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GAINING KNOWLEDGE POST-DISASTER: THREE
CASE STUDIES

Julie Jewell, University of Northerwestern Ohio and Kirkwood Community College
ABSTRACT

This study was an examination of what small business owners could learn from disaster and how
the local community support services could encourage this effort. The owner-managers in the
study gained personal insight and growth while they learned from other small businesses owners,
survivors of previous disasters, and their communities. The examination included why, during
interviews, small business owners questioned about recovering from disaster seemednot to have
gained transferable business knowledge post-disaster, yet stated they had learned a great deal.
In the small qualitative study, Jewell (2012) applied Weick’s theory of sensemaking to determine
perceptions of learning in three small business owners during disaster recovery. The study
findings indicated the small business owners gained learning post-disaster, but they did not
discuss transferable business acumen when remembering their recovery processes following the
disaster. Instead, their focus was on personal and employee spiritual growth, which they
believed was more important. The article clarifies how managers learned post-disaster and how
local community support programs could help businesses plan for future crises.

JEL: International Journal of Management and Marketing
KEYWORDS: Sensemaking, Crisis, Disaster, Small Businesses
INTRODUCTION

The qualitative research by Jewell (2012) looked at three small businesses, each having recovered
from disasters: an internal flood, a city-wide flood, and an accidental fire. This article discusses
the learning mentioned by owner-managers within their interviews,whichsuggestedthat only
personal learningand not transferable business acumen took place. Though the data from
interviews suggested only personal growth, the ability to rebuild offeredevidence that real
business knowledge might have been gained by owner-managers but was discarded or overlooked
during the interviews.This article contends small business owners do learn post-disaster but do
not discuss learning that could help other businesses in their prevention planning or disaster
recovery processes. Instead, theowners focus on the spiritual growth, which they feel is more
important.The article suggests owner-managers can learn from several sources, including other
business professionals, survivors of previous disasters, and their communities.

LITERATURE REVIEW

Learning Needs of Small Business

Small companies are a major source of growth in free market economies and their survival is an
issue of concern (Lussier & Pfeifer, 2001). Without proper disaster plans or the tools to rebuild,
small businesses could fail following a crisis.Survival research by Dobrev and Caroll (2003)
indicated smaller businesses mightlack the bureaucratic restraints found in larger
companies,which might provide them the flexibility necessary to achieve rapid recovery. If small
companies plan for potential disastersand utilize their available resources, they may be better able
to overcome and succeed post-disaster. Therefore, small businesses need to learn from other
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small business owners who have experienced and recovered from disasters.The ability to learn
during the demands of crisis is considered difficult, yet crisis provides learning opportunities
(Moynihan, 2008).

Why Small Businesses Lack Learning

Learning can be operationally defined as the modification ofbehavior through practice, training,or
experience.Small business respondents have indicated learning was not a priority for them
(Matlay, 2000). Small business managers, who often deal with more daily activities than do
managers of larger firms, may be hampered by a plethora of activities and thus not beable to
focus on the need to prepare for potential disasters. This oversight not only hurts the managers,
but also may harm others, such as suppliers and customers. By failing to make time to train pre-
crisis, managers may rely heavily on outside support as they determine how or if they will
recover from a disaster.

Organizations have been found to lack learning post-disaster because they believe the disaster
was aone-timeevent (Hale,1997;Roux-Dufort, 2000).Organizations have taken a defensive stance
about their isolated disaster events and have been reluctant to consider the situations as learning
opportunities(Roux-Dufort, 2000). Businesses maylack motivation in learningpost-crisis in order
to maintain collective self-esteem and may be prone to be defensive,evidenced by rationalizing,
idealizing, fantasizing, or symbolizing to keep their corporate identity intact (Brown & Starkey,
2000). This article contends thatowner-managers can learn and that organizations can change
post-disaster.

How Small Businesses Can Learn

Even though small businesses are crucial to the economy, little research has been done on training
program effectiveness or on educating management (Huang, 2001). While small business owners
need to take the time to search out resources to ensure proper knowledge of potential hazards,
insurance needs, and local resources that can offer help if a disaster were to strike, educating the
owners might be challenging due to lack of time or resources available. Learning post-disaster
involves the assimilation of information obtained during recovery and the ability to apply the
knowledge to other situations (Cope & Watts, 2000). Small businesses willing to encourage a
learning atmosphere may be at an advantage during recovery and rebuilding because they already
have plans in place.

Crisis events can be the catalyst for organizational learning (Sitikin, 1992). Optimal learning
following a crisis requires being open to ideas, understanding the crisis situation, and nurturing
the ability to access problems surrounding the crisis while being aware that problems happen
anywhere (Jaque, 2008). The ability to look at a given set of circumstances and redefine a
company’s goals helps managers to focus on the current situation of their organization. This
strategy needs to be used pre-disaster to ensure managers can access where or when a disaster
could produce problems for the organization. After a disaster has struck is not the ideal time to
learn where organizational resources are or who can help deal with the stress of recovery.
Preparing a disaster plan well in advance of a crisis may enhance recovery and provide assistance
to managers who feel stress following a disaster. Small business owners may feel too busy to
learn, yet many owners report they are willing to take courses if the training facility location is
close and information is applicable (Walker,Redmond, Webster, & Le Clus,2007). Local
government agencies, insurance providers, and small business organizations should focus on
training for small business managers to ensure recovery from or potential prevention of crises.
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Outside support following a crisis may be crucial for small organizations, especially for those that
have not prepared for disaster situations. Organizations need to build support prior to crises by
joining local networking groups and attending community and governmental meetings to ensure
they have the needed resources in place if crisis were to strike. Outside financial and physical
support can come from other business owners willing to provide temporary accommodations
following a disaster and from community programs structured to offer financial support for
rebuilding.

Small businesses must make the time to network with their community and peers to ensure they
know who they can call if they have a need. Small business leaders feel a benefit from peer
networks and can learn come from the experiences of others (Zhang & Hamilton, 2009). Local
organizations may be able to provide access to training opportunities for small companies that are
willing to take classes on crisis prevention and disaster planning. The benefit for small
businesses of a peer network is the support post-disaster, both emotionally and financially. The
network and other small business managers can offer them the desire and means to rebuild. Peer
networks may support small business learning and recovery post-disaster because they offer
expert advice from individuals who have gone through and recovered from a crisis situation.
Small business owners may prefer to learn only what seems relevant in crisis recovery and
disaster rebuilding. Training specifically directed to the needs of small organizations can seem
relevant to small business leaders as they hear the stories of peers’ rebuilding efforts. Many small
business owners may not spend time focusing on potential disaster; therefore, training and
advicefrom other small business owners or experts in the field must encourage them to create a
preparation plan.

Zhang and Hamilton (2009) suggested that small business managers could learn by heeding the
perceptions of others, such as employees, suppliers, competitors, and other associates in the
industry. Survivors of disaster may support by helping small business owners create prevention
plans and disaster recovery plans. Having local small business organizations support each other
may provide the guidance needed during extreme situations such as disasters. Management
education literature mentioned that collaborative learning increased the knowledge of business
owners (Bruffee, 1994).Such individuals, who understand the stress and the sense of being
overwhelmed that happens post-disaster, can provide not just sympathy and a listening ear but
also resources. Crisis victims can offer supplies for rebuilding, for example, or needed insight
into paperwork requirements for insurance or government funding. Small business owners need
to be able to locate other business owners who have survived a similar disaster and to seek their
valuable insight in rebuilding.

Weick Sensemaking Theory

Sensemaking has been defined asan ongoing creation by individuals of situations or actions in an
attempt to rationally comprehend them (Weick, 2001).Sensemaking and learning can coordinate
the actions of individuals (Allard-Poesi, 2005). Sensemaking helps people construct meaning out
of past situations (Gioia & Chittipeddi, 1991), allows individuals to determine what is significant
within a situation, and helps them decide what is important enough to remember. Retrospective
sensemaking allows individuals to look back on their experiences to make sense of the event
through their own individual perspectives (Weick, 1988).Knowledge gained from studying
recovery sensemakingmay provide disaster planning and prevention strategies for small
businesses.
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METHODOLOGY

IreviewedJewell’s (2012)researchto study the transcripts. I wanted to see where small
businesses could learn and why they believed they had learned yet were unable to provide
transferable knowledge when asked directly. Interviews were conducted with owner-managers
and employees of three small organizations in a small Midwestern city and nearby town. Each
organization had overcome a crisis: an internal flood, an external flood, and a fire. Since the
disasters, which occurred in 2008 and 2010, all three businesses hadrebuilt and the owner-
managers and employees had ample time to reflect upon the knowledge gained during and after
the recovery process. The researcher asked management directly what they learned from their
individual crises and then asked employees what management had learned following the crises.
Potential transferable knowledge for other small business managers was, therefore, an important
element of the study. Jewell’s (2012) study was an examination of how small businesses
learned from their disaster situations.The investigation asked how small business could learn
from disaster.The study sample was three small businesses in which the owner served as the
only manager and in whichthe staff numbered15 or fewer. Companieschosen were located
within small communities, with two cases from a small town with a population of less than
2,000, and one case from a small city of around 130,000. Each of the owner-managers and their
employees had endured an internal or an external flood or fire and were able to rebuild their
company in 2008 or 2010.

RESULTS AND DISCUSSION

Owner-managers gained knowledge of a personal nature: spiritual growth, understanding what
was socially and emotionally important, and the true nature of stress. One manager discussed how
the crisis allowed the company to do things they had not expected to accomplish until10 years in
the future. A second manager learned a new understanding for what “busy” really meant, while a
third manager discussed no longer looking at monetary things in the same way and coming to
understand what was “really important.” All of the owner-managers in Jewell’s(2012) research
felt they learned substantially from their situations, yet none of them were able to provide clear
advice for other small businesses. On further investigation of Jewell’s (2012) interview questions
related to the rebuilding process and the answers given during employee interviews, it seemed
actual knowledge that could be transferred to other business owners was realized. This
underlying knowledge seemed to have been gained by owner-managers but not discussed when
the owner-managers were asked what they learned. The information surfaced only as details
about the recovery process, such as the truly helpful actions of insuranceagents, new decisions to
rebuild outside of a flood zone, and the importance of a supportive community.

All owner-managers discussed the stress post-disaster and the feelings of being
overwhelmed.Owner-managers also discussed the help provided to them by other local
professionals who opened their businesses to them or supplied them with materials for clean-up
and rebuilding. Employee interviews indicatedowner-managers must have gained useful insight
because employees discussed what owner-managers learned, such as backing up computer files,
working together, and no longer using extension cords. Behaviors changed; thus learning must
have taken place, yet owner-managers preferred to focus their attention on personal growth rather
than discussing insightful information that could help other small business managerswithcrisis
prevention or planning. The reluctance impliedthat small Midwestern business owners in general
might not be willing to share advice unless directly asked,which places other business owners at a
disadvantage in disaster prevention and planning.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

Is



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

Managers’ Learning

Of the three owner-managers interviewed,all believed they learned from going through a disaster.
All three focused on personal growth and asserted that their company was better following the
crisis. Two of the three of the owner-managers stated they felt they were ahead by several years
in improvements to their companies. While all three owner-managers indicated that they had
received help from the community or from local professionals, none reported they learned from
the community or the professionals.

Employees’ Learning

Interviews with all seven employees indicatedthey also believed owner-managers or the company
learned from the crisis and rebuilding. Six of the seven employees believed the company
learnedthe value of teamwork and coming together. Four of the seven employees believed the
company learned how to prepare better for future disasters.

CONCLUSION

The results of interviews from both owner-managers and employees displayed knowledge about
how to rebuild: building outside flood zones, having back-up files secured off site, and
purchasing better equipment. The results also indicatedwhich resources were helpful during the
process: community driven classes, peer networks,and speaking directly with survivors of
disaster.This type of transferable information is what other small business managers planning for
disaster or trying to prevent a crisis need to know.
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PEDDLING BY POD: MOBILE MARKETING FOR
REAL ESTATE PROFESSIONALS

Johnell Woody, Kennesaw State University
ABSTRACT

The use of podcasts to convey educational materials to a public that is mobile, on the go,
and continually multitasking has grown exponentially over the past few years (McDonald &
Hawcrot, 2011; Scott, 2009). With the growth of technology and its appeal to younger and
younger users, mobile learning has become the new learning medium. Now comes the question
of business values and applications for incorporating podcasting in consumer sales to a growing
techno-savvy and younger consumer population (Ferrel, Gonzalez-Padrom, & Ferrel 2010).
Previous research had indicated that there is educational, business, and creative value in
podcasts (McDonald & Hawcroft, 2011; Nath, Singh, Iyer, & Ganesh, 2010; Ferrell, et al,
2010). Other research found focus, creativity, content, and aesthetics to be necessary elements
to create effective podcasts (Palmer & Devitt, 2007, Villano, 2009; McDonald & Hawcroft,
2011). The data that appeared to missing from existing literature was the value of creating
effective podcasts designed specifically to market a product. The lack of such specific research
was the inspiration for this literature review. The question posed for this study was how to create
an effective podcast for use by real estate professionals to market fixed real property to a mobile
community.

JEL: Gl14, G29
KEYWORLDS: Podcast, Real Estate Professional, Mobile Marketing, Marketing Tool
INTRODUCTION

Mankind is attached to his music literally. As far back as the 1970’s and the advent of the
stereobelt and the Walkman (Conti, 2009), portable music has become an integral part of a proper
wardrobe.  In the quest for more music and less bulk, came the MiniDisk, then MP3 players,
followed by the iPod. From there improved technology has resulted in the iPod Nano with 16
gigabytes of storage, a radio, camera, video camera, and pedometer in a tiny 3.6 x 1.5 x .24
inches case that weighs 1.28 ounces. It is no wonder that with such convenience and size
ownership has become another Apple status symbol. The largest demographic using iPods was
reported in 2009 to be in the 13-17 years-old bracket (Baker, 2009; Johannes2006) with use
beginning in toddlers and continuing through geriatrics. New technology, new users (younger
users), and the potential to store vast amounts of digital data is the perfect storm for new
applications. Younger users are without fear of the new technology. New technologies, growing
populations, aging campuses, and innovate teachers and teaching methods are expanding the use
of educational mobile technology (Rosell-Aguilar 2007; Ng’ambi and Lombe 2011). With the
internet came e-learning (Gaden, 2010), — distance learning from home or job either in synch or
at-your-own-pace. Next generation learning is m-learning technology (Rosell-Aguilar 2007;
Ng’ambi and Lombe 2011), — mobile applications for enumerable teaching opportunities.

College students are faced with choices of traditional class-room, online, or hybrid (one-half
traditional classroom and one-half online) courses. Online and hybrid courses reduce the load of
students on campus, but fail to meet, in certain cases, the learning style needs of the student
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(Gaden, 2012; Ng’ambi and Lombe 2011; Rosell-Aguilar 2007). Further examination of e-
learning course structures is needed to address reaching across learning styles to best service the
tactical and/or relational learner.

Now comes m-learning. Mobile learning is that which occurs via mobile technology, iPods,
MP3 players, smart phones or iPads (Sahilu, Ahmed, and Haron,). Hand held, wireless mobility
allows the user easy access to learning almost anywhere, at any time, and therefore popular
connectivity tools (Kant 2012). From third grade math (Sahilu, Ahmed, and Haron, 2012) to
political, organizational and business applications, m-learning is the next generation of delivering
educational materials (Crittenden, Peterson and Albaum, eds. 2010; Gaden 2010; Kant 2012;
Sahilu, Ahmed, and Haron, 2012).

Organization communication requires delivery of uniform information across all departments and
locations. Inherent in multi-location, multi-national corporations, consistent delivery of intra-
organizational training is difficult, and costly. Technology is flattening the world, the internet is
connecting the farthest corners of divergent cultures, and the amount of available knowledge
grows daily. The speed of change in technology and information demand rapid transfer of
information. Delivery of training modules, policy and procedure manuals, and other corporate
messages may find podcasts a uniform, economical mode to quickly deliver complex information.

