Selen & Schepers, 2001). In 
these studies, reactions by scholars to TQM’s efficacy in improving public sector performance has been mixed. 
Some scholars have enthusiastically concluded that TQM shows great promise for  public sector management 
improvement. Other scholars have been less enthusiastic and some are highly critical of its possibilities.  Among 
government officials and practitioners, TQM has also had a mixed reaction. Zeitz’s research (1996) suggests that 
professional, technical, and scientific public employees perform the bulk of value-adding activities in their jobs 
and are the least favorable disposed towards TQM implementation. Resistance to TQM by practitioners include 
arguments that it is merely another passing managerial fad; that it is not well suited to a particular kind of work 
done by their organization; that it increases paperwork, meetings and training time, and that it takes away from 
the overall time available to do the “real work” (Morral, 1999; Razali, et. al, 2000; Razali, 2006).  Based on the 
above literature review, almost all TQM studies have been conducted in the context of western environment. 
This study is timely because public managers in Malaysia seeking to practice TQM are faced with a difficult task 
due to lack of local-based empirical evidence which can be used as the guiding principles. The findings of this 
study will add to the scant literature on TQM in Malaysian context and can provide some insights on 
contingency factors which are important in implementing TQM in a public sector organization. 

 

METHODOLOGY 
 

Framework for the Analysis 

The conceptual model (Table 1) adopted from Marinetto (2003) is the framework through which the data were 
collected in this particular case study analysis . The data collected for mainly from interview sessions with the 
managers and lower-level employees.  The conceptual model gave a basis on which the research questions can 
be linked to the organizational variables and analyzed.  Thus, the major characteristics or contributing factors to 
the successful/unsuccessful implementation and operation of TQM in the organizations surveyed can be 
presented in a more illustrative form. The analyses were viewed from the lenses of the rationalistic and 
naturalistic perspectives and the findings summarized in terms of the five organizational variables: environment, 
structure, leadership, climate and change. 
 
 
Table 1: A Conceptual Model Using the Organizational Variables to Analyze the TQM Program in the 
Rationalistic and Naturalistic Organizational Perspectives 
 
ORGANIZATIONAL   ORGANIZATIONAL  PERSPECTIVES 
VARIABLES     
      
 Rationalistic  Naturalistic 
 
1. Environment Stable  Unstable 
2. Structure Mechanistic  Organic 
 Formal  Informal 
3. Leadership Production-centered  Employee-oriented 
 Autocratic  Participative 
4. Climate Non-trusting  Trusting 
 Non-supportive  Supportive 
5. Change Rational-empirical   Normative-reeducative       

 
Respondents and Data Collection 
 
This study was not designed to test any hypothesis, but rather to discover and describe through qualitative 
analysis the perceptions of employees who were involved in the implementation of TQM in KBMC. Based on 
the complete list of names of participants in TQM program provided by the HR Division of KBMC, a stratified 
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systematic sample consisting of 10 managers ( who are responsible to monitor and guide the progress of  TQM 
implementation), 10 supervisors (who were appointed as leaders of TQM teams) and 15 employees (who are the 
members of TQM teams) were invited to attend the focus interviews. The researcher facilitate the discussion by 
asking respondents to concentrate their illustrations on salient points related to the questions:  (a) What are their  
general feelings towards way TQM as a practical concept was introduced in the KBMC? Are they feeling 
comfortable with it?; (b) What ate the issues/ problems associated with the implementation processes of TQM at 
the KBMC? What stories and incidents remind them of this?; (c) What are the major characteristics or 
contributing factors that are responsible for the successful implementation of these TQM efforts in public-sector 
rationalistic bureaucracies such as KBMC? All the focus group meetings were recorded and transcripts were 
made of the recordings.  In interpreting the data and checking the notes made during the actual interviews, the 
researcher played and replayed the tapes of the focus group interview sessions.  