Still another application of podcasts in is business-to-consumer selling. Today’s consumer makes
decisions on the go. Transportation prices are continually increasing with gasoline currently
hovering around three dollar and fifty cent price with projection price as high as five dollars a
gallon by 2014 (Ausick and Mcintyre, 2012) add traffic congestion that is burdensome and
irritating. These factors alone are sufficient to change purchasing patterns. With digital
technology, stercoscopic 3D advertising, and wireless mobile devices, the consumer can view, if
not try before-you-buy merchandise, thereby often replacing a trip to the retailer (Yim,
Cicchirillo, & Drumwright, 2012).  Additional research on the use of mobile media in direct
sales is needed to more fully understand the potential of this technology in direct sales. It is the
combination of factors, younger consumers accustomed to the digital age, increasing costs of
going from point A to point B and back again, the speed of change in society, the market place,
and the world, that informs this research. The days of driving around looking for a deal are
longer financially practical, while looking for the perfect purchase online offers a practical, faster,
and cheaper alternative.

That having been said, let’s look at an industry that could make better use of digital technology to
increase sales and profitability. The real estate industry has not been the most eager to take up
new technology (Crittenden, et. al 2010; Yuan, Lee, Kim, and Kim 2013). Notwithstanding the
reluctance of agents to engage the new technology, buyers are eager to ‘shop online’ before
hopping in the car. The new technology is described as the process by which humans modify
nature to meet their needs and wants (National Academy of Engineering 2009). The new home
search once involved meeting at the real estate office to look at the listing book (yes, a book of
tiny black and white photos and an abbreviated list of features), narrowing the search to a list of
suitable properties, jumping in the car with the agent and driving to each. Changes in society,
violent acts against realtors, increased transportation costs, and wider sales territories, that
process began to change.

With improving technologies and the ability to e-mail listing information with color photos to
prospective purchasers, the process of discovering suitable properties began to change. The agent
and buyer(s) then met at a selected property, then caravan to the next properties. Color photos
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online were a great improvement over the listing books, providing more vivid detail and saving
time. Now, even newer technology offers the realtor more effective means of exposing a client to
a property via guided tour with audio descriptives to a enhance the photos, pointing out details
that might otherwise be overlooked. A picture may be worth a thousand words; a picture with a
well-designed message is worth much more. Therefore, this study poses the following questions:

RQ1: What elements constitute an effective podcast?

RQ2: How can the real estate profession prepare an effective podcast to inform a potential buyer
of the most pertinent features of a property?

RQ3: How can the real estate professional deliver property podcasts to target audiences?
RQ4: Are there particular features of a property that appeal differently to different cultures?

Previous research focuses on the use of podcasting and mobile technology as an effective
teaching platform (Palmer, & Devitt, 2007). Businesses and organizations are finding podcasts
an efficient way to deliver training and organizational communication across departments and
across a global marketplace at times and places best suited to the target audience Crittenden,
Peterson & Albaum, 2010). Businesses are beginning to study direct sales employing mobile
technology (Ferrell, Gonzalez-Padron, & Ferrell, 2010). This study proposes that informational
podcasts of real properties listed for sale are a useful sales tool for the real estate professional in
the age of mobile technology.

LITERATURE REVIEW

Web 2.0 has revolutionized societies, allowing the exchange of information to become almost
instantaneous around the globe (Darwish & Lakhtaria, 2011; Nath, Singh, & Iyer, 2010). The
internet is now more than an information source. Web 2.0 provides a participatory platform in
which prior consumers of content (downloading content) to also be contributors of new content
(upload content) (Darwish and Lakhtaria 2011). Web 2.0 is a set of innovations that provides a
platform for the storage of applications and files not on the user’s desktop, where software
becomes a service, not a product. Web 2.0 also allows participation. Social sites, such as
facebook, Wikipedia, YouTube, blogs, video sharing, and podcasts, permit formation of diverse
communities without borders of affiliated ideas that might otherwise never have the opportunity
to interact. Web 2.0 applications are diverse including education, academic libraries, geographic
information systems, e-banking, commerce, and political change. For the purposes of this study,
the focus will be limited to consumer education along the lines of product information and
commerce, in the context of real estate professionals marketing to more technologically
advanced, generally younger buyers.

To understand the impact of Web 2.0 (Darwish & Lakhtaria, 2011; Nath, Singh, & Iyer, 2010), it
is necessary to understand the rate of increase of internet users, and the distribution of
information like rhizomes connecting a living network (McNeill, 2011). Internet usage
worldwide has grown 566.4% from 2000 to 2012. Over 34% of the world’s population is online.
(Internet User Stats 2012 Q2). Logically, consumers are online, therefore, further research on
ways to employ new technology to sell a particular product or service may be the difference
between success and failure. Similarly, the US mobile subscriber base neared 330 million by
early 2013 (US Mobile Market Insights, Statistics and Forecasts, 2013) From third grade math to
politics and international relations, podcasting has been proven as a developing platform for
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delivering education (Kant, 2012; Kiger, Herro, and Prunty 2012; Ng’ambi and Lombe,
2011;Ralph, Head, and Lightfoot, 2010; Rosell-Aguilar 2007). Podcasting, or m-learning, differs
from e-learning in that m-learning is mobile in that m-learning and podcasts are mobile platforms.
The restrictions of location and time are eliminated. E-learning may require both time and space
restrictions, in that the class may meet online at the same time (synchronous class meetings —
everyone joins an instructor or facilitator led virtual classroom) and may require interaction with
the instructor and classmates via “live,” albeit online discussions. This interaction limits user
convenience, as meeting time is controlled by the instructor and/or the university. Another
limitation of e-learning in a synchronous condition is the inability to view and review the
discussion portion of the class. Other e-learning courses are asynchronous, with the learner
engaging the material at times most convenient to the learner. The future of education, especially
higher education, may rest on the shoulders of digital delivery of courses, materials, and learning
modules (Sahilu, Ahmed, & Haron, 2012; Kiger, Herro, and Prunty 2012).

More complex and knowledgeable consumers compound the complexities of the marketplace
driven by digital media and more sophisticated technologies (Crittenden, Peterson, and Albaum,
2010). Sales oriented businesses have embraced the use of certain technologies in sales and
inventory management, yet there is limited research on the impact of technology on direct sales,
with more interaction via technology with less traditional face-to-face sales interaction (Ferrell,
Gonzalez-Padron, and Ferrell, 2010). There appears to be a gap in the body of knowledge of
direct sales using different technology tools. Therefore there is a need for further research in
consideration of the increasing use of mobile technology by a population that appears to prefer
the freedom of mobility and instant information.

Regardless of the intention, e-learning, m-learning, organizational communication, or marketing
tool, a listener preference framework (Tsagkias, Larson and de Rijke, 2010; Villano, 2008) has
been constructed in which the following elements were shown to be critical to listener preference:
(1) strong, topically focused content; (2) fluent, articulate, conversational speech; (3) podcast
context; and (4) technical execution (Tsagkias, Larsen and de Rijke 2010). The first element,
strong, topical content requires consistency of structure, contains factual information, cites
resources where appropriate (in the case of the real estate professional, tax records, school
districts, etc.), and is of a reasonable length. The second element, the podcaster, must exhibit a
fluent, non-hesitant, and articulated speech pattern. Conversational style with inflection is also
preferred. Third the podcast context must address the listener directly, and have a real world
context. Lastly, the technical execution is important to the listener. Background music, if any,
should match the content and be unobtrusive. The address and description should be accurate,
with careful attention to editing effects and studio quality sound. The feed should be reliable, and
have a logo and links to the multiple listing site. Note podcasts originating from the real estate
professional’s website my contain contact information for the REP, however a podcast embedded
in the multiple listing site may not identify the real REP or his/her firm (National Association of
Realtors, 2013b).

Another important feature in preparing marketing podcast for real estate properties is to include
home features that appeal to different cultures. For example, Asian purchases generally prefer
homes facing north, while Latin Americans have a preference for tile. There appears to be little,
if any, existing research on the features preferred by prospective home buyers of diverse cultural
backgrounds. This topic is ripe for research and would add to the body of knowledge on cultural
preferences, and add insight to cross cultural marketing of real properties.

DISCUSSION
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Research by Tsagkias, et al. (2010) satisfied RQ1: regarding the elements necessary for an
effective podcast as being (1) strong, topically focused content; (2) fluent, articulate,
conversational speech; (3) podcast context; and (4) technical execution (Tsagkias, et al., 2010).
Based on those findings, the real estate professional can prepare an effective podcast by
observing the four elements reported by Tsagkias, et al. (2010). The real estate professional must
first draft and incorporate scripts that are consistent with the property (a bungalow is not the Tal
Mabhal), including factual demographic property information, organized in a logical, sequential
manner. The second and third elements are consistent with all podcasts, and presentations, in that
articulated delivery in a conversational manner with inflection, addressed directly to the buyer in
language understandable to all. The forth element is the most difficult for the low-tech
preferences of REPs (Yuan, Lee, Kim & Kim, 2013) relates to technical execution, including
quality photos and/or videos, attention to sound quality and sound quantity (Tsagkias, et al.,
2010). To assist the low-tech REP a google.com search for “user friendly podcast software”
yields numerous software programs, applications, sites, and resources to record podcasts
(google.com) which satisfies RQ2: How can the real estate profession prepare an effective
podcast to inform a potential buyer of the most pertinent features of a property? The National
Association of Realtors (NAR Handbook, 2013a) limits certain advertising through the multiple
listing services, however a podcast may be linked to properties entered into the multiple listing
services, with certain limitations. The National Association of Realtors (2008) reported Google,
Zillow, Trulia, and Yahoo began working together to craft an exchange that would permit the
multiple listing services to share property listing date with numerous search engines at once,
therefore each REP’s properties offered for sale are, in essence, broadcast over the Internet.

Normal and ordinary REP business practices include a website acknowledging that sixty-five
(65%) percent of realtor business generated from some form of purchaser/internet interactions
(National Association of Realtors, 2013b). Ninety (90%) of home buyers use the internet to
begin a home search; ninety-one (91%) of that ninety (90%) percent use a real estate professional
to make the home purchase; and thirteen of the ninety (90%) percent use mobile applications
(Molony, 2012). Prior research and current statistical data support and facilitate RQ3: How can
the real estate professional deliver property podcasts to target audiences? A thorough search of
prior literature failed to provide studies of culturally specific preferred property features,
therefore, the data failed to provide support for RQ4: Are there particular features of a property
that appeal differently to different cultures? This lack of research is an area of sales and
marketing for real estate professionals calls for additional research to add to the body of
knowledge on culturally specific residential preferences, if any.

CONCLUSING COMMENTS

Prior research suggests that podcasts, as well as other digital means of delivery, have and will
continue to impact the use of technology in delivering entertainment, education, and new methods
of marketing various products. The number of internet home buyers that first engage in home
searches using the internet demand real estate professionals seeking maximum economic
performance employ more technology to reach buyers (Acharya, Kagan, and Zimmerman, 2010;
Dermisi, 2010; Yuan, Lee, Kim, & Kim, 2013). This study suggests that podcast may provide a
useful tool for real estate professionals and adds to the body of knowledge supporting podcast as
a medium to deliver information to prospective purchasers of real property. The absence of
podcasts used by real estate professionals at this writing suggests that real estate professionals
have little or no knowledge and/or interest in preparing podcasts of the properties offered for sale,
or that they find the technology inhibiting. The literature supports the use of podcasts to market
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real property to the growing tech-savvy population of buyers that are comfortable with and enjoy
using technology in pre-purchase searches. A series of focus groups using separate samples of
real estate professionals and younger buyers is recommended to assess perception of podcasts as a
marketing tool and as an early search tool. Additionally, a longitudinal test study of prepared
podcasts linked to listed properties would be a source of data to compare the effectiveness of
podcast enhanced listed properties against properties marketed without podcasts.
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USE OF DEPRECIATION AS A TAX POLICY
DEVICE TO CONTROL INFLATION

Nisha Singh, Livingstone College, Salisbury
R.D Sharma, Livingstone College, Salisbury

ABSTRACT

The Internal Revenue Code contains many provisions providing credits, deductions, and other tax
advantages intended to achieve various economic goals considered desirable by Congress (LR.C.
S§ 38, 46-48 (1986),. The depreciation allowance is one such deduction (The Treasury
Department, The President’s Tax Proposals to the Congress for Fairness, Growth and Simplicity,
Section 4, 160-161 (1985). The government uses depreciation extensively as part of a tax incentive
program based upon the theory that tax benefits stemming from depreciation reduce the cost of
doing business, and thus stimulate capital formation (Frederic W. Hickman,1975). Capital
formation, in turn, induces economic growth for the following reasons: (1) Capital formation
increases productive capacity by providing resources to those who can use them to expand
business operations. (2), By enhancing productive capacity, capital formation increases
productivity. (3), Increased productivity results in more goods, more services and more wages.
(4) As increased productivity and more goods keep prices down and help suppress inflation
(Ways and Means Committee, H. Rep. No. 350, 67" Congress, 1" Sess.10-11 (1921).

Congress realized the importance of capital formation and extended significant tax benefits to
business to stimulate economic growth (Ways and Means Committee, H. Rep. No. 350, 67"
Congress, 1" Sess.10-11 (1921). The purpose of this paper is to examine the appropriateness and
effectiveness of depreciation as a means of stimulating capital formation and controlling
inflation.

EVALUATION OF DEPRECIATION

The main purpose of depreciation deduction is to recover original cost of depreciable assets. To
fulfill this purpose, actual depreciation must correspond to the economic depreciation. It was
assumed that straight-line depreciation was a correct method to measure economic depreciation
(LR.C. § 168 (West 1992). In fact, until 1954 Congress relied upon the appropriateness and
justification of the straight-line depreciation (The Treasury Department, supra note 3), as a proper
method. The Congressional approach changed in 1954 with the adoption of accelerated
depreciation methods for motivating economic growth (Fredric W. Hickman, supra note 4 at
286). To achieve this objective, Congress made several changes in depreciation system during
the period between 1954 and 1985. Besides income measurements, other paramount reasons for
these changes included controlling inflation and stimulating savings and investment. However,
the following discussion reveals that the Congress failed to achieve these objectives.

Control of Inflation

In 1981, Congress believed that the existing depreciation methods did not correctly account for
inflation. For many assets, depreciation methods in use understated real economic depreciation,
resulting in over- taxation of the income derived from such assets. In addressing this problem
Congress allowed an alternative depreciation method, the Accelerated Cost Recovery System
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(ACRS) Allen Sinai, et al., 1983). The implementation of ACRS did not; however, provide an
effective cure for inflation due to the following reasons:

Unstable Rate of Inflation

The rate of inflation is not always constant. At a low-inflation rate, accelerated depreciation
provides an excessive depreciation allowance where as at a high inflation rate it provides an
insufficient allowance for cost recovery. For example, high inflation in the 1970°s eroded the
value of the depreciation deduction. After 1981, inflation declined sharply creating negative
effective tax rates on income from many assets (Charls W., 1987).

Nature of Depreciable Property

Depreciable assets in a given class may not have the same rate of economic depreciation. Many
assets are more sensitive to improvement in technology and shifts in market structure than other
assets. ACRS does not differentiate between assets with varying economic depreciation rates.
Rather, it applies the same rate of depreciation for all assets in a particular class.

Depreciation Base

Accelerated depreciation such as ACRS and MACRS, base depreciation deduction on
historical rather than current replacement cost. The present value of fixed depreciation
deductions varies with changes in the rate of inflation. Accelerated depreciation methods
fail to take this important factor into account (FRBNY Quarterly Review, Winter 1991,
Volume 15 No. 3-4 at 4.).

Income Measurement

Income is the basis of all accounting and, therefore, accuracy in its measurement is a prerequisite
for the success of economic and financial programs, including the control of inflation.
Accelerated cost recovery methods by creating inaccuracy in the measurement of income, tend to
defeat programs based on real income accounting.

Effects on Savings and Investments

It were expected that low effective tax rates due to faster recovery periods available under ACRS
would provide incentives for investment in depreciable property. But accelerated depreciation
failed to provide the expected savings and investment incentives. According to the Treasury
Department, ACRS fails to account for inflation as a real replacement costs. Therefore, the
benefits of ACRS, including incentives in depreciable property, decrease.

CONCLUSION
The stated purpose of depreciation allowance in the Unites States is to facilitate accurate

measurement of taxable income. In order to encourage investment in certain desired assets, the
United States’ Congress made extensive use of depreciation deduction. The existing empirical
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studies do not conclusively prove the success of depreciation deduction in stimulating
investments in desired channels.

The need for accuracy in income measurement is very important therefore, tax laws regulating the
depreciation deduction need to insure that taxpayers receive a deduction equal to the real
economic depreciation of depreciable assets. Until a method which correctly measures economic
depreciation is devised, straight-line depreciation indexed for inflation should be treated as real
depreciation for financial reporting purpose.
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PRICING STRATEGY FOR THE URBAN TOURISM
AREAS: A TOOL FOR REGIONAL TOURISM
DEVELOPMENT AND SUSTAINABILITY

Malefane Stephen Monyane, Tshwane University of Technology
ABSTRACT

This paper reports on the development of a pricing strategy for the urban tourism areas. The
focus is on the Tshwane Tourism region in South Africa. South Africa's scenic beauty, sunny
climate, cultural diversity and reputation for delivering value for money have made it one of the
world's fastest growing events, leisure and business travel destinations. The country is highly
diverse in terms of its climate, culture, tourist activities and infrastructure, catering for every
tourism niche, from business, eco and cultural tourism through to adventure, sport and events. A
literature review was conducted where the general tourism trends internationally, national and in
the urban tourism business world was examined. The literature review also identified the
strategies for successful pricing in the urban tourism areas like the Tshwane Tourism area. The
paper presents a practical solution of how urban tourism areas can formulate pricing strategies.

JEL : M10
KEYWORDS: Price, Cost, Customer, Discounts, Urban, Tourism
INTRODUCTION

The Tshwane Municipality is the Capital of South Africa and has fine heritage sites, museums
and art galleries. These include the Union Buildings and its spectacular gardens, as well as the
Diamond Hill Battlefield, Voortrekker Monument and Freedom Park. Other must-sees include the
Pretoria Botanical Gardens, the Zoo, and museums and galleries such as Melrose House, the
Pioneer Museum, and Sammy Marks museum (Tshwane 2012). The City is particularly proud of
its natural heritage and is world renowned for its many trees. Affectionately known as the
Jacaranda City, Tshwane is home to the Pretoria National Zoological Gardens, the largest zoo in
the country and the botanical gardens are spread over 76 hectares. Outdoor activities include bird
watching, nature reserves, golf and adventure sport. The City not only caters for the casual
tourist; business visitors have access to superb conference and hospitality facilities at hotels and
conference centres.

This paper attempts to discuss the pricing strategy for the Urban Tourism areas like Tshwane
Touris Area in South Africa.

Urban Tourism Destination as a Product

The tourism product can be defined as, “an amalgam of many components, the attractions of the
destination, the facilities at the destination and the accessibility of it” (Bennet, 2005). This shows
that the tourism product is not just a hotel, airline or sunny beach; rather it is the combination of
different components constituting a comprehensive product. In addition to this, tourists view the
product experience as a price-based experience, and from this, it follows that the price and
product image are the basic components of the tourist product. Tourists choose a destination
based on the following considerations:
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appeal of facilities and attractions;

accessibility by any mode of transport they prefer;

affordability(Price); and

The image that corresponds with their preferences and needs (Bennet, et. al 2005).

The following discussion will be based on the theoretical background of pricing:
Price

The effective way for a company to generate maximum profits is to get its pricing right. This will
boost profit in the organisation and wrong price can minimise profits. Many Managers should
realise that profits are generated at the transaction level, the point where the product meets the
consumer, (see also Jain, 2000, Bennet, 2000). The consumer should be regarded as a central
factor in the process of setting prices. In the tourism industry, setting prices could be a
complicated task, because tourists buy the total product, including hotels and restaurants jointly,
which are all part of a packaged price. It is important to know the entire product. Strydom, (1992)
suggests, “[p]rice fixing meaning the determination of a price by a company must recognise
facets such as the quality of tourist’s offerings, peak seasons and competitors”. According to Jain,
(2000) there are typical pricing problems that include:

product line price imbalances. Different companies offer the same product at different
prices, making it difficult for a business to decide upon a proper price;

competitors’ prices are higher or lower than those of the challenger. When the
competitor’s prices are higher, customers may choose to go to the challenger where
prices are lower;

middlemen exert excessive pressure to generate sales. This will cause a loss if the prices
have to be lowered to sell the product in large numbers since the business may run at a
loss;

sales decline. Declining sales make it difficult to determine a proper price for the product
since the organisation has to allocate more money to strategies for improving sales
percentages;

an effect by environmental realities due to frequent price changes. Changing prices
frequently makes it difficult to determine a stable price that will suit customer
expectations; and

the customer’s perceptions of price offering vis-a-vis distortion. If the price does not meet
the customer’s willingness to pay, he/she will be discouraged from buying the product
(Lambin, 2000).

Pricing Strategy for New Products

According to Lambin, (2000), experts suggest various pricing strategies that the organisation may
implement, and these are discussed as follows:
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Market skimming strategy.: Market skimming occurs when the organisation targets a small market
with a relative high-priced product. High demand for a product in most markets results in market
skimming. The high demand leaves customers insensitive to prices since there is no choice but to
obtain the product from the service deliverer (Johnson, 2000; Kotler, et. al. 2003 and Lambin,
2000).

Market penetration strategy: According to Lumsdon, (2002), a penetration strategy is common
when the market is sensitive to price and the competitor is challenged by lower prices. The
market penetration strategy offers lower prices on products similar to those of the competitor in
order to gain a share of the competitor’s markets (Holden and Nagel, 2002).

Price Strategies for Existing Products

The following discussion is based on price strategies for existing product.

Maintenance of the price: If a market segment, which is responsible for a significant portion of a
region’s product sales, is not affected by a change in the environment, existing prices can be
maintained. Such a strategy is appropriate where a price strategy is difficult to determine because
the reaction of customers and competitors to price change cannot be predicted (Kotler, et. al.
2003).

Price increase: Increase in prices can be conducted during periods of high inflation, high prices
may be useful to keep profitability (Holden and Nagel, 2002).

Price reduction: There are three reasons for deciding to lower prices:
it can occur as a strategy for defence against competitors;
price lowering can take place based on aspects such as extended experience and
technological progress and
price lowering can be a reaction to client’s needs. If low prices are a prerequisite for
market growth, clients’ needs must be seen as a pivotal point in the marketing strategy
(Holden and Nagel, 2002).

The company should take into account the following considerations if a price reduction strategy is
decided upon:

price reduction may have a long-term impact, such as the perception of inferior products
in comparison with competitors’ products; and
a superior and exclusively positioned image can be damaged in the process.

If price lowering destroys the enterprise’s financial position, the strategy must be avoided even if
it may be the best option under the circumstances (Kotler, et. al. 2003; Holden and Nagel, 2002).

Price flexibility strategy: According to Jain, (2000) a price flexibility strategy means that a
product with similar features may be offered to different markets at different prices. For example,
SAA offers different classes with various price fares on the same airline.

Single price strategy: A single price strategy occurs when a product is priced to accommodate a
specific market segment. According to Strydom, (1992) a single strategy may be applied in the
following circumstances:
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students or aged markets can receive special prices;
a group of people utilising a tourism product may be granted a price reduction; and
regular tourism product users may receive price reductions.

Product line price strategy: A company price competitive products in its product line differently.

Price leadership strategy: According to Jain, (2000), price leadership is applied when one
organisation emerges as the leader and indicates the price.

Bundling pricing strategy: Marketers who use this pricing strategy combine several of their
products in a package and reduce their prices in this manner. A restaurant may introduce an all-
inclusive price for a starter, dessert, meal, and juice, or include a salad bar. The product bundle
adds an advantage for the customer who can benefit from a product that he/she might not have
bought. No matter how minimal the benefits are regarding the products, the customer might be
influenced to buy them. For example, an airline might include on-board services such as
refreshments, in-flight movies or magazines in the ticket price.

Premium pricing: According to George, (2008), tour operators, restaurants and resorts make use
of premium pricing to position themselves as upmarket offerings within a certain type of market.
The reflection of value and quality complemented by promotional messages should however
match customers’ expectations. Physical evidence should reflect the price of the product
complemented by current technology used for information systems and online bookings.

Discriminatory pricing: Tourism prices can be adjusted to suit different consumers, locations and
times. This means that the same product may be priced at two or more different prices, although
the costs are the same. For example, a hotel may charge more for a room during busy times and
charge less for the same room when it is not busy. Marketers may also use yield management to
apply price discrimination to the target market.

Tactical pricing (based on volume and time of purchase): Companies that buy large numbers of
rooms in a hotel pay certain rates, either for a single period or throughout the year. For example,
tourism associations organising a conference at a hotel may receive one free room per night for
every 20 room-nights booked (George, 2008).

Psychological pricing: Here, the price is slightly adjusted to attract consumers. Psychological
pricing avoids using prices such as R20, R50, or R100. Instead, prices are set slightly lower to
reflect the perception of added value to customers. For example, to jump from R9, 95 to R10, 00
may look like a big increase, and instead, a marketer uses prices such as R19, 95 or R99. 00
(Morrison, 2002).

Pricing methods: Kotler, et. al. (2003) recommends the following pricing methods in the service
industry:

Cost-orientated price determination: For profit purposes, the variable cost and average fixed cost
of a product are calculated and a certain percentage is added to the cost (Kotler, et. al. 2003).

Competitor-orientated price determination: The organisation takes its pricing cue from the
competition and may not necessarily implement equal price fixing. The organisation should have
reserve finances that will enable it to survive price war periods. The organisation should not focus
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on one pricing strategy, but must have alternative strategies in place to keep up with the
competition.

Value-based price determination: The value of a product’s price is determined by the customer’s
willingness to pay for the product. Price is based on what consumers think an offering is worth,
and therefore marketers should first find out how much consumers are willing to pay for an
offering with or without certain benefits. Marketers should also look at cost, competitor’s prices
and the customer’s willingness to pay, and then decide on the price. The price should always be
set around what the customer is willing to pay (George, 2008). When the organisation’s pricing
strategy is in place, the distribution strategy may

follow.

Problem Statement

Before 1994 South Africa was a white only Government system. The African majority were
oppressed and not allowed legally to have living wages in their work. The white dominated the
work environment areas and this influenced the pricing to discriminate against the Black South
Africans not to be able to travel or engage in the tourism activities. After 1994 the first Black
South African government under the leadership of Dr Nelson Mandela emerged and one of the
challenges was to make sure the majority of the population being Black people have Jobs in the
country. Part of the restoration was to give living waged Jobs to Black South Africans and
majority of the Black South Africans. However the main challenge still remains the higher prices
that pushed the majority of the population to be involved in VFA travelling more than
participating in the tourism holidays.

The Research Question

Main research question: The paper research question is: What are the best pricing approaches for
the Urban Tourism areas like Tshwane Tourism Area ?

Sub-Questions

What are the different methods of pricing that Urban Tourism area can implement as part of
affordability?

What is the best price and impact on tourism area in the Tshwane area?

What are the best pricing strategies that can be followed by Tshwane Tourism area for the
sustainability of Urban Tourism area?

The Research Design And Methodology

This paper is based on the ethnographic methodology and literature review in nature.

Population: Population is the entire study subject. In this case, population refers to Tshwane
Municipality area (Jennings, 2001).

Sample size:Sample size is the total numbers of selected individuals that will be privileged to
partake in a study (Plowright, 2011). The sample size is however considered as a fraction of the
entire population. The sample size will be selected with the aid of non-probability, selective
sampling and purpose sampling (Jennings, 2001).
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Data Collection

For the data collection purposes the following sources were consulted:

o0 o

South African Tourism Website;

South African Tourism Satellites;

Tshwane Tourism Website;

Literature on pricing and

National Department of Tourism South Africa Domestic Tourism Growth.

Research Inferences and Discussions

The following discussion makes conclusion and recommendations on the Urban areas like
Tshwane Tourism area in terms of pricing strategies:

Pricing Strategy That Should Be Implemented in the Tshwane Tourism Area

The tourism products the Tshwane Tourism are not all owned by the Tshwane Municipality and
this makes it difficult to formulate common prices for all tourism products.

The following recommendations may be used by Tshwane to determine prices for individual
product owners:

Table 1

Tshwane Tourism area should collect information about prices of accommodation,
restaurants, entertainment and attractions in competing areas. The collected information
should be updated from time to time and be made available to all stakeholders. It will
assist stakeholders to identify the dangers of overpricing.

Tshwane should encourage stakeholders to offer special prices as part of a package to
tour groups or delegates to conferences and

Tshwane should host workshops with stakeholders aimed at developing their skills to
determine prices. Table 1 demonstrates the correct price determination for guesthouses in
Tshwane area:

: Correct Pricing Determination

Stride 1

Determine what tourists are prepared to pay per night for a double room, for example R 400. This information
may be collected through research in the form of satisfaction questionnaires that clients are required to
complete before departure.

Stride 2

Stride 3
Stride 4

Stride 5

Determine the costs per double room per night at the guesthouse. For example, total monthly expenses of the
guesthouse amount to R 15 000. Divide by 30 to determine the cost per day = R500. Divide by the number of double
rooms (for example 3) to determine costs per double room per day = R 167.

Determine the average price at competing guesthouses, for example R 430 per night.

Make use of the concept of psychological pricing, in other words rather determine a price of R 390 than R 400 per
night. It creates a favourable perception in the minds of customers.

Determine the appropriate price for the double room for the guesthouse. In this example a good price to ask may be R
389. It is marginally lower than what customers are prepared to pay as well as lower than prices at competing
institutions. In this example, a profit margin of 132% will still be materialized. Be aware of the risk of charging too
low prices since it may create a perception of inferior quality.

Adapted from Van Lill (2006)
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Furthermore the Tshwane area should engage with all the stakeholders to determine the best
pricing strategy for the Tshwane area for sustainable tourism growth. This can be done through
the Tshwane Municipality organizing inter tourism stakeholders ones a in there months to assist
the stakeholders in terms of correct pricing methods. The Tshwane Municipality can involve
expertise from Universities in Tshwane area to assist with best pricing practices.

CONCLUSION

The paper focused on the importance of pricing strategies in the Urban areas like Tshwane
Tourism area. If the Urban areas can implement the recommendations tabled in this paper then
they will be one step closer in achieving sustainable growth and development. Urban areas like
the Tshwane Municipality should therefore adopt these strategies which will in turn assist in
terms of developing a unique pricing system in Tshwane and create a harmonised tourism
business environment for sustainable tourism growth.
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THE DEVELOPMENT OF A PROMOTIONAL
STRATEGY FOR THE URBAN TOURISM AREA

Malefane Stephen Monyane, Tshwane University of Technology
ABSTRACT

This article reports on the development of a promotional strategy based on the case of Tshwane
Tourism region in Gauteng Province, South Africa. A literature review was conducted where the
general tourism trends internationally, national and in the Tshwane tourism area was examined.
The literature review also identified the elements of a promotional strategy. Data was collected in
the Tshwane Tourism area and their tourism activities were reported. The article presents a
practical solution to Urban Tourism areas in terms of developing an effective promotion strategy
to take economic advantage of the growing tourism industry. The conclusions recommend an
innovative business ideology integrating marketing concepts that could contribute towards
developing an effective promotion strategy for the urban tourism areas.