 

FINDINGS AND DISCUSSIONS 

The research findings with regard to TQM implementation in KBMC can be categorized into several contextual 
variables such as below: 

 
Organizational Environment: 

 
The external environment of the KBMC had a very definite effects on its ability to implement a naturalistic 
organizational perspective in its rationalistic bureaucracy. Specifically, the organization was impacted in two 
areas which included political and economic. The political impact resulted primarily from the status of the 
KBMC’s Chairman which is a political appointed position and the Director’s post which is filled by the Kelantan 
Civil Service (KSC) staff. During that period, the state of  Kelantan was governed by the opposition political 
party, PAS (Pan-Malaysia Islamic Party) under the Chief  Minister of  Tuan Guru Dato Nik Abdul Aziz.  
 
This situation creates a managerial morale problem for most public bureaucracies, and KBMC is no exception. 
For example, in most public bureaucracies managers are either political appointees who serve as an agency’s top 
manager for a relatively brief period as compared to career (professional) managers who have progressed 
through years of public service up the bureaucratic ladder and who serve in positions subordinate to the political 
appointee. This dichotomy results in inherent conflict between the political appointee and the managers whose 
goals and opinions differ in both purpose and orientation. As clearly depicted by one of the managers: “We as 
professional bureaucrats are not comfortable with these managers who joined our organization as political 
advocates of certain politicians. They are the “blue-eyed boys” of these political masters. In many instances, 
because of their political interest and inclinations you don’t have respect for them on one side, and on the other 
side, you always have fear because they can harm you if they are not happy with your way of doing things” ( 
Manager 1). This perspective was supported by one of the team leaders: “ I am comfortable to thrash out issues 
of discuss with my managers compare to these political officials who came into our organization through 
political channels because they fail to appreciate the nature of our set up; the rules and regulations that have 
been laid down from the early days…. If things are in their way to strive for political mileage, they will ask us to 
change or abandon the rules and procedures.”  (Team Leader 8). Citing an example related to this issue, 
another manager illustrated one incident: “ As we all know, the KBMC as a public organization is governed by 
the rules and procedures develop by Public Service Department at the Federal Government level. So, in the 
process of implementing TQM effort, we cannot move contrary to the already established work procedures and 
standards. But these political appointees cannot appreciate that…. They just want to see immediate results. So, 
in many instances we are caught in between and it’s truly tough and problematic … we are confused and 
frustrated.” ( Manager 6). 

 
The other factor which is related to the organizational environment was the  economic impact. This was 
perceived by majority of the focus group interviewees as the greatest and severest of the environmental impacts. 
The economic crisis in 1997-1998 affected the KBMC with budget cuts in staffing, programs and services.  It 
was reported that there was a hiring freeze during that period of 1997-2002. Given such an unstable 
environment, it must be remembered that, while the TQM effort was reported as initially gaining momentum, 
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only a small number of employees were involved. The majority of employees were not participating due to the 
already acute shortage of staff. 
 
Organizational Structure 
 
The structure of the KBMC is patterned after the structure which possesses the characteristics of a typical public 
bureaucratic organization. The organizational structure is rigid with well-defined relationships and clearly 
established lines of authority and communication networks. The authority relationships are hierarchical 
representative of a traditional bureaucratic organizational structure.  In as much as structure is concerned with 
the establishment of positions and relationships between positions, it does provide the framework for authority 
relationships.  In other words, the authority structure provides the basis for assigning tasks to the various 
elements in the KBMC and for developing a control mechanism to ensure that these tasks are performed 
according to plan. At the time of the TQM implementation at KBMC, the participative management required for 
the TQM concept to be effective was hampered due the organizational structural arrangements.  The 
organizational structure emphasized rationalistic perspectives that concentrated on a formal structure instead of 
naturalistic perspective that is concerned with informal structure. In contrast, the naturalistic emphasized the 
rationalistic perspective of objectivity,  impersonality and structural anatomy and form. It was reported that 
many staff in KBMC viewed the TQM concept with skepticism because the functions performed in their 
organization were of an analytic and system design in nature, many middle managers felt TQM is better 
designed for production or manufacturing-oriented organizations. Thus, they do not feel that TQM would work 
for KBMC.  One manager highlighted that: “Although the working atmosphere is in the process of change 
through the introduction of TQM, but we in KBMC still function with top-down hierarchical structure and do not 
allow opportunity to tap people’s creative potential.” (Manager3). In support of this view one employee 
described that: “ The mentality up there is that subordinates should not  questions what is coming from the top of 
the organizational hierarchy. The role of the top management is to think and decide; and the role of 
subordinates are to do what they are told and not ask any questions.” (Employee 14). 
 