JEL: M10

KEYWORDS: Promotion, Advertising, Sales Promotion, Publicity, Personal; selling,
Merchandising

INTRODUCTION

According to the South Africa Tourism annual report (2011) most of the foreign visitors’ purpose
of visit was recreation and leisure with spending on shopping. Recreational and Leisure Tourism
is a major foreign and domestic visitor’s motivation to travel factor in South Africa. The South
African Cabinet in October 2010 approved South African New Growth Plan identifying tourism
as one of the six core pillars of economic growth in South Africa. The South African Government
Tourism Medium-Term Strategic Framework (2009) election manifesto identifies the following
overall priorities in order of importance:

creating decent work and sustainable livelihoods;

education,

health;

rural development, food security and land reform and

the fight against crime and corruption, and building cohesive and sustainable communities.

For the South African Government to achieve this strategy so that to take advantage of the
growing tourism globally a serious promotional strategy is needed. This paper reports on the
perceptions of development of a promotional strategy for there in Tshwane Tourism area in South
Africa.

LITERATURE REVIEW

The literature view will discuss the theory based on promotion as follows:

Promotion
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The promotional mix is a powerful tool used to make people aware of the existence of the
product. The promotional mix consists of the following aspects: advertising, personal selling,
sales promotion and publicity.

Determining Promotional Objectives and Strategy

Determining promotional objectives and tasks follows the target audience identification.
Objectives should reflect strategies that the organisation needs to take and should take into
account which responses are legitimate (Wells, et. al. 2000 and Briggs,2001). According to
George, (2008), the organisation should consider the following factors influencing promotional
strategy:

markets and products. The organisation should promote relevant products to the relevant
markets;

the product life cycle. Promotional budgets can be more expensive in the growth stage
than in the maturity stage of the product life cycle;

buyer behaviour. The manner in which the customers purchase the products influences
the promotion timing. During the low demand periods, more promotional strategies are
needed to increase the level of product demand; and

competitors’ activities. The competitors should be monitored and evaluated from time to
time in terms of promotional strategies that they apply. This will help the organisation to
keep up with the competitor promotion strategies.

Middleton (2008) points out that promotion consists of methods that within limitation are
interchangeable, with some standing at a better position to obtain the envisaged results.
Promotional methods include the following:

advertising;

personal sales;

sales promotion; and
publicity.

Advertising

According to George:2008), “[a]dvertising is the means by which we make known what we have
to sell or what we want to buy.” Advertising is popular in the tourism industry, with heavy cost
requirements. Organisations should exercise care and efficiency when approaching and
formulating advertising strategies. Marketing services have a contemporary purpose dictated by
size, distance, cost, scale and convenience. Advertising seeks to address the need to communicate
a message for private purposes or for commercial service and to inform and persuade.
Advertising is diversified and must therefore be focused on a specific audience.

Personal selling: According to Kolb (2006), “[p]ersonal selling is an interpersonal process that
involves the seller engaging in some kind of face-to-face or direct contact with prospective
consumers in order to persuade them to make a purchase or a booking”. Kolb, (2006:285)
indicates that when anyone in the office tells the tourists about what a city can offer that forms
part of personal selling.

Sales promotion: According to George, (2008), sales promotion is an element of the marketing
mix other than advertising, selling, or public relations. Yenship, (2006) indicates that sales
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promotion is “a planned and implemented marketing activity that both enhances product or
service appeal and changes customer behaviour positively in return for an additional benefit for
purchase or participation”. Sales promotion can be anything to do with special offers. This
happens when the business has conducted its market research and results in relevant messages
being developed for a specific target market.

Publicity: According to Kolb, (2006) publicity: “[i]ncludes all the activities designed to build and
maintain mutual understanding between a tourism and hospitality company and public.” An

example is the Sun International financial sponsorship to the Nelson Mandela Foundation in
South Africa.

E-marketing: According to Reedy, et. al. (2000), electronic marketing is all the online or
electronic-based activities that facilitate the manufacturing of the products according to the
customer needs and wants and the selling of the products to the customers. It is the network
technology focused on market research, product development, strategies of effectively selling the
product to the customers, ways in which the product can be distributed to the customer, keeping
the customers’ records, researching the customer satisfaction survey and keeping records of
customers’ feedback.

Forms of E-Marketing

According to Smith and Kotler, (2003), forms of e-marketing include the following:
Internet

The World Wide Web (internet) is the software and hardware communication tool that is very
critical for the success of the e-marketing inside the company. The internet connects universities,
government laboratories, businesses, and individuals around the world. The company can use the
internet to send information to customers and customers can immediately reply and purchase the
product. The internet domains include the following (Rayport and Jaworski, 2004 and Smith and
Chaffey, 2005):

business to consumer (B2C) e-commerce. The companies design websites and load
product details that they need to sell directly to the consumer. For example, the
pricerunner.com website;

business to business (B2B) e-commerce. This type of electronic selling is normally used
by the suppliers to market their products to tourism organisations. Example, the
EC21.com website;

customer to customer (C2C) e-commerce. The customers contact each other and
exchange information about goods and products. For an example, the ebay.com website;
and

customer to business (C2B) e-commerce. Customers can contact the companies with
suggestions, questions or also give feedback on their experiences during their
involvement with the company. For example, the priceline.com website (Smith and
Chaffey, 2005).

The Case of Tshwane Tourism Area Region.
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The Tshwane Municipality is the Capital of South Africa and has fine heritage sites, museums
and art galleries. These include the Union Buildings and its spectacular gardens, as well as the
Diamond Hill Battlefield, Voortrekker Monument and Freedom Park.

Problem Statement

The study is geared in finding out the promotional strategies that urban areas like Tshwane
Tourism area can implement aimed at taking advantage of the growing tourism globally.

Research Question

Main research question: What are the best strategies that regional tourism areas can apply when
promoting their tourism products.

Sub Research Questions

What are the best strategies that regional tourism areas can apply when advertising their
tourism products.;

What are the best strategies that regional tourism areas can apply when using personal selling
for their tourism products.;

What are the best strategies that regional tourism areas can apply when using sales promotion
for their tourism products and

What are the best strategies that regional tourism areas can apply when using publicity for
their tourism products.

RESEARCH METHODOLOGY

Research Data Collection

For the data collection purposes the following sources were consulted:

South African Tourism Statistics Services
South African Tourism Satellites

South African Tourism Website

Literature on promotion strategies

National Department of Tourism South Africa
Tshwane Tourism websites.

mo ae ow

RECOMMENDATION AND CONCLUSION

The promotion of the Tshwane Tourism area’s products: There are four promotional tools on
which the Tshwane Tourism area can base their promotion efforts, namely: advertising, sales
promotion, personal selling and publicity.
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Advertising

billboards and brochures are two of the most effective tools that can be used by the Tshwane
Tourism area. However, the researcher would like to make the following recommendations within
the framework of budget implications:

upgrading of the Tshwane Tourism area website. The Tshwane Tourism area needs to upgrade
the current website by updating the database and information about attractions and
accommodation,;

e-mail marketing (also SMS). The Tshwane Tourism area should also consider using e-mails to
promote the Tshwane Tourism area’s attractions to the prospective and existing target markets;

radio advertisements. Radio advertising is a relatively expensive method of advertising.

magazines and Newspapers. In terms of newspapers, the option of advertising to the local
residents (for weekend-breakaways, the local leisure market and the pensioners’ market) in the
Sunday Times, Sowetan, Pretoria news should be considered;

brochures. Brochures should be loaded with information like shopping facilities, medical
facilities and educational facilities; and

outdoor advertisements. Road side signage is one of the best ways to give directions. Signage
should be allocated on the roads of the Tshwane Tourism area to indicate the direction of tourist
products, for example next to the road leading to Johannesburg city from the airport.

Personal selling:The researcher recommends exhibitions like the annual Tourism Indaba in
Durban as a good way of selling the Tshwane Tourism area’s products. The researcher would like
to add the following recommendations:

personal visits to retirement villages in the Free State in order to penetrate the pensioners’
market;

personal visits to selected sport clubs/associations for the purpose of attracting sports events;
personal visits to selected schools for the purpose of attracting sports events;

personal visits to selected businesses for the purpose of attracting business events and to
market the region in general to business communities in the selected target markets; and
personal visits to selected conference organizers for the purpose of attracting conferences.

Sales Promotion

Radio jingles and competitions will be good options to consider in order to sell the Tshwane
Tourism area’s products. However, the following tools are also recommended:

exhibitions at trade shows. The Tshwane Tourism area’s officials should visit trade shows like the
annual Tourism Indaba in Durban and

exhibitions at selected shopping centers (e.g Menlyn Shopping Center) to create a bigger tourism
awareness amongst the local population.

Publicity
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The Tshwane Tourism area should use media releases, press statements and print and electronic
media as the preferred method of publicity.

CONCLUSION

The paper focused on the development of a promotional strategy for Urban areas like Tshwane
Tourism in South Africa. The implementation of these strategies will ensure that the Urban
Tourism areas are able to promote their products efficiently at the same keeping the customer.
This study was based on literature review however the researcher further suggest a study that
could compare the current Urban tourism studies with the new literature view and its
performance.
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LOCAL COMMUNITY TOURISM DESTINATION
EXPERIENCE AS ELECTRONIC CONNECTIVITY

Malefane Stephen Monyane, Tshwane University of Technology
ABSTRACT

The paper focus on the local residents experiences of a tourism destination by means of
electronic connectivity. South Africa is one of the countries that attract tourists in major cities
like Tshwane area. Tourists activities, such as need for social life, entertainment, curiosity about
the destination attraction and family and friends visits, are likely to attract electronic activities
and are regarded to be generating income for the tourism destination at the same time. Tourists
visit to a destination lead to electronic connectivity experimentation in search for the activities in
a destination with adequate facilities and resources for tourism. Questionnaires were distributed
amongst the local residents in the Tshwane area. One hundred percent of the questionnaires were
returned and data analyses were performed by means of the statistical analyses. The paper
further made recommendations and conclusions based on the findings.
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INTRODUCTION

Over the last few decades, the progress in information technology has revolutionized both the
global economy and enterprises. The development and application of computerized systems has
accelerated rapidly and enabled their use in a wider range of functions and activities. More
importantly, the development of powerful personal computers (PCs) in the late 1980s provided
individuals with reliable and affordable computing without having to invest in mainframes or
mini-computers, which were expensive to acquire and maintain. In addition, the emergence of
the Internet towards the end of the twentieth century enabled the networking of computers
globally and the access to multimedia information and knowledge sources free of charge.
(Buhalis, 2003:2). Information and communication technology (ICT) enhanced the ability of
organizations to manage their resources, increase their productivity, communicate their policies
and market their offerings, and develop partnerships with all their stakeholders, namely
consumers, suppliers, public sector organizations, interest groups. ICT also enabled organizations
to expand geographically and coordinate their activities regionally, nationally and globally
(Buhalis, 2003:6). The paper views how ICT can be applied within the tourism industry, how the
public or consumers can utilise technology more effectively; in addition allow organizations to
gain an overall understanding of ICTs and how they can benefit from such technological
innovations, which can be classified as: growth, protection, differentiation, management of
change and developing trust.

Tourism firms, operate in a business environment where innovation is important for their
survival. Globalization of tourism activities, the application of information technologies in
tourism firms and the changes in tourism demand and attitudes, all create a dynamic sector where
innovation has become of central importance. Innovation in tourism has been in the recent past
secondary and capital scarce and for this reason was excluded from the scope of government
interest and actions. However, there has been a shift, with European Union leading the way but

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 36



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

also national governments following suite, TOUREG Project: Global SWOT Analysis. Tourism
is one of the biggest and fastest growing industries in the world. It has been growing rapidly, is
‘exportable’ by all countries, and uses large quantities of labour, and a range of skills. Tourism is
a major foreign exchange earner for many low-income countries, and was a principal early
contributor to foreign exchange

South Africa

South Africa’s largely semi-arid land of 1.2 million square kilometres is unusually rich in flora
and fauna and the country is well known for its large game, including elephant, lion, leopard,
rhinoceros and buffalo. It has one of the highest levels of bio-diversity in the world due to the
broad range of climate, geology, soil and landscape forms found in South Africa. Some ten per
cent of South Africa’s land area is conserved (WTTC, 2002:15). The public or consumers can be
seen as the driving force in the tourism industry-they purchase the services provided by suppliers.
The major suppliers in the tourism industry in South Africa are airlines, hotels, non-hotel tourist
accommodation, catering, restaurant and food service, inbound tour operators, outbound tour
operators, car rental, coach operators, trains, the conference industry and casinos. Each of these
sectors is co-ordinate by organizations that act in the interest of that particular type of supplier as
well as the consumer (Lubbe, 2000:30).

Gauteng Province

Gauteng, the Place of Gold, is the economic powerhouse of South Africa. It is characterized by a
cosmopolitan, multicultural mix of people from all walks of life. The province’s unique cultural
and social legacy is evident from the many excellent museums, theatres, and cultural precincts
and craft markets. The Vaal Dam, which supplies water to most of Gauteng’s residents, covers
some 300km2 and is a popular venue for watersport. Numerous resorts line the shore.

The dam also attracts a great diversity of birds (South Africa Yearbook, 2005/06:596). Gauteng
offers an amazing array of historical, cultural and natural attractions-Tshwane (Pretoria),
Johannesburg, Ekurhuleni (the East Rand), the West Rand, Metsweding (Cullinan) and Sedibeng
(Vaal). All these regions are linked by Gauteng’s vast and efficient road and rail networks and ell
developed infrastructure. Africa’s most modern international airport (O.R Tambo (Johannesburg)
International) is situated in Ekurhuleni- firmly establishing the region as the gateway to the
continent (Getting There Tourism Info Pages, 2007:380). The Gauteng ICT sector contributes
more than 6% to regional gross domestic product (GDP) and the province is home to more than
two-thirds of South Africa’s IT companies.

The City Of Tshwane: Tshwane is home to Pretoria, the administrative capital and seat of power
in South Africa. Pretoria, a stately jacaranda-lined city, is characterized by the dignity and charm
of ages past, and the city prides its self with great heritage. Tshwane’s eastern suburbs are
dominated by the historic Union Buildings, a masterpiece of colonial architecture designed by Sir
Herbert Baker and complete in 1913. Pretoria is renowned for its educational facilities,
monuments, museums and old buildings (Getting There Tourism Info Pages, 2007:410).

Problem Statement: With advances in technology there is a lack for a well-structured ICT in the
tourism industry to facilitate the access of tourist information by the users and many
organizations lack the funds to constantly upgrade their systems and equipment. Accessing
information through internet is an intelligent mean of getting the information, but many times, the
information is highly fragmented, on the other hand time consuming and may mislead in the
process. With more user-friendly systems and equipment, organizations can motivate employees
more effectively and offer consumers quality services and products more efficiently.
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Objectives

Primary Objectives The primary objective for this study is to investigate technology used by
Tshwane residents to experience tourism services.

Secondary Objectives: The secondary objectives for the purpose of this study are:

to identify residents’ level of awareness of technology for tourism purposes;
to determine the type of tourism-related technology used by residents;

to identify the reasons why residents use tourism technology and,

to identify the reasons why residents do not use tourism technology.

RESEARCH METHODOLOGY

Research design: According to Welman and Kruger (2001), in the tourism context the
quantitative approach starts off with theories, hypotheses or research questions about a particular
tourism phenomenon. From here the researcher proceeds to gather data from the real-world
setting and then analyses the data statistically with a view to support or reject the research
question..

Data collection: The paper will use a survey research method. Surveys are methods of data
collection in which information is gathered through oral or written questioning. The broad area of
the survey research encompasses any measurement procedures that involve asking questions of
respondents. A questionnaire is a research instrument consisting of a series of questions and other
prompts for the purpose of gathering information from respondents. Although they are often
designed for statistical analysis of the responses, this is not always the case. Questionnaires have
advantages over some other types of surveys in that they are cheap, do not require as much effort
from the questioner as verbal or telephone surveys, and often have standardized answers that
make it simple to compile data. Therefore questionnaires were used to gather data.

Sampling and population: Sampling is the means by which subjects or study units from the target
population are included in the research project (Sarantakos 2005:152). Sampling is concerned
with the selection of a subset of individuals from within a population to estimate characteristics of
the whole population. The three main advantages of sampling are that the cost is lower, data
collection is faster, and since the data set is smaller it is possible to ensure homogeneity and to
improve the accuracy and quality of the data. The population can be defined as including all
people or items with the characteristic one wish’s to understand. Because there is very rarely
enough time or money to gather information from everyone or everything in a population, the
goal becomes finding a representative sample (or subset) of that population. The target population
is the units in the population that the researcher wishes to target for the study (Neuman
2006:224). For the purpose of the study the total sample for this study is 125 people in the
Tshwane area. There was an option to study either all of the study units or participants or only
some of the study units or participants. For this study probability sampling method was used
because only the residence of Tshwane area will be the participants of the study.

Data Analysis
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Statistical Package for the Social Sciences (SPSS) is a software package that enables researchers
to conduct statistical analyses of quantitative data. It is one of the most frequently used software
packages for quantitative data analysis. SPSS allows researchers to: Enter and store data,
Analyse data using univariate, bivariate and multivariate statistics and inferential statistics,
Generate data files, output files and graphics, Print tabular results, Prepare graphs and charts
(Jennings 2010:297).

Research Results and Discussions

The results will be discussed as follows:

Gender
Question wanted to know about the gender of the respondents. The gender of the respondents it is
important for the study to be able to know the majority of the respondents. Figure 1 indicates the

gender of the respondents.

Figure 1: Genders

36
Percentage
9
Frequency
16
0 10 20 30 40 50 60 70

FEMALE mMALE

According to Figure 1, sixty-four percent of respondents were male and 36 percent were female.
This indicates more male respondents participated in the survey. Majority of the people using
technology in Tshwane area are male, the Tshwane Municipality as well as Tshwane Tourism
should therefore target males in terms of promoting and marketing tourism products in Tshwane
area. Electronic advertising should be utilized to reach more males in the area of Tshwane, to
keep people updated as well as get new customers who are in possession of electronic devices
that are capable of utilizing the internet/www to obtain tourism-related information.

Access to Electronic Hardware

The question asked whether the respondents have access to electronic hardware. Access to
electronic hardware is important for the study to be able to understand the different types of
electronic hardware accessible to the respondents. Figure 2 indicates access to electronic
hardware of respondents.
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Figure 2 indicates that 76 percent of the respondents have access to Smartphone with
internet connection, while the other 76 percent have access to social networks, 60 percent
have access to personal computer/laptop and the other 60 percent have access to the
internet/www. Thirty-two percent of the respondents indicated that they have access to cell phone
without internet connection, 8 percent have access to tablet (Kindle) and 4 percent have access to
I-phone with various apps. Furthermore, indicates that 88 percent of the respondents do not have
access to I-phone with various apps, the other 88 percent do not have access to I-pad,
while 80% do not have access to Tablet (Kindle). According to the data collected, the majority
of respondents have access to electronic hardware include smart phones with internet and social
networks, the internet/www as well as personal computer/laptop and majority of respondents do
not have access to I-phone with various apps, I-pad, Tablet (Kindle) as well as Cell phone without
internet connection. The following are recommendations:

Figure 2: Accesses to Electronic Hardware
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tshwane Municipality and Tshwane Tourism should utilise social networks in marketing tourism
products to the residence of Tshwane;

due to the majority of residence using smart phones with internet accessibility, Tshwane Tourism
and Tshwane Municipality should encourage the residence to use their smart phones to access
tourism products through the internet at the same time websites should be compatible for smart
phones to access;

tshwane municipality should provide means of residence accessing electronic hardware especially
those in townships by providing internet cafes that residence could access as well as encourage
those with personal computer/laptops to utilise these electronic hardware to access information
about tourism products within Tshwane and
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because the majority of respondents do not have access to I-phone with various apps, I-pad,
Tablet (Kindle) as well as Cell phone without internet connection, Tshwane municipality and
Tshwane Tourism should encourage these people to utilise public internet cafes as well as internet
at the workplace, schools and tertiary institutions to access tourism-related information.

Access of the Internet/ Www

Question asked where the respondents access the internet/www. Knowing where the
internet/www is accessed is important for the study to be able to understand the frequent access
point of the internet/www by the respondents. Figure 4 indicates the access points of the
internet/www by the respondents.

Figure 3: Access of the Internet/ WWW

80 -
70 A
60 -

50 -
40 - mFrequency Yes
Frequency No

30 4 m Percentage Yes

20 - m Percentage No

10 -

At home At work Public internet  WiFi-spots ~ Anywhere with Anywhere with
Cafes my cell phone  a 3G card

According to Figure 3 seventy-six percent have access points of the internet/www from anywhere
with their cell phones and 60 percent of the respondents have access points of the internet/www
from public internet cafes. Thirty-six percent of the respondents indicated that they have access of
the internet/www at home, 32 percent access the internet/www at work, and 24 percent of the
respondents access the internet/www from WiFi-spots, while 16 percent access the internet/www
anywhere with a 3G card. Table 3.8 also indicates that 48 percent of the respondents do not have
access of the internet/www from anywhere with a 3G card, while 40 percent do not have access
of the internet/www from WiFi-spots and 36 percent of the respondents do not have access of the
internet/www at home.

residents can access the internet/www anywhere from their cell phones, the Tshwane
Municipality and Tshwane Tourism should make accessibility of information easier by utilizing
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internet gateways that will be compatible with variety of phones no matter the model of the phone
to be able to supply information about the tourism products to the residents of Tshwane;

tshwane Municipality should engage with residents with regard to infrastructure developments in
terms of having public internet cafes especially in townships where there is a limitation of
internet/www accessibility and

the majority of those who are unable to access the internet from anywhere with a 3G and WiFi-
spots should be encouraged to utilise the internet/www from their phones, public internet cafes,

schools, workplaces and tertiary institutions.

Use Technologies to Obtain Information

Question asked whether the respondents use technology to obtain information about tourism.
Usage of technology to obtain information is important for the study to be able to understand
whether the respondents use technology to obtain relevant information with regard to the tourism
industry. Figure 4 indicates the usage of technology by the respondents to obtain relevant
information:

Figure 4: Use Technologies to Obtain Information
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According to Figure 4, twenty percent have never used technology to obtain any tourism related
information, 16 percent have never used technology to obtain information about transportation
and another 16 percent have never used technology to obtain information regarding attractions
(things to do and see), and eight percent of the respondents have never used technology to obtain
information regarding accommodation.

tshwane Municipality and Tshwane Tourism should make accessibility of tourism-related
information easier as well as inform people of the means of accessing the information;

B Attractions (things to do and see)
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the accommodation sector should also have strategies formulated that will encourage
people to use technology to access any information with regard to accommodation and
any other related services within the industry as well as tourism-related information and

tshwane Tourism should employ means of providing information regarding attractions
(things to do and see) and tourism-related information by utilizing technology as their
means of informing people.

CONCLUSION

This paper is based on the eTourism and destination service experience as electronic connectivity
for Tshwane Tourism area in terms of the residence utilizing technology that is at their disposal to
access information about tourism services and information. The implementation of these
recommendations will assist in formulating strategies by Tshwane Tourism and Tshwane
municipality to inform people regarding the use of technology in tourism as well as to have
knowledge of their target market with regard to the use of technology within the tourism industry.
Furthermore the use of technology will enhance the Tourism area ability to attract more
customers and this will result in long term relationships and profitability.
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CRITICAL PRACTICES FOR INCREASING
BUSINESS PROCESS ORIENTATION: CASE
STUDY OF 20 COMPANIES

Nadia Zaheer, National University of Sciences and Technology, Pakistan
ABSTRACT

Many companies strive to improve their business process orientation; yet it is unclear which
practices are most beneficial or critical in each particular case. Often companies are not
focusing on critical practices such as Strategic Alliance, Employee Training, and Information
Systems. The research empirically evaluates the business process maturity levels of 20 companies
by using Skrinjar and Trkman (2012) conceptual framework. On 20 cases, critical processes were
identified and people who were part of the critical process were asked to take the cross-sectional
survey. 349 usable responses were collected. Results are that out of 20 companies: 16 are on a
process maturity level two (means defined process); 3 are on maturity level one (means their
processes are ad-hoc) and only 1 company is on maturity level three (means processes are
linked). Once the maturity level is known, targeted efforts to improve can be made to improve the
critical practices to improve the business orientation for better growth prospects.

JEL: L60
KEYWORDS: Business Process Orientation; Critical Practices; Case Studies
INTRODUCTION

Critical practices, when implemented, have a significant positive effect on improvement in an
organization’s Business Process Orientation level. Business process management (BPM) can
increase the business process orientation (BPO) in the organization. Thus, Critical Practices (CPs)
(derived from critical success factors), which are actionable items for managers, may be used to
increase BPO levels. In this research, we use the CSFs and CPs identified by Skrinjar and Trkman
(2012) to measure the BPO level of the 20 cases. This will also give an idea and understanding of
the business process orientation of Pakistani companies. Skrinjar and Trkman identified below
five critical success factors and their critical practices:

1. Strategic Alignment

2. Top management is actively involved in process improvement efforts
3. Business process goals are derived from and linked to the organization’s strategy
4. Business process improvement is frequently on the agenda of top management meetings
5. Process changes are communicated to all employees
6. Employees from different departments feel that the goals of their departments are aligned
2. Performance Measurement
1. Performance results are used in setting improvement targets

2. Performance indicators are communicated within the organization on a regular basis
3. Organizational Structure

1. The organizational structure supports processes across departments

2. Process owners are appointed

4. Information System
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—

Information system development is based on business processes (not business functions)
Information systems provide relevant management information on the performance of
business processes
Our organization uses a CRM system
A business process management system/suite is used
E-procurement, EDI, or another type of SCM is implemented to connect with suppliers

. Employee Empowerment and Training
People are trained to operate new or changed processes prior to their implementation
Employees view the business as a series of linked processes
Process terms such as input, output, process, and process owners are used in
conversations

4. Policy and strategy are communicated and cascaded throughout the organization

N

Rl N e

Skrinjar and Trkman (2012) show how the survey scores of these critical practices can be used to
measure the four business process maturity levels of the companies according to McCormack and
Johnson’s Maturity Model (Also see McCormack’s work in McCormack et al., 2009). This
mapping is explained in the Table 1.

Table 1: Author’s Adaptation of Skrinjar and Trkman’s (2012) Mapping of BPO Scores to
Measure the Mccormack and Johnson’s Business Process Maturity Level (2001) of Organizations

Business =~ Name of Maturity

Process Model Level
BPO Maturity ~ (McCormack and
Scores Level Johnson, 2001) Description of Model Level
1to4 One Ad-hoc Temporarily defined processes and traditional organization structure

Processes are defined in flow charts and a formal process to change them has to be

4t05.5 Two Defined followed.
55t06.5 Three Linked Breakthrough level where processes are linked from end to end
6.5 and Processes are integrated through process and performance management systems and
above Four Integrated organization structure is majorly based on processes.

For example, if a company has a BPO score of 1.53, it’s business process maturity level is One i.e. Ad-hoc Level which means the
company’s processes are temporarily defined and it follows a traditional organization structure.

Once the maturity level is known, targeted efforts to improve can be made. The structure of paper
is as follows: section two shows data and methodology used, section three shows analysis and
results, followed by the conclusion section.

DATA AND METHODOLOGY

The objective of this research was to measure the business process maturity level of different
companies via the 18 identified critical practices (derived from Critical Success Factors). 20
companies were chosen randomly. These companies are based in Pakistan. Details of company
size and industry type are mentioned in columns 4 and 5 of Table 2, respectively. Critical
processes of each of these companies were identified that are shown in column 3 of Table 2. Total
400 employees i.e. 25 per company, who were specifically involved in the identified critical
process from these 20 companies, were requested to take the survey. 349 responses (refer to
column 6 of Table 2 for response details) i.e. 87.25% response rate were received. Two mediums
were used for survey data collection: Googledocs online form that was emailed. 250 usable
responses were received from this channel and 99 hardcopies of survey. Hardcopies were filled in
person. Hardcopies were later incorporated to the spreadsheet. This survey was carried out in
April-May 2013.
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Skrinjar and Trkman’s (2012) survey (mentioned in their appendix) containing questions for 53
critical and non-critical practices was floated. However, following their research, only 18 CPs
part of the five CSFs mentioned in the introduction section were used to carry out the below

analysis.
BPO
S . Size of No of CP
no. Company Critical Process company Industry Survey Avera BPO
Samples ges Level
1 Construction Technology Admission Process Small Education
Training Institute (CTTI) (Operations) 23 3.64 1
. . . Financial and
2 EFU Life Insurance Life Insurance Claim Large Insurance Activitics 16 4.86 2
CSD (Canteen Stores Wholesale and Retail
3 Department) Inventory Management Large Trade 16 512 P
Pakistan Telecomunication . Information and
4 Company Limited Fiber Cable Cuts Large Communication 16 4.99 2
5 Fauji Cereals Distribution Process Medium Manufacturing 16 4.93 2
6 Daewoo Pakistan Express Daewoo Logistics Large Transportation and
Bus Service g g Storage 18 3.97 1
. . Information and
7 Telenor Pakistan Logistics Large Communication 27 4.88 2
8 Muhammadi Flour mills Supply and Demand Small Manufacturing 15 4.86 2
9 Coca Cola, Pakistan Logistics/supply chain Large Manufacturing 16 44 2
10 NUST Business School Security Process Large Education 15 4.54 2
. . Food Service
11 Olive Garden Restaurant Catering Small Activities 19 413 )
Public Administration
12 Islamabad Police Logistics Large acr;illgif:g:;’social
Security 17 4.13 2
. . T rtati d
13 Shell Oil Company Supply Operations Large Strg?;geo ation an 19 569
. . Financial and
14 State Bank Of Pakistan Operations Large Insurance Activities 13 517 5
. Front Office Process for .
15 Pearl Contmental. Hotel New Guests Large Accommodation 20 4.69 2
16 é‘tﬂfiiﬁtc Blgéeyrnatlonal Recruitment Large Student Organization 15 4.95 )
. L Production process: . .
17 Master Pipe Fittings molding and mixing Medium Manufacturing 12 3.87 1
18 Werrick pharmaceutical Manufacturing Medium Manufacturing 23 45 2
19 AH Automation Manufacturing Medium Manufacturing 21 4.81 2
20 Qarshi Industries Supply Operations Medium Manufacturing 12 5.01 2
ANALYSIS AND RESULTS

Once the survey was collected, 18 CPs questions were filtered out and the responses for each
company against these were averaged using MS Excel. These averages were used to calculate the
average BPO CP score for each case, which is mentioned in the column 7 of Table 2. Mapping
criteria, shown in Table 1 was employed at this stage to find the Business Process Maturity Level
of these cases. Mapping result of each case is mentioned in the column 8§ of Table 2. These results
are summarized below in Table 3. 16 out of 20 i.e. 80% of the companies are on level two i.e.
they have defined processes and have a formal procedure to bring in change in the processes

Table 3: Results of This Research Showing 16 Out Of 20 Companies Are On Level Two of
Business Process Maturity

. Name of Maturity Model Level Out of 20: Number Percentage of
Business Process . . . .
Maturity Level (McCormack and Johnson, of Companies on Companies in this

ty 2001) Maturity Level Level
One Ad-hoc 3 15
Two Defined 16 80
Three Linked 1 5
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Four Integrated 0 0

CONCLUDING COMMENTS

This research undertook the task of empirically measuring McCormack and Johnson’s (2001)
Business Process Maturity Levels of 20 companies. This measurement was based on Skrinjar and
Trkman’s 2012 conceptual framework. This framework derives the five critical success factors
(CSFs) from theory (Trkman, 2010), and based on these five CSFs, identify 18 critical practices.
The CPs were surveyed on 349 respondents of the 20 companies and were contained to those who
were involved in the critical processes. The survey analysis maps the BPO CP levels from the
survey to the maturity levels. 80% companies were found to be on level two of process maturity.
This research had many constraints. It was focused on respondents involved in critical processes.
A survey without this focus might reveal that companies are focusing on non-critical processes.
Case studies with semi-structured interviews from these organizations should be conducted to
understand the deeper issues to identify other critical practices and advance the process maturity
levels of these companies. A longitudinal case study might also be helpful in this regard. Another
constraint is that although, 53 critical and non-critical practices were measured during the survey,
but only 18 critical were used in mapping. It will be interesting to factor-in the remaining
practices. It seemed during the analysis of survey results that to reach the break-through Level 3:
Linked processes, companies are lacking the basic infrastructure and might be focusing on
inefficient allocation of resources to non-critical practices. As a next step, future work of this
research should be on identifying CPs for each of these companies where they need to focus on
improving their process maturity level to improve their business growth
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US POST COLD WAR GRAND STRATEGY AND
MULTILATERAL NATIONAL INTEGRATION IN
EUROPE AND EAST ASIA

Benedict E. DeDominicis, Catholic University of Korea
ABSTRACT

East Asian liberal intergovernmental integration is unlikely to occur without formal engagement
by the United States. An Asian Union is therefore improbable. The European Union model is not
transferrable to East Asia in that the former is a multilateral organization that has emerged that
can claim authoritatively to speak for Europe. The Cold War context for European liberal
intergovernmental integration included US policies constituting the strategy of containment
towards the USSR. US incentives to coordinate west European policies towards the Warsaw Pact
targeted mid-range power allies. These European nation states were roughly equal in their
national power capabilities. The USSR did not have the hard or soft power capabilities to claim
irrefutable membership in the same European club. Even traditional Russian allies such as
Bulgaria have sought affirmation of their European identity through accession to the EU. A
similar US-led containment strategy towards China is unlikely. Creation of a multistate Asian
regional organization that will persuasively claim to represent Asia in opposition to China is
therefore unfeasible. Potential power disparities between East Asia states will be so significant
that China cannot be a pole of opposition against which to construct Asia. Pan-regional
integration should rather be Pacific-oriented rather than Asia-focused.