Another problem was the length of time it took for TQM efforts to come up with any real tangible results. For 
example, one manager reported that it took a TQM team over a year to come up with anything tangible.  In a 
bureaucratic structure such as KBMC, this is unacceptable. Although management reported initially believing 
that the TQM concept was something worth trying, they were not as favorable toward the effort when they 
realized how long it would take the teams arrive at any results either tangible or intangible.  Therefore, 
management’s support dwindled and was less effective. Indeed, many came to feel the concept was a waste of 
time. In a very frustrated tone one employee observed that: “Communication goes up and never comes back 
down. It goes up in two weeks and it takes six months to come back. Even then, they don’t direct it to the people 
that input; they direct it to the Head of Division or project leader. We get letters from management that says, 
“respond to this”. You have two weeks to respond to it. Okay, you respond in two weeks but after six months, 
you don’t receive a word.  This is truly 
a one-way flow of authority.” (Employee 15). 
 
The KBMC encountered  another major problem because the TQM concept was not made part of the 
organizational structure.  Employees and management alike considered the TQM program an additive and not 
part of the overall organization.  This was the result of management’s view that the concept was simply an 
experiment. They had no real commitment to making the TQM a part of the organization, an attitude naturally 
permeated throughout the organization.  In other words, management felt no real commitment to make the 
concept work, and the employees reacted to management’s actions. 
 
Organizational Leadership  
 
At KBMC there was mixture of both participative style of leadership and the task-oriented style.  At the 
management level the participative style was practiced, however, at the lower levels task-oriented leadership was 
practiced.  In fact, it was reported that this task-oriented style was required at this level due to the nature of the 
work. The leadership style was found to be reflective of the organizational structure with its traditional 
bureaucratic form.  Implementing the TQM naturalistic characteristics into an organization that held a 
naturalistic perspective at the top level of management and practiced and operated from a rationalistic 
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perspective at the middle management and supervisory levels created opposition and conflict within the 
organization.  This situation was not conducive to the implementation of TQM.   
 
The fact is, management was interested in TQM to the extent that they did not change the traditional structure 
and  leadership styles that presently existed.  The advent of major change such as TQM requires new ideas, 
structures, and behaviors that depart significantly from the usual patterns of traditional bureaucratic functions. 
Management was unwilling to take on the new behavioral patterns required to cope effectively with the changes 
advocated in the TQM process.  Thus, TQM was operational in the KBMC due to the mandatory requirements 
from the very top of management not from the willingness and readiness of the employees involved. This is quite 
contrary to the one of basic tenets of TQM itself. One employee clearly indicated that: “if it was not due to the 
directive from the Chairman of the organization, the TQM might not be in existence.”  (Employee 14). This 
view was strongly  supported by another  manager: “ I was disappointed in the way the TQM concept started. It 
came out almost as a directive that because you are a manager , you will now go for TQM training and be ready 
to develop TQM team leaders in your Division. I think the top management tried to force too much too fast. 
Because I’m a manager does not mean I support that very idea. I don’t think we had say in it. It’s has been 
dictated on us…” (Manager 10). 
 
The leadership in KBMC consisted of career or professional leaders who had advanced under the traditional 
bureaucratic mode.  The implementation of the TQM concept required that this rationalistic leadership style 
change to a naturalistic style, i.e. management would have to expand to include responsibility and influence from 
rank-and file employees.  Top management should not force Heads, Deputy Heads, middle managers and lower-
level employees to implement the TQM concept.  Among those managers who argued to try the TQM concept 
there were minor behavioral change in terms of interpersonal relationships and communications than they 
actually did. Another employee expressed her concerns as to what extent she is ready to speak up her mind 
during the TQM team meeting sessions in front of their managers and supervisors: “ You cannot step on 
managers’ toes. You’ve got to follow the rules and regulations in the chain of command…It’s is something that’s 
mentioned every time we have TQM meeting session.” (Employee 8). In the same vein, one team leader argued 
that: “ Something I’ll never understand is that they allowed us to participate in TQM efforts, but there isn’t a 
single supervisor (TQM team leader) or employee on the TQM Steering Committee which monitor the progress 
of TQM implementation. I don’t understand, and you know, they are saying we as a team can come up with the 
resolution with we think good for ourorganization, but we have no say in the end” (Team Leader 4). 
 
As noted earlier, the KBMC was having political in-fighting between the career appointed Director and the 
political appointed Chairman.  As a results the employees were uncertain not only about their own functions but 
also about the future of the TQM program. The hiring freeze had a severe impact on the organization as a whole.  
The hiring freeze was a definite impediment to the operation of the TQM effort . In addition, personnel could not 
move from one Division to another Division.  This compounded an already complex situation. While most 
employees might not have been transferred, the idea that they could not transfer if they wanted to had a negative 
impact on morale.  Despite of the cutbacks and reductions in resources and personnel, the Divisions were 
expected to maintain the same level of efficiency and provide the same level of services with similar status of 
efficiency.  As might be expected, this situation created frustration, low morale, absenteeism, and poor 
productivity not only among employees but also among supervisors and management personnel.  As a result, it 
was difficult, if not impossible, to implement the TQM concept in some Divisions. In those Divisions that 
successfully took the TQM program off-ground, it was difficult to keep the effort actively visible because staff 
found they required too much time to produce results.  These Divisions had a high level of enthusiasm in the 
early phase, but it eventually waned.  For example, one TQM team initially began because the lower employees 
felt it would provide improved working relations between them and the superiors. However, the team was 
disbanded because the relationship did not improve.  Other divisions watched the experience with 
discouragement and eventually affected their eagerness to pursue the TQM effort.   The two members (who were 
both clerks) were left with a feeling that the TQM concept was useless.  As one of them elaborated that: “ There 
is a real problem in this organization as a whole; employees, and then the next step up, and the next step up, and 
so on along the line. And you don’t cross steps. Your are not the friend with  the manager or supervisor, not on 
the outside, and not on the inside. It’s a like a rank in the Army. You go through a chain of command to do 
anything. I thought the concept of TQM as explained in the training program I attended was  o kind of break 
down this barrier a little bit, so people – managers; supervisors, and managers – can join hands and work 
together. But I don’t see it happening in this place” (Employee 12). 
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Organizational Climate:  
 
The participants of TQM particularly the employees share their perception that depict their organizational work 
climate and cultural orientation in negative terms. The climate is portrayed as authoritarian.  Upper management 
is perceived to have simply introduced  TQM to give appearance of participativeness, but in actual day-to day 
practice, they are paying lip service to participation.  Their shared feelings demonstrated that the organizational 
climate is not conducive to participative mode of doing things. One team leader highlighted that: “ The whole 
climate in the organization isn’t conducive to working together as a group. You’ve got all these programs where 
you’re trying to improve how things flow, get your work done, and in general, make things better. But if the 
whole organizational climate was conducive to that in the first place, you wouldn’t need another concept called 
TQM to be implemented…..” (Team Leader 3). 
 
For employees, the TQM as a process has to perpetually wrestle with the ordeal of overcoming hierarchical 
barriers, rules and regulations in the chain of command in a way that not within the climate of more participative 
work environment.  One employee noted strongly: “ When it really comes down to sincere communication 
climate between you and your manager, I don’t feel there’s a real lot of sincerity in what’s being done. This 
whole organization runs on competitive spirit.” (Employee 2). Another employees mentioned her frustration 
about the communication climate between managers and employees in KBMC: “ They (managers) need to 
change this climate. They need to be more open and need to be willing to share information with us. Not only 
managers don’t communicate, but employees don’t  communicate too. People just don’t like to share 
information. They are afraid. They feel secure by keeping their information to themselves.” (Employee 7). The 
shared perceptions expressed during the focus interviews not only illustrate the gap, but also depict the 
communication climate in the organization in which there is intense competition, distrust, and lack of empathy.  
 