JEL: F5

KEYWORDS: European Union, Trans Pacific Partnership, Japan, China, Russia, Bulgaria, East
Asia, containment, liberal intergovernmentalism, nationalism

INTRODUCTION

In Fall 2009, the international media reported Asian agreements to pursue general initiatives for
an East Asian-region integration movement with the European Union as its model (Asian EU”
2009). These reports highlighted the new Japanese prime minister, Yukio Hatoyama, as the
resuscitator of this proposal (Mulgan 2009). Disagreements emerged over the envisioned role of
the US in Asian integration while China, Japan and South Korea were portrayed to be core
prospective members (Brown et al 2009). While debating which state first made such a proposal,
various media commentaries viewed the ASEAN states as candidate members of such an
envisioned community (e.g. Xu 2009). The Hatoyama government fell in June 2010, and Japan
then saw a series of short-lived governments that did not follow up on the Asian Union proposal.
Meanwhile, in November 2009, the US President Obama announced his administration’s support
for the Trans Pacific Partnership (Luce et al 2009). The US joined the TPP negotiations in March
2008, transforming what had been initially a trade pact between Brunei, New Zealand, Chile and
Singapore (Trans Pacific Partnership 2013). It is now a prospective agreement that also includes
Australia, Canada, Malaysia, Mexico, Peru, Vietnam and Japan. Japan’s formal accession to the
negotiations in July 2013 under Shinzo Abe surprised some observers (Pilling et al 2013).
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The formally-named Trans-Pacific Strategic Economic Partnership Agreement raises the question
as to the nature and direction of East Asian integration. An Asian parallel to the European Union
is unlikely. US power and commitment have been critical independent variables shaping the EU’s
integration. They will also be critical in shaping East Asian integration, but more so. China’s
comparatively much greater hard and soft power capabilities relative to its regional neighbors
mean that the US must be a formal leader of Asian integration strategies. China’s hard and soft
power capabilities mean that China cannot be excluded from Asian integration, like the USSR
was excluded from European integration during the Cold War. On the other hand, these same
capabilities require US soft and hard power engagement of China to allow for the potential of
Pacific regional integration on the basis of liberal intergovernmental initiatives (Buse 2012, 53).
US-led strategic containment of the USSR was a critical factor shaping the environment of
European integration. US strategic engagement of China will be necessary if not sufficient for
Asian integration, meaning that Asian regional integration must be part of a broader Pacific
integration orientation.

European Nations and European Integration

One popular introductory textbook on the European Union labels liberal intergovernmentalism as
the predominant theoretical framework for conceptualizing European integration (Dinan 2012,
24). An explanation for the mutual cooperation of nation states within a liberal framework
requires an appropriate theory of nationalism to analyze it. The group political psychological
approach utilized here, developed by Cottam and Cottam (2001), provides a useful
conceptualization of nationalism. It explains this behavior in terms of European Union
membership having its foundation in soft power appeal to nationalist public opinion among the
peoples of Europe. This soft power appeal derives from European integration appearing to
validate the predominant European nations west of Russia as not being under particular national
domination. This perceptual assumption prevails significantly due to success in creating
persuasive EU institutional safeguards.

These institutional safeguards prevent the coalescence of public perceptions of EU systematic
biases favoring the influence of particular nation states over EU policy making processes. It
generates this powerful perception of status equality despite obvious cultural, economic and
political differences. Cottam and Cottam describe this psychological strategy for integration as
promoting “social creativity” in national collective intergroup perception of self and other (2001,
266). Today, Europe is predominantly equated with the European Union (e.g. Jacobs, 2012).
The EU has so far avoided mass public perceptual equation of national cultural differences with
solid and immutable status hierarchy among its member states The institutions of European
Union policy making help provide these collective perceptual psychological adaptation strategies.
They do so despite the wide range in power capabilities among the 28 EU member states (Nugent
2010, 289-306). “[T]here are often no clear lines of authority or hierarchy between the different
levels” of EU policy making (Nugent 2010, 291). These institutions are necessary for the
economic and political liberalism-based approaches for European cooperation and integration. In
sum, liberal intergovernmentalism in Europe has its basis in the mainstream predominant view
among the respective national publics that they differ in their relative power capabilities. Yet
they are not under national domination by one or an alliance of other nations. Maintenance of
this prevailing perception is necessary for European integration to proceed.

The Cold War conflict from the late 1940s until the early 1990s supported this social creativity
collective perceptual psychological approach. The Cold War conflict supported social creatively
insofar as west European nations more or less shared a common adversary, i.e. the enemy of my
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enemy is my friend. The decline and end of the Cold War generated additional challenges for
liberal intergovernmentalism. EU Economic and Monetary Union chose to build more heavily on
economic and governmental bureaucratic vested interests to continue the integration approach.
The shared perceived challenge from Russia continues (“How do you solve a problem like
Russia?” 2013).

Challenges to East Asian Liberal Intergovernmentalism

Liberal intergovernmentalism for social creativity strategies in Asia faces particular challenges
that have been less prominent in Europe. The power potential base differential between China
and the rest of Asia is the most important factor (Cottam et al 1978). China’s globally superlative
power potential base is evident for all to see. European nations are roughly comparable in power
capability. This awareness stems from the number of costly failures to establish hegemony over
Europe by a European state since the Treaty of Westphalia in 1648. Moreover, unlike the
predominance of comparatively homogenous nation states in Europe, a number of states in Asia
are not nation states. Their populations consist of multiethnic communities within more or less
arbitrarily created state territorial boundaries drawn by former European imperial powers. China,
Japan and Russia are exceptions, not the rule. The existence of nations as state political
communities represented by their respective governmental apparatuses underpins European
liberal intergovernmentalism. In Asia, China has 20% of the world’s population, 94% of whom
belong to the Han ethnic group (Levinson 1998, viii). They tend to view themselves as members
of a political community thousands of years old despite great cultural diversity within the Han
core group (Cottam and Cottam 2001, 83-84). Other such national groups are comparatively few:
Japan, Vietnam, Korea (still bifurcated) and Russia. India and Pakistan are also in the multiethnic
category.

The assumption of relative equal power capabilities is harder to maintain cognitively and
perceptually in Asia. Comparisons are made between the rise of China and the rise of Imperial
Germany beginning in the late 19™ century in terms of significance for international peace and
stability (Liao 2010; Evans-Pritchard 2013). Germany was surrounded by other acknowledged
Great Powers on its borders. China, on the other hand, is in effect a civilization pretending to be
a state according to the oft-repeated observation of Lucian W. Pye (Zhang 2011, Pye 1990). Its
humiliation by Japan and the European powers is explained as occurring during a comparatively
brief period within the millennia of history during which China was paramount. This hostility to
imperialism became a defining feature of modern Chinese nation-state identity (Cottam and
Cottam 2001, 84).

In sum, scholars debate over whether or not US hegemony has been necessary to create a
permissive environment for postwar European integration (Schmidt 2008, 272-73). For East
Asia, for liberal intergovernmentalism to succeed, it is less likely to be effective if led by the East
Asian actors themselves. This political context of much greater state power inequality makes US
regional leadership a necessary, but not sufficient condition, for it to occur. US leadership can
override the security dilemma in Asia and provide the national security public goods that will
allow the serious possibility for liberal intergovernmentalism (Dong 2013). Germany’s defeat in
two world wars established that Germany did not have the power capability to integrate Europe
within an imperial status hierarchy with Germany at the pinnacle. That the Chinese authorities of
a developed nation state would be convinced that they are not the naturally preeminent power in
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Asia, solely by the power capabilities of only its own neighbors, is unlikely. The comparatively
overwhelming power capability base of China in East Asia makes prospective Cold War-type
containment of a belligerent Chinese government especially problematic. The Chinese authorities
have achieved relatively intensive integration into the global capitalist economy in comparison
with the USSR. These facts make the US adoption of an accommodation strategy more likely
(e.g. Currie 2009).

CONCLUSION

China began to move towards a de facto alliance with the US at the midway point of the Cold
War. Unlike NATO, the hub-and-spoke security system that the US created with its clients and
allies in Asia avoided the creation of an anti-Chinese club of states (Cha 2010). It avoided the US
allies’ horizontal integration around this raison d’etre. The consequences today include greater
potential for integration of China into an evolving Pacific regional security and economic system
in partnership with the US. The capacity to avoid promoting national social creativity and social
mobility in Asia on the basis of Chinese-US rivalry is therefore greater than during the Cold War
in regard to the USSR.
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“THE YOUNG AND THE RESTLESS”: GRAPPLING
WITH THE YOUNG CHINESE CONSUMER’S

MINDSET
Luding Tong, Marietta College

ABSTRACT

China will boast a population of almost 500-million young people under age 30 by 2015. The
sheer size of the Chinese youth market and young people’s discretionary income make this market
one of the most sought-after in the world. The status and continuing development of Chinese
youth culture is especially interesting to marketers and scholars worldwide. Recent media reports
depict Chinese youth as ‘restless,” and as experiencing an internal psychological conflict
between “private selves” and “public selves,” between “private identity” and “public
identity " (Griffiths, 2012). Few studies have provided analysis of the causes of this seemingly
“bi-polar” psychological state. The paper explores this situation by delving into the “core”
values of Chinese tradition in the context of China’s contemporary socioeconomic realities—
focusing on the paradoxical, conflicting, and even opposing cultural values that are rooted in
China’s past and present. Among the dilemmas are “standing out and fitting in,” “individual
freedom and society’s demands,” and “personal aspirations and limited opportunities.” This
paper will demonstrate that the ‘“restlessness” of contemporary Chinese youth is the logical
outcome of feeling trapped and directionless at the crossroads of the culture’s unshakable
Confucian values and group orientation, and the ever-shifting trends in individual consumerism
that China is embracing.

JEL: M31, M37, M38
KEYWORDS: China, Advertising, Global Marketing, Youth
INTRODUCTION: THE RISE OF CHINESE YOUTH CULTURE

The past three decades in China have witnessed the most rapid changes in society and the most
drastic adjustments in its social structure. Consumption has become one driving force behind the
country’s economic development. Having been banned for almost three decades, Chinese
commercial advertising was resumed in the wake of the country’s economic reforms that started
in late 1978. Since the ideological debates in the early 1980s on the “shoulds” and “should nots”
in the so-called Chinese “socialist consumer advertising” advocated by the Chinese government,
the advertising industry in China has grown to become the world’s second largest after the United
States, in terms of ad spending. With the changes in societal values, Chinese masses, particularly
young people, follow their own paths to pursue their dreams of happiness and success in different
fields, from business to sports, from fashion design to entertainment, investing new meanings in
their sense of self. Collectively, they have ushered in a multi-faceted new Chinese identity. In
taking on this new identity, Chinese youth perhaps are one of the most fascinating groups, in
terms of their cultural characteristics and their social, economic, and political impact on Chinese
society, and they have attracted studies by scholars and business professionals both in China and
abroad (Cingcade, 2008, Sun and Wang, 2010, Xi and Xia, 2006, and Jing Wang, 2005). The
significance of the impact of Chinese youth culture on society is multi-dimensional, but most
prominently seen in the following three areas: First is the vibrant Chinese youth market.
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Currently, in the explosive growth of consumption, 400 million Chinese teenagers and young
adults who were born in the 1980s and 1990s have stood out as targeted groups for global
marketers. Approximately a third of these 400 million young people are urban and are from
households with relatively high income. It is reported that China will boast a population of
almost 500 million people under 30 by 2015 (Bergstrom, 2012). The sheer size of the Chinese
youth market and young people’s discretionary income make this market one of the most sought-
after in the world.

Second is the complexity of the Chinese youth culture. Penetrating the gigantic Chinese youth
market requires insights and knowledge of the youth culture. The first generations of Chinese
young people have experienced the country’s unprecedented economic boom, open markets, and
capitalism (with “Chinese characteristics™). Similar to young people in Japan, South Korea, and
the United States, these Chinese young people grew up drinking Coca Cola, listening to Rock and
Roll, watching Hollywood movies, and wearing blue jeans. In other words, to many people,
contemporary Chinese youth are “westernized.” But close studies reveal that there is no easy
equation between the Chinese youth culture and that in other Westernized countries. Chinese
young people may look and act like their foreign brothers and sisters and share certain cultural
values, but as shall be shown later in the paper, Chinese youth, at heart, are still Chinese.
Situated at the crossroads between Western modernity and Chinese traditions, Chinese youth
culture provides insights for understanding trends and dynamics in the global youth culture. This
young Chinese market demographic is exerting, and will continue to exert in the foreseeable
future, a powerful influence in shaping global business and marketing strategies.

The third area of impact is the significance of Chinese youth culture in shaping Chinese society,
now and in the future. In 2010, nearly 30 percent of the 550 million industrial workers in China
are under 30 (Malcolm Moore, 2011). The sheer size of the Chinese youth workforce is affecting
Chinese society as a whole and shaping the direction of Chinese economic development.
Currently, China is reported to have about 150 million migrant workers. They build China’s
glittering skylines, clean restaurants and clubs frequented by the newly rich, and sew fashions
sold around the world. Among them, an estimated 100 million-plus were born after 1980
(Cingcade, 2008).

Chinese youth’s contributions to the country’s economy, however, are far beyond the
construction and the service sectors. It is well known that the Chinese youth population is savvy
in technology. Internet users in China increased from 33.7 million to 513 million at the beginning
of 2012. Among them, 256 million were young people (Bergstrom, 2012). Being the main force
of employment in science and technology, contemporary Chinese youth have become the
backbone of scientific and technological industry, high-tech enterprises, information network and
e-commence, and other new economic domains, playing a more and more important role in
China’s economic development and in its social advancement. The present study is intended to
facilitate further understanding of Chinese youth culture by highlighting the characteristics of
Chinese youth culture observed in existing scholarship. Following that, the paper will closely
examine the mindset of contemporary Chinese youth in the complex interplay between the
persisting values of Chinese tradition and the realities of a society going through rapid changes.