Organizational Change: 
 
The change strategy best exemplified in this organization is the normative reeducative mode rather than the 
empirical-rational mode as suggested by Schein (1994).   Much effort was spent on attitudinal changes as 
opposed to production-oriented improvement techniques required in the TQM method.  This was evident from 
the interview with the managers from different Divisions.   One manager voiced out that: “ The training 
conducted are mainly focused on how we should changed our mindsets so that we can embrace  TQM principles. 
But  little attention given on giving us the tools and techniques on how to improve or change things. For 
example, if we want to change our planning process what are the test techniques available out there?” 
(Manager 4). 
 
Another problem arose because the training was inconsistent. The TQM leaders received four days of training 
primarily in administration, group process, and problem solving, while the TQM members received eleven hours 
of training in working groups, brainstorming, information gathering, charts and graphs, cause and effective 
analysis, problem solving and pareto analysis. The TQM team leaders reported that, while they received ample 
group dynamics training, the other TQM team members also should have received the amount of exposure 
because it was equally important for them to know how to work in groups. Commenting on this issue one team 
leader said: “Everybody should be  exposed or trained on the same topics so that when we gathered as a group 
we have the same point of reference. If not we will end up confronting each other due to lack of common 
understandings This is bad for any change efforts.” (Team Leader 9). In the final analysis, the TQM training 
and participative management elements proved to be ineffective in this rationalistic organizational perspective 
because only those leaders (managers) directly involved in the TQM process actually received a more 
comprehensive training.   
 

PRACTICAL IMPLICATIONS AND RECOMMENDATIONS 

As TQM becomes more popular in Malaysia, particularly in public sector bureaucracies, many organizations 
have jumped on the bandwagon. In implementing  such a program many different strategies which all boast 
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success, have been used.  In the case of KBMC, the management should consider these critical elements as 
outlined below when planning a TQM implementation: (a) Resolve power struggle and organizational 
politics: The managerial conflict between the Chairman of KBMC who is politically appointed and the Director 
who raised from the State Civil Service system must be resolved immediately; (b) Volunteer participation: The 
second most important element of the TQM program is voluntary participation and one which seems difficult for 
management in KBMC to accept, or at least to deal with it; (c) Training for Management and Workers:  The 
workers must thoroughly understand and practice the quantitative tools and techniques of the TQM concept.  A 
more comprehensive, consistent and rigorous training for managers and employees must be provided; (d) 
Supportive Management:.  Although TQM teams will not work in a highly authoritarian climate, they will 
work even in an isolated Division  within an autocratic organization such as KBMC if management of that 
Division is highly supportive; (e) Scope of  Implementing TQM as a Management Tool: Those involved in 
implementing TQM at KBMC must change their understanding of  TQM as a concept. It is not sufficient to view 
TQM as  simply a collection of processes and techniques used haphazardly and sporadically within the 
organization.  

CONCLUSION 
 

TQM programs can and do work but not all the time and not in all organizations.  Managers of public 
bureaucracies are cautioned that the TQM process is not a panacea for organizational ills.  They must view TQM 
in the broader context of organizational change and productivity improvement. The TQM concept is clearly a 
potentially valuable addition to a public manager’s repertoire but only when he or she sees it with realistic 
expectations and approaches it with thoughtfulness and understanding. 
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ABSTRACT 
 
This paper begins to explore the relationship between CEO succession and alliance reconfiguration by posing a 
series of questions for conceptual examination.  How do CEO characteristics relate to alliance investment 
decisions at the level of specific alliances or regarding the total alliance portfolio?  What is CEO involvement in 
alliance formation and in alliance network changes?  What is the connection between appointing a new CEO 
and revising the overall alliance portfolio and collaboration strategy of the firm? Is there a relationship between 
a change in CEO and a change in the corporate alliance and collaboration strategy?  A change in CEO and a 
change in the corporate alliance and collaboration strategy may be positively related.  The alliances could be 
financial, technological, or commercial, in domestic or international contexts, involving equity sharing or less 
hierarchical contract arrangements.  More generally, we ask how do changes in leadership relate to changes in 
strategy—and how do changes in strategy affect the extant leadership or trigger leadership succession?   
 
 

INTRODUCTION 
 
In turbulent global business environments, escalating CEO departure rates amidst heightened pressure for 
responsible corporate governance and certification of financial results make CEO succession a compelling topic 
of increased frequency.  Beyond the dynamics of the turnover and succession events themselves are equally 
captivating questions of strategic legacies and future strategic directions of the firm.  The hope and peril of each 
new CEO is for improved corporate performance with the implementation of refined strategic objectives.  
Alliances represent a crucial set of tactics within the arsenal available to corporate chiefs.  This paper explores 
how a change of CEO relates to a change in the alliance strategy of the firm and how characteristics of new 
CEOs match with business conditions and characteristics of alliances in influencing changes at the network level 
of interfirm collaborations.  
Organizations must have leaders, and changes in leadership are crucial events in organizations.  Although the 
image and efficacy of corporate leadership may be disputed (Pfeffer 1981; Meindl, Ehrlich and Dukerich 1985), 
organizations undeniably have multiple high-level managers (acknowledged as well as aspiring leaders) charged 
with overseeing fulfillment of the organizational mission (Kotter 1982).  This charge may be facilitated by the 
formation of alliances or alliance networks (Parkhe 1993; Chan, Kensinger, Keown and Martin 1997; Gomes-
Casseres, Hagedoorn and Jaffe 2006) in support of innovation diffusion, research and development, finance, 
licensing or commerce.  Because corporate leaders are instrumental in alliance instigation (Hagedoorn and 
Duysters 2002), does a change in leadership imply a change in the alliance portfolio?  What are the strategic 
implications of portfolio revision?  Incoming CEOs, particularly if they are outside successors or successors 
under economic adversity, have missions ranging from immediate corporate rescue to prolonged programmatic 
expansion.  Given chief executives as the chief strategists of their firms, we propose to study the impact of new 
CEOs on alliance reconfiguration, which may in turn impact the overall strategic direction of the firm.  
Substantial change has occurred since Chandler (1977) wrote of latitudinarian policies in the national scope of 
business, and Vancil (1987) recorded that CEO tenure averaged 14 years.  Shorter times in office—now on the 
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order of half as long as twenty years ago—inherently complicate the achievement of radical strategic change 
(Oliver 2001; Kelly 2007).  Exacting regulatory requirements distract leaders from core strategic considerations 
(Hass and Pryor 2005; O'Brien 2006; Dalton and Dalton 2007), including alliance formation, even as the 
globalization imperative and competitive business contingencies increasingly demand attention to tactical issues.   

 
STRATEGIC CONSEQUENCES OF CEO SUCCESSION 

 
Insiders versus Outsiders and Other Relevant CEO Characteristics 

 
When CEO succession occurs in challenging financial times, the new CEO is more likely to be an outsider than 
insider, and his or her appointment represents the circulation rather than institutionalization of power in the top 
leadership position (Ocasio 1994).  The insider/outsider distinction is not the only meaningful one.  
Demographic similarity/dissimilarity represents another intriguing aspect of difference.  The balance of power 
between the predecessor CEO and board influences the odds of the successor CEO demographically resembling 
either the predecessor or the board (the similarity favors the more powerful of the two) (Zajac 1990).  As a 
dominant component of executive demographic similarity, functional background is important in its own right, 
especially the distinction between CEOs from financial compared to non-financial backgrounds (Fligstein 1990).  
Financial backgrounds predispose CEOs to manipulate the capital structure (debt-to-equity balance) of the firm 
through ventures involving intercorporate combinations or collaborations (Davis and Stout 1992). 