A Shift In Chinese Cultural Values

Let us first take a brief overview of the characteristics of contemporary Chinese youth as
highlighted by the work of contemporary scholars and business professionals. In 1979, as a step
toward population control, the Chinese government enforced a policy limiting families to one
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child per family. This policy is known as the “one-child policy,” and this only child was later
nicknamed “little emperor,” or xiao haungdi in Chinese. The little emperors grew up to become
the first generation of consumers in China’s market economy following the country’s economic
reforms. The book Advertising to Children in China begins with a vivid description of the
shopping behavior of contemporary Chinese “little emperors” depicted in a drawing by a nine-
year-old when he was asked to draw what comes to his mind when he thinks about going
shopping:

The youngster’s drawing shows him stepping boldly up to the toy counter of a department
store with a five-yuan note in his hand. It’s his money, and he is attracted to the sign
above the salesperson that reads, “Ship models on sale.” The sign to his right beckons
him with “Welcome. Visit Our Store.” What this youngster is saying in his drawing is
that he has money and he wants to spend it, in this case, on play items (Chan and
McNeal, 2004).

What the authors of the book try to tell the reader here is that Chinese youngsters today have the
privilege to spend their “own” money on their “own wants and needs.” The “one-child policy”
makes Chinese youth of special value in China’s consumerism. One survey shows that being the
focal point of Chinese families with the structure of 4-2-1—one child, two parents, and four
grandparents, this only child constitutes a large share of contemporary Chinese families’
consumption, resulting in a shift in China’s cultural values from traditional values to the values of
a modern consumer society (Sun and Wang, 2010).

A 2008 survey conducted by a group of business professors, headed by King-Metters and
Metters, shows significant changes in the degree to which individuals are integrated into groups,
as compared with the findings of the study of different cultures conducted by Geert Hofstede
some twenty five years before. The result in Hofstede’s research showed Chinese cultures were
very collectivist in the 1980s, while the recent survey by King-Metters and Metters indicates that
China today is very individualist. In addition, the King-Metters and Metters survey also shows
striking difference in “power-distance,” a cultural trend used by Hofstede to measure “the extent
to which the less powerful people accept and expect that power is distributed unequally.” The
power-distance in China today is scored in the King-Metters and Metters survey about the same
in the United States (King-Metters and Metters, 2008). The increasing value in individualism and
individuality is seen particularly in China’s post-1980 generations.

Similar to young people in the countries influenced by the West, contemporary Chinese youth are
generally characterized as being “open,” “free,” and “individual.” To them, life is about “me.”
Different from the older generations in China, they often say “I” instead of “we.” Self-realization
is one salient characteristic of the new “Me Generation.” The 1996 national survey of youth by
Chinese Youth and Children Research Center reveals that 77.5 percent of the youth consider the
realization of self-value as their life goal. The sentiments of “what I want, what I like, and who 1
am” are rising among Chinese young people. They ooze confidence and a sense of superiority.
They want to live their life according to their own ideas and dare to pursue success, excellence,
and new things. Youngsters engage the world in new ways and pursue a “good life.” They
search for personal fulfillment, enjoying a lifestyle their parents could not have imagined. The
sense of individuality and self-consciousness of this highly “liberated” young generation is
acutely reflected in the expressions of “personal taste,” “personal expression,” and “personal
identity” (shihe wo, zhanxian wo, wo jiu shi wo) that are popular among contemporary Chinese
youth. (Guo Jinjin, 2006)
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“The Young and The Restless”: the Complexity of the Young Chinese Consumer’s Mindset

Yet, underneath the fagade of being open, free, and individualistic, recent media reports depict
Chinese youth as “restless” and as experiencing an internal psychological conflict between
“private selves” and “public selves,” between “private identity” and “public identity” (Griffithis,
2012). While the phenomenon of “restlessness” among Chinese young consumers has been noted
in general, few studies have provided in-depth analysis of the causes of this phenomenon. The
present study delves into the “core” structures of Chinese traditional beliefs and values in the
context of contemporary social-economic realities, and will demonstrate, in the sections to
follow, that Chinese young people’s “restlessness” can be explained by the paradoxical,
conflicting, and, sometimes, even opposing cultural values deeply rooted in Chinese tradition and
its current realities. Among the dilemmas facing Chinese youth are “standing out and fitting in,”
“individual freedom and society’s demands,” and “soaring aspirations and limited opportunities.”

“Standing Out and Fitting In”

In an advertisement published in Modern Advertising titled “Just Want to Stand Out,” a doggerel
is printed on the T-shirt over a young man’s robust body. Faceless, the young body, however, is
full of life and energy, with a flock of thick black hair anxiously growing out from the collar of
the T-shirt. The doggerel reads:

Just Want to Stand Out!

Use your head, night after night.

Apply yourself, head down, buried between your shoulders.
Creativity trampled, you bow your head, with secret hate.
Are you willing to capitulate forever?

Are you willing to work yourself until your head turns gray?
Come, seize the opportunity to hold your head high,

While you are still young.

Young and eager to emerge, the image and the doggerel advertisement capture the mentality of
contemporary Chinese young people and their psychic need to seek identity. According to Jib
Fowles, most advertisements can be understood as having two orders of content. “The first is the
appeal to deep-running drives in the minds of consumers.” The second is information regarding
the goods or service being sold—such as the product’s name, its manufacturer, and its functions.
Fowles asserts that by giving form to people's deep-lying desires, and by picturing states of being
that individuals privately yearns for, advertisers have the best chance of arresting attention and
affecting communication (Folwes, 1998). Successful advertising plays with a product’s
“emotional” functions to the consumer, by associating commodities with feelings and emotions
that the Chinese consumer finds attractive.

In anticipation of emerging customer needs, smart marketers search for the soul of Chinese young
consumers in order to sell their products by interweaving the actual and the imagined and
perpetuating the myth that consumption would make one’s dreams come true. Feeding on the
cagerness of Chinese youth to “stand out,” contemporary Chinese advertising offers a world of
success through consumption: The product is depicted as a symbol of wealth and status. The
advertisement assures the audience that purchasing the product would bring power and self-worth
and would provide a navigational guide for the voyage from the torturous present to the ideal
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future. Chinese love to win and admire big winners. Climbing society’s ladder to the top is the
ultimate goal in life for contemporary Chinese, particularly for Chinese young people, at all social
economic levels. Yet, seeking advancement in society and being successful is by no means a new
aspiration for Chinese.

In fact, success and advancement in society have been a primary drive for Chinese under
Confucianism, and a noble calling by the government under Mao Zedong’s regime. However, the
definitions and concepts of “success” have undergone changes over Chinese history. In
Confucianism, being successful means mastering Confucian classics and passing civil service to
secure a position at the imperial court. Communist ideology advocates adhering to Communist
doctrines to serve the people and the country. Since the economic reforms, mandated by Deng
Xiaoping’s proclamation to “let some people prosper first,” acquisition of wealth has become the
newest and most worthwhile pursuit for Chinese men and women. Being held back for decades
by Mao’s dictatorship, contemporary Chinese are eager to become the first in the brave new
world of material wealth. Despite the changes in the definitions of success, seeking to become
established in society is a primary purpose in life—this Chinese characteristic remains
unchanged. Desire for attainment and a sense of urgency depicted in the “Just want to stand out”
doggerel mentioned earlier is echoed in the famous Confucius accounts of the sage’s progress and
attainment as man: “At fifteen, [ set my heart on learning; at thirty, I stood firm; at forty, I had no
doubts; at fifty I understood the Decree of Heaven; ...” (The Analects, Book 1I). Likewise, life’s
purposefulness and urgency are expressed in Mao Zedong’s c¢i poem composed in 1963: “Ten
thousand years are too long. Seize the day, seize the hour.” What merits attention, however, is
that the desire to “stand out” is not all we see in Chinese youth’s psychic search for identity and
success. In his article “What the Chinese Want?” Tom Doctoroff, the North Asia director and
Greater China CEO for J. Walter Thompson, succinctly points out that Chinese individuals “are
driven by an ever-present conflict between standing out and fitting in, between ambition and
regimentation” (Doctoroff, 2012). Chinese youth show a strong sense of belonging and social
acceptance while seeking individuality from their peers. Research based on advertisements in the
Chinese version of International Advertising, 2007-2009 by my Chinese visual culture class in
2009 found that the three most frequently appealed desires to Chinese during this period were:
need for prominence or achievements, need for affiliation, and need for security.

This phenomenon of seeking belongings is evidenced in Chinese youth’s fanaticism in joining
clubs and online shopping. Cultural clubs have mushroomed in today’s China. Music clubs are
particularly popular. However, as Jing Wang has pointed out, the majority of Chinese youth see
music primarily as an entertainment rather than as a vehicle for serious self-expression. Music
club culture flourishes in China’s first and second tiers of cities because young people use clubs
as a networking venue where they party for fun and for “a quick accumulation of human capital”
(Jing Wang, 2005). Online shopping is another new phenomenon in contemporary Chinese
consumer culture, with about 300 million new shopping choices online. For Chinese youth,
exploring online marketplace goes beyond the practical need to cut through the clutter in making
purchase decisions. Online shopping is an emotional need to fit in and feel that one’s choices
connect one to the right group of people, even as one tries to stand out with a style of his/her own.
For young consumers in China, “the starting point for shopping is shifting from advertising,
brands, and retailers ... to people” (Caplan and Yu, 2012).

While the attribute of being ambitious and competitive is a Confucian virtue mandated by society,
Chinese people, on the other hand, consider another set of Confucian ideals also of the utmost
importance—harmony in society and human relationships, being humble, and conformity.
Confucius defined human relationships as “Ruler-Subject, Father-Son, Husband-Wife, Big
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Brother-Younger Brother, and Friend-Friend.” In these Five Relationships, the senior and the
male set rules for the junior and the female, while the junior and the female must respect the
senior and male, and must be obedient. In other words, Chinese are social beings and must know
their places in society, their boundaries and duties, and must co-exist with each other in harmony.
As the Japanese say that “the nail that sticks out gets hammered down,” the Chinese wisdom says
“birds at the head of the pack get shot down.”

Daoism is another school of philosophy in China and has significant influence on the Chinese
way of life. The phenomenon of Chinese young people feeling impelled to go with the flow
could be explained in the Daoist idea of non-action, or wuwei. Daoism believes that the ultimate
Way of the Universe is to follow the course of Nature. “Water travels in its own way when it
arrives at the head of the bridge.” Forcing things to happen will destroy the balance in Nature
and will be catastrophic. In Jing Wang’s study, Jian Cui, the idol of Chinese linglei youth, or
society’s radical outcasts, contradicts himself during the interview, saying “... Too much self-
exposure is not good. I believe in an old Chinese saying, ‘whenever water comes, there is a
channel for it,” after he has expressed his desire to become an established researcher on music.
Another young music fanatic sees himself in a similar way, saying “Those who are content are
happy. I don’t like big ups and downs.” Still another wants to learn “how to position himself in
the middle for perfect balance” (Jing Wang, 2005). Being small is virtuous and beautiful. “My
humble self,” or “my humble surname” are expressions commonly used by Chinese to refer to
themselves, even by the imperial emperors and Mao Zedong.

Individual Freedom and Society’s Demands

Closer examinations of China’s reality today would show that new paths are hard to break. One
daunting challenge for Chinese young people is how to balance their individual ambitions with
their sense of family responsibilities and society’s demands. Tom Doctoroff has pointed out,
“[Chinese] individuals have no identity apart from obligations to, and acknowledgement by,
others” (Doctoroff, 2012). In pursuing success and self-satisfaction, China’s individuals cannot
shake off regimented social structures. Ambitions are interwined with individuals’ irrevocable
responsibilities to family and society. Contemporary Chinese—man, woman, old, and young—
are, as ever before, under enormous pressure to bring honor to the family, or guangzong yaozu
(glorify the ancestors). This Chinese “characteristic” has not changed. Parents are mandated to
provide their children a bright future. A survey carried out by the Economic Situation Monitoring
Center under the National Bureau of Statistics in 2001 revealed that education had become a
significant part of household expenses, consisting of 10 percent of a Chinese family total
household expenses. Education consumption has become a new hot spot for Chinese household
investment (Xi and Xia, 2006). Little emperors and princesses are scared of being a
disappointment to their families when they grew up.

When China’s little emperors grow up, they eventually have to face challenges in the real world.
The Frontline’s film Young and Restless in China tells the story of the emotional dilemma of a
young market executive who comes from an affluent Beijing family. This successful business
woman tells the interviewer that for years, she has struggled to find herself, to move out of the
shadow of her parents, and to sort out who she is and what her values are. Her parents are
renowned scholars and put pressure on her to succeed academically. She recalls that the
atmosphere at home was so oppressive that when she was applying to college she only chose ones
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outside of Beijing. College is the opportunity to liberate herself and she could finally be herself
(Young and Restless in China, 2008).

At Marietta College where I teach, many international students from China feel equally
oppressed, even though they are thousands of miles away from home. Quite a number of them
come to Marietta College to fulfill their parents’ dreams. The family provides financial support
for the young person’s education. The students choose their major and their career based on their
parents’ wishes. One student told me that his heart was with the humanities, but, to please his
parents, he majored in accounting, then switched to finance, then to international business—only
to feel miserable. Recently, he decided to follow his heart and declared his major in Asian
Studies, but without his parents’ knowledge. A number of female Chinese students at Marietta
College are depressed because they are under pressure to drop out of college before they receive a
college degree, and return home to get married to help with their family business.

To an extent, education for young Chinese women is a double-edged sword. Girls still are
distinctly second-class citizens, particularly in rural areas. When families with limited resources
have to make a decision about which child to be sent to school, it is always the son, because,
traditionally, when young women marry, they leave their natal families to live with their
husbands’ families. Young girls are expected to sacrifice their own interests to support their
family. Many women who do hold higher education degrees face another kind of dilemma: they
are difficult to marry, because most Chinese men do not want to marry a “strong woman,” or nii
giangren. To put it in another way: many Chinese young women have their lives complicated
several ways: First, they are facing the pressure (like their brothers) to be successful and to bring
honor to their families. Second, in family decisions, they are more likely to be asked to make
sacrifices and give the opportunities of education to their brothers, in the name of the family
interest. Third, those who do get the chance to become educated, face the danger of becoming
“unmarriageable,” which is equally unacceptable by China’s norms today.

According to Confucianism, filial piety is the root of all virtues. However, taking care of aging
elderlies has become increasingly challenging for Chinese young people. Aging population is
another pressing problem in China and will have significant impact on Chinese youth, urban or
rural. China is aging rapidly, largely due to the “one-child policy” enforced by the Chinese
government since 1979. It is reported that by 2030, China will have more people over 65 than the
entire population of the United States. China joined the world’s aging countries in late 1990s,
with those over 60 reaching 126 million, accounting for 10 percent of the country’s population. It
is predicted that by 2020, the percentage of China’s senior population will rise to 11.8 percent. In
1990, the percentage of the Chinese working population caring for the aged was 13.7 percent; in
2000, it rose to 15.6 percent; in 2025, it is estimated to grow up to 19.46 percent; and by 2050,
48.49 percent. In other words, the per capita burden has risen from 20 to 25 percent in the past to
the present 50 percent; and will rise to 100 percent by 2050 (Xi and Xia, 2006). As a release from
the pressure cooker of daily life, Chinese young people spend more time online than youth in
many other countries. Marketers use products as relief of anxiety.

Emotions are evoked in advertisements to offer the consumer a world of imagination, a utopia, or
a world of spiritual transcendence and freedom from anxieties. Li Ning Corporation positions
sports as relaxation, not a platform for competition. In their TV commercials, text floats across
the screen: “Goodbye fatigue, goodbye toil, fear and fat...Yesterday’s worries are over”
(Doctoroff, 2005, p. 69). Pizza Hut’s ad asserts that Pizza Hut provides the number-one place for
pastimes and for entertainment. Starbucks promotes the idea of its coffechouse as a Third Place,
or di san kongjian. This di san kongjian position plays with the word kong in Buddhism, which
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means “emptiness.” The Buddhist “emptiness” invokes detachment or being free from desires or
worries. Thus the Third-Space motif is aimed to create peace and tranquility: a cup of Starbucks
coffee drunk in situ will liberate your spirit from the mundane. In short, Chinese younger
generations are highly restricted by the price of the new paths to success in their pursuit of
material rewards, facing pressures in an increasingly competitive society.