 
New Conceptions of CEO Outsiderness 
 
In considering the totality of extant research on the topic, the impact of CEO transitions on corporate 
performance remains unclear.  Part of the lack of clarity of the effects of CEO succession on organizations 
derives from the definition and operationalization of key constructs.  An examination of postsuccession strategic 
change must pay attention to the type of CEO in the successor position as well as to the change occurring.  CEO 
type has primarily presented as insider versus outsider or matching of the predecessor and successor or the board 
and successor on various demographic dimensions.  Finkelstein and Hambrick (1996), Kesner and Sebora 
(1994), and Sakano and Lewin (1999) led in stressing the lack of precision in the dichotomous categorizations of 
CEO origin.  Following their intellectual leadership, Karaevli (2007) implemented a non-binary approach to 
CEO “outsiderness” incorporating multiple facets of executive proximity to the focal corporation and found that 
outsiderness only predicts changes in corporate strategy or performance when considered in organizational and 
environmental context.  In addition, whether a predecessor departs voluntarily or under pressure and whether a 
successor originates from inside or outside the firm are allied events—insider succession more readily follows 
voluntary predecessor departure (Khurana and Nohria 2000).  Such instances of scheduled, paradigm-preserving 
succession suggest continuity of a leadership dynasty (Ocasio and Kim 1999).  From the security of conformity 
or from a sense of fealty to the historic regime, scheduled succession may imply a lesser predilection to 
reconfigure the alliances portfolio.   
 
Financial, Strategic and Operational Changes Subsequent to CEO 
Turnover 
 
In understanding the chain of succession events, it is helpful to note three phases involving studies into 
(1) factors precipitating or constraining CEO turnover (e.g. firm performance, CEO entrenchment through 
founder status or equity ownership, CEO-board demographic similarity), (2) patterns of the actual turnover event 
(e.g., processes of selection and types of successors), and (3) the results of that event.  We concentrate on the 
third phase of the succession sequence.  There researchers have found various financial, strategic and operational 
changes subsequent to CEO turnover with the effects most pronounced in situations of forced turnover or outside 
succession.  Following Khurana and Nohria (2000), we also note linkages between predecessors and successors.  
The accomplishments of the incumbent do not assure longevity in office (Wasserman 2004) or the achievements 
of an incumbent-selected successor.  Neither does the poor performance of an incumbent guarantee the 
effectiveness of a board-selected successor (Puffer and Weintrop 1991), for whose success the market will 
already have formed predictions at the time of the appointment announcement.  For instance, Warner, Watts and 
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Wruck (1988) celebratedly demonstrated a strong negative connection between stock performance and top 
management changes.  Preceding that study, Reinganum (1985) had determined that stock prices rose after 
outside succession events.  Another study established that stock price volatility increased most strongly after 
forced turnover or after outside succession following voluntary turnover (Clayton, Hartzell and Rosenberg 
2005).  Huson, Malatesta, Parrino (2004) discovered increases in accounting performance following outside 
succession, while Parrino, Sias and Starks (2003) detected changes in institutional equity ownership in the wake 
of forced CEO turnover.  Shen and Cannella (2002) found postsuccession firm performance (ROA) to be 
influenced by a combination of CEO successor type (follower, contender or outsider), postsuccession turnover in 
the senior executive ranks, and departing CEO tenure.  The above studies relied on arms-length financial or 
accounting performance measures, but other studies assessed strategic maneuvers more directly attributable to 
CEOs.  For instance, Weisbach (1995) concluded that divestiture decisions reversing the sometimes poor 
acquisition investments of predecessors routinely occurred after CEO succession.  Denis and Denis (1995) 
uncovered that increased asset restructuring and M&A activity as well as enhanced operating performance 
accompanied CEO succession and more often in situations of forced than natural turnover.  Although numerous 
researchers as described below have linked firm performance or organizational or strategic change to CEO 
succession, alliances have seldom been the focus of attention in the postsuccession phase.  

 
CEO Succession Reviews 
 
Kesner and Sebora (1994) reviewed 160 empirical and conceptual explorations of antecedents of CEO 
succession, the succession event itself, and consequences of CEO succession, but their review did not mention 
strategic alliances as part of the succession studies.  Giambatista, Rowe and Riaz (2005) updated the Kesner and 
Sebora review of the leadership succession literature but again with scant attention to alliances.  Karaevli (2007) 
extensively reviewed succession studies before empirically examining the consequences of successor CEO 
nuanced outsidersness, but similarly without discussion of alliances.  Regardless of the specific manifestation of 
strategic change discussed, research of past decades shows that organizational restructurings and strategic 
adaptations attend CEO succession, and that various CEO, firm and environmental features affect the strength of 
postsuccession corporate transformation (Schwartz and Menon 1985; Beatty and Zajac 1987; Smith and White 
1987; Greiner and Bhambri 1989; Friedman and Saul 1991; Goodstein and Boeker 1991; Virany, Tushman and 
Romanelli 1992; Wiersema 1992; Miller 1993; Kesner and Dalton 1994; Tushman and Rosenkopf 1996; Boeker 
1997b, 1997a; Fondas and Wiersema 1997; Datta, Rajagopalan and Zhang 2003).  Later research continues in 
the tradition of previous work but with new twists.  For instance, in a study spanning succession events after 
bankruptcy filings of large firms in various US industries, post-bankruptcy strategic change (as reflected in the 
breadth of corporate diversification) occurred most often with an outside successor who also assumed the 
chairman role and led a top management team with long tenure (Brockmann, Hoffman and Dawley 2006).  An 
investigation of successions in the US manufacturing sector interestingly found an inverse relationship between 
CEO openness to change and postsuccession strategic persistence, particularly in high-discretion industries (with 
greater product differentiation) within the sector (Datta et al. 2003).  In a unique study shifting the geographic 
locus of investigation, Sakano and Lewin (1999) determined that CEO succession did not trigger deep-seated 
organizational or strategic change in Japanese firms and left open the question for diverse national studies and 
international comparisons.  Also with an international perspective, Hermann and Datta (2002) uncovered that 
CEO successor characteristics affected whether their companies adopted a full-control or selective-control entry 
mode into foreign markets.  Yet CEO succession and alliance reconfiguration have not been widely investigated 
for any country or industry.  

 
Experience and Expectations in Alliance Portfolio Configuration 
 
From the premise of the classic Markowitz (1952) treatise on portfolio selection, alliance portfolio configuration 
depends on observation, experience and expectations for future performance of ventures involving possible 
partners.  Based on the Gomes-Casseres (1998) view of the importance of strategic objectives in driving 
corporate alliances, we take an alliance strategy to be comprised of purposeful and planned (in alignment with 
corporate goals) interfirm arrangements such as (1) forming specific partnerships among two or more firms, 
(2) configuring an alliance network (portfolio) encompassing multiple partnerships, or (3) participating in an 
alliance constellation consisting of interlocked ventures among many firms.  Whether the alliance network 
emphasizes exploration or exploitation (Levinthal and March 1993) depends on the thrust of corporate strategy 
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toward enacting new priorities and mobilizing new resources versus further developing existing ones (Dittrich 
and Duysters 2007).  With a new CEO, especially an outside successor or a successor under economic adversity, 
the strategic thrust would tend toward new priorities and resources.  (Portfolio or network here refers to 
multiple alliances in relation to a focal firm as the central node, while constellation refers to the alliances of 
many firms where each firm is a key node connecting to at least one other—in other words, in the present usage, 
an alliance network has a center, which is the focal firm, and an alliance constellation does not.)   
 

ALLIANCE FORMATION AND RECONFIGURATION AFTER 
CEO SUCCESSION 

 
In sum, prior research provides mixed though compelling evidence of changes in corporate strategy following 
the appointment of new CEOs.  As an overarching proposition we therefore expect that a change in CEO would 
be accompanied by a change in alliance strategy.   
Further propositions arise according to type of alliance and type of CEO.  For instance, CEOs can be classified 
according to outsiderness or functional background or whether the departure of the predecessor was voluntary or 
involuntary, while alliances can be classified according to substance of the agreement (e.g., financial, 
technological/research, or marketing) and structure of the agreement (e.g., equity joint venture or partnership 
contract).   
If predecessor departure is forced and the new CEO is an outsider, the changes in the alliance portfolio should be 
greater than for voluntary departure followed by insider succession. (Forced/insider and voluntary/outsider 
succession implications should be intermediate.) 
New CEOs will be expected to modify alliance portfolios to be consistent with their dominant corporate 
experience (functional background). 
Firm and industry conditions could also affect the type of alliances considered. 
Under economic adversity or high environmental uncertainty, CEOs regardless of origin will be more likely to 
modify alliance portfolios. 
Our next step is to refine and further theoretically contextualize the propositions for empirical investigation and 
to contribute to the literature on the strategic consequences of CEO succession by examining the particular 
impact on alliances of variations in chief executive transitions.  
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