Soaring Aspirations and Limited Resources

With the importation of Western-style advertising and foreign goods to China, life for the
Chinese has been a dizzying whirl. China’s economic miracle since the 1980s has been widely
acknowledged. China’s new middle-class consumers have enough disposable income to purchase
non-essential goods. In other words, they can afford to make purchases based on what they
“want,” not just on what they “need.” Emotions and attitudes of the men and women seek the
Western Other as China’s possible alternative future. During the 1990s, China’s elites liked to
gather on the Bund in Shanghai for Western food and at outdoor café’s, bistros, and boutiques
that had a foreign cachet, and did not hesitate to show off their newly acquired products of
Western brands, such as Armani and Louis Vuiton.

With the liberation of retail law, China’s luxury market has ballooned to more than US$2 billion
in annual sales in the first decade of the twenty-first ccentury, with 20 percent annual growth
through 2008. Major luxury retailers, such as LVMH Louis Vuitton Moét Hennessy and Prada
Group NV operate their own stores in China. A 300,000-square-foot Saks store started its
operations in the historic waterfront Bund district of Shanghai in 2008. All these, says a report in
The Wall Street Journal represent “a wave of development in China’s luxury sector—rich
Chinese are seeking a greater appreciation of what their newly minted wealth can bring” (Ernst &
Young, 2006).

The phenomenon of excessive and competitive consumption, or dou fu in Chinese, can be
explained by the Chinese belief in the role of luxury spending in social construction and class
distinction. Consumption in post-Mao China does not sound as derogatory as it does in the West.
It symbolizes modernity. Acquisition and consuming material goods tastefully have become an
intrinsic part of modern living and a validation of one’s high social standing in China. To a
certain extent, youth are encouraged to demonstrate their role as consumers. As previously
explained, the 4-2-1 family structure has resulted in the current situation that six family members
indulge over the only child in the consumption of luxury goods. Thanks to China’s booming
economy over the past decades, the post-80s were given a broader spectrum of choice than their
parents could have ever imagined possible. As China is transforming itself from a production-
centered communist society to a capitalist consumer society, youth are encouraged to explore
definitions of modern Chinese-ness by demonstrating their capabilities in consumption. When
private cars, real estate, and luxury brands become available, youth are quick to claim them as
their own status markers. Those commercial goods offer golden opportunities for marketers to
explore ways in navigating young Chinese consumers in their move to the psychic haven of
consumption, and to ensure that the marketers are in the driver’s seat in Chinese youth’s
“Consumer’s Happy Express Train” (xiaofeiqun de xingfu banche). Commercial advertisements
further validate Chinese youth’s belief that immediate success and luxury are consummated with
goods and labels. In his book Foreign Advertising in China, Jian Wang describes a visual
confrontation of an “upscale” and “cool” Hennessy brandy commercial displayed in downtown
Beijing:
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Displayed on the billboard are three “heroes”—a Caucasian man, a Caucasian woman,
and a Hennessy bottle set against the backdrop of a peaceful blue sea. The dark-suited
man, glass in hand, is posed in the middle of the background. In the left foreground,
barely visible in the scene, the woman is showing only a shoulder draped in a beautiful
scarf. On the right is the big Hennessy bottle, with its shape and texture occupying
almost a quarter of the billboard space. Between the back and the front is a row of
Greco-Roman arches. The ad caption written in Chinese characters reads, “Hennessy.
The original X.0.” (Jian Wang, 2000).

However, excessive consumption collides head-on with China’s tradition of frugality and with
China’s reality today: not everyone can afford the price of success. The surreal world of
tranquility, luxury, sophistication presented in the Hennessy commercial is a dream land for
millions of Chinese. To be more accurate, it is a land that is beyond the imagination for ordinary
Chinese men and women. While many Chinese are benefiting from the country’s booming
economy, many are not. China’s highly competitive, consumption-driven environment inevitably
forces many to the bottom. A Gallop survey shows that while Chinese buyers are many, and
incomes are rising, most citizens remain too poor to purchase what they want. China today has
the world’s widest chasm of “haves” and “have-nots.” Unlike their lucky 10 percent middle-class
cousins, 1.2 billion out of the 1.3 billion Chinese lead a modest life, struggling through sweat and
toil to cover just the basics at the time of the survey (McEwen, et.al. 2006). Underneath the
facade of glory, freedom, and happiness portrayed in contemporary Chinese advertisements, there
is tension between big dreams and lack of opportunities.

A typical fairy tale conclusion is “... and they all lived happily ever after.” The happy-ending
conclusion of the modern Chinese fairy tale, however, remains to be seen. China’s reality seems
to allude to another type of fairy tale—the Cinderella story. When the midnight clock chimes, the
coach will give way to a pumpkin; the beautiful princess in elegant attire will be dressed in rags
and return to scrubbing floors on her hands and knees. A mirror image of the desire for the best
and fear of the worst in the contemporary Chinese youth psyche is seen in the picture of a mirror
image displayed on the NPR Morning Edition web site, depicting a young saleswoman showing a
luxury apartment on the suburb of Shanghai. The picture juxtaposes a washing basin decorated
with 24-carat gold in front of a mirror and a mirror reflection of an expressionless saleswoman in
modest clothing staring at the basin. What is reflected in the mirror is not just the sales woman
and the basin, but a glimpse of the disparity between the rich and the poor that is the reality in
China today. Developers invested US$24 billion in residential housing in the first quarter of
2006, but only 3 percent of that was spent on low-income housing, as reported in the NPR
Morning Edition report (Lim, 2006). The housing market in China today is not catering to the
masses, but to the privileged few. This is illustrated in the caption on a billboard advertisement
for Tomson Riviera Apartments that I passed in the heart of Shanghai’s prestigious Lujiazui
financial district, which tempts the observers to join “the elite and own a [Tomson Riviera]
apartment.”

CONCLUSION

It has been argued that “it is necessary to distinguish elements of a culture that are central and
invisible (e.g., cultural values) from those that are peripheral and visible (e. g., behaviors) because
the former are likely to be more resistant to change” (Rosenthaland and Feldman, 1992). In other

9, Gc

words, a culture’s “core” values and its individual’s cultural identity may be less likely to change
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than the individual’s behavior, such as his or her hobbies, taste in food and fashion, or
consumption.

As illustrated in the present study, in contemporary China, aspirations are growing. Opportunities
are limited. How to survive in a very competitive society preoccupies the Chinese mind. But the
anxiety that contemporary Chinese are experiencing goes beyond the fierce competition in
society. In this brave new world, millions of contemporary Chinese find that their privileges,
values, education, work ethics—and the honor that they used to find in their lives and
behaviors—are disappearing. Under these circumstances, all segments of Chinese society have
been “restless”—struggling to find a new identity that will provide a new source of societal and
personal stability and a new source of societal and personal purpose. The Chinese youth segment
of society has experienced this restlessness primarily as a struggle to define their larger social role
(“public identity”) and to define their individual selves (“private identity”’). China’s “one-child
policy”—under which, typically, six adults become the economic and social underpinnings for
the launch of each new child into the society—has provided the impetus for the creation of
contemporary Chinese youth culture. Chinese youth culture is grounded along two dimensions:
the search for personal expression of individual identity, and the need to find one’s place in the
larger society—‘‘standing out” and “fitting in.”

The dynamic created by the interaction of these two forces at work on the psyche of young
Chinese has enabled a shift in cultural values among Chinese youth, away from traditional
Confucian and Maoist values toward the values of a modern consumer society: knowing one’s
social position by what one can afford to display, and knowing one’s self by the consumer
products one chooses to acquire. This has resulted in a phenomenon in which Chinese young
people find that while they relinquish some behavioral elements of their cultural origin with
increasing acculturation to the Western consumerism, the “essence” of Chinese culture, or
Confucianism, as represented in such characteristics as filial piety, family, and conformity
persists over time. Often, they feel their individual desires are being overshadowed in their real-
life situations and their voices are being silenced. Chinese youth’s “core” Confucian self
demands Chinese young consumers be “collectivist” rather than “individualist,” and
“interdependent” rather than “independent.” International consumer-goods companies—and more
recently, their Chinese domestic counterparts—have recognized this psychic state in the Chinese
youth demographic, and increasingly, have been focused on exploiting it. The lessons learned in
the Chinese consumer market will be applied, with appropriate modifications, to other developing
markets as well.
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ABSTRACT

Poverty is a concept that applies to all humans and more seriously people in the developing
world. The deadly effect of poverty on the poor people necessitated a worldwide research into
ways of reducing its impact. An important tool in fighting poverty is microfinance which has gain
prominence over the last few decades in countries hardly hit by the menace. Studies have shown
that microfinance has chalked certain successes regarding poverty reduction. Other school of
taught argue that microfinance has not had the much touted impact. This study ascertained the
impact of microfinance on poverty reduction in Ghana. The study employed economic and social
variables such as individual income, household growth, access to education, housing and
participation in social and religious activities as benchmarks for measuring the impact.
Questionnaires were administered to 60 customers and beneficiaries of microfinance products of
two major microfinance institutions in Ghana, Opportunity International Savings and Loans Ltd.
and Sinapi Aba Savings and Loans Company Ltd. The study found a positive relationship between
microfinance and the benchmark variables and recommended training for beneficiaries to ensure
efficient use of funds and the creation of sound political and economic environment so
microenterprises can thrive.

JEL: O1, 02
KEYWORDS: Microfinance, Poverty Reduction, Impact Assessment, Ghana
INTRODUCTION

Poverty has become an albatross hanging on the necks of most countries and individual
households on the globe especially in developing countries. About one billion people globally
live in households with per capita incomes of less than one dollar per day (Morduch, 1999). The
grave economic and social impact unleashed on the poor in developing countries led to the keen
interest on the part of donors, policy makers and practitioners working hard to expand access of
the poor to microfinance. Even though, microfinance disburse small amounts, if properly
harnessed can have knock-on effect and contribute significantly to the wellbeing of the poor.
Microfinance can increase investment among the poor and hence, empower them economically.
Currently, the focus of microfinance is no longer on credit for investment in micro enterprises but
the attention of the entire microfinance community is on the diverse needs of clients, the broader
financial ecosystem and the transformational nature of technology (World Bank Handbook on
Microfinance, 2013). The objective of microfinance is not only providing credit for the poor to
fight poverty but it is to create institutions that will deliver financial services to the poor who are
ignored by the conventional commercial banks (Otero, 1999).
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In Africa and other developing countries microfinance institutions (MFIs) are seen as the main
source of finance for microenterprises (Anyanwu, 2004). In Ghana, microfinance institutions
came up to fill a gap created by the refusal of the traditional commercial banks to give credit to
microenterprises. While traditional commercial banks provided credit based on collaterals,
microfinance institutions (MFIs) provide credit to the poor who do not provide collaterals. Adjei,
(2011) observed that for most micro and small entrepreneurs in Ghana the lack of access to
financial services is a critical constraint to the expansion of viable micro enterprises. According
to Aryeetey, (1994, 1996) only six percent of the population have access to formal financial
services with majority of the population denied access. Interestingly, about 91% of the
economically active of the population in Ghana is employed in the informal sector (UNDP 2007),
ironically it is this active and major part of the population that is denied credit. Given the
devastating effect of poverty on the people of Ghana, successive governments since the 1980s
have introduced medium-term national development policy framework to direct the
implementation of development plans in sectors and districts aimed at reducing poverty and
improving the social wellbeing of the people. There was the Economic Recovery Program (ERP)
introduced in 1983 and backed by specific programs such as the Program of Action to Mitigate
the Social Cost of Adjustment (PAMSCAD) and the Ghana Vision 2020. These programs were,
however, unsuccessful (Asenso-Okyere et al, 1993). Further on, the Ghana Poverty Reduction
Strategy (GPRS I, 2003-2005) was formulated to enable Ghana to benefit from a significant
measure of debt relief under the Highly Indebted Poor Country (HIPC) and to position the
country in an improved macroeconomic environment to address critical issues of poverty on an
emergency basis. Under GPRS I, special social programs were put in place targeted at the
vulnerable and the excluded. (IMF Report on GHANA July 2012). With respect to this, the GPRS
I reflected a policy framework that was directed primarily at achieving the anti-poverty objectives
of the UN's Millennium Development Goals (MDGs).

The success of this social intervention program was mixed results on the impact of policy
interventions to reduce poverty. These included service delivery constrains and the persistence of
regional differences in the distribution of key outcomes in the health and educational sectors.
Against this background the GPRS II was adopted and implemented over the period 2006 and
2009 with emphasis on growth as a means to accelerate poverty reduction and to eliminate the
worst manifestation of poverty, social deprivation and economic injustice, from Ghanaian society
(IMF, 2012). Following the GPRS II, the government introduced the Ghana Shared Growth and
Development Agenda (GSGDA 2010-2013) to achieve a sustain macroeconomic stability while
placing the economy on a higher path of shared growth, and poverty reduction. All these steps
were attempts by the government of Ghana to fight poverty which has rendered 28.5% of the
Ghanaian population poor and live below the poverty line (World Bank Report, 2006). Most of
the poor are found in the informal sector characterized by lack of access to credit, which cripples
the development and growth of that sector of the Ghanaian economy. IMF May, 2003 country
report observed that weaknesses in the financial sector that restrict financing opportunities for
productive private investment are a particular impediment to business expansion in Ghana.

Microfinance is, therefore, seen as a financially sustainable instrument capable of providing
capital for and ensuring growth and sustainability in the private informal sector ignored by
traditional commercial banks. Microfinance in Ghana is, however, plague with a lot of
challenges; poor recovery rate, lack of capital for sustainability, inadequate credit delivery and
management, inability to reach the vulnerable and the marginalized, regulation and supervision
problems as well as high turnover of MFI staff. As to whether microfinance has been able to
reduce poverty among the beneficiaries of its products is the cap of this study. Social and
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economic variables that will be employed include individual income, household growth, and
access to education, housing as well as participation in social and religious activities.

Objectives of the Study

1. To assess the role of Microfinance Institutions in reducing poverty in Ghana.

2. To examine how the beneficiaries use the lending facilities.

3. To ascertain how microfinance products affect income levels, education and family growth of
beneficiaries.

4. To make recommendation for effective delivery of microfinance products and services in
Ghana.

Research Questions

—

What role do MFT's play in poverty reduction in Ghana?

2. How do beneficiaries use microfinance facilities?

3. Is there a significant relationship between microfinance and income levels, education and
family growth of beneficiaries?

4. Are the expectations of the poor met through microfinance interventions in Ghana?

LITERATURE REVIEW

According to Oterro (1999), microfinance is the provision of financial services to low-income
poor and very poor self-employed people. To Ledgerwood (1999), these financial services are not
limited to savings and credit but include other financial services such as insurance and payment
services. Robinson (2001) defined microfinance as the supply of loans, savings and other basic
financial services to the poor. To Irobi (2008), microfinance developed as an economic
development model intended to benefit the low-income part of the society, both men and women.
Schreiner and Colombet (2001) defined microfinance as the attempt to improve access to small
deposits and small loans for poor household neglected by banks. Thus microfinance is the
provision of financial services such as credit, savings, and insurance to the poor who cannot
access such services from the formal financial sector. Microfinance has been credited with
improving other financial outcomes including savings and the accumulation of assets as well as
non-financial outcomes such as health, food security, nutrition, education, women's
empowerment, housing, job creation and social cohesion (Afrane, 2002; Barnes, 1996; Barnes
and Keogh, 1999; Beck, Demirguc-kunt, & Levine, 2004; Hietalahti & Linden, 2006; Hossain &
Knight, 2008; Odell, 2010.

Poverty is a concept that applies to all humans and more seriously people in the developing
world. The deadly effect of poverty on the poor people has necessitated a worldwide research into
ways of reducing its impact. Basically, poverty is defined as the deprivation of basic necessities
of life such as food, shelter, accommodation, and clothing. At a UN Summit on social
development 'the Copenhagen Declaration' (1995) poverty was described as a condition
characterized by severe deprivation of basic human needs including food, safe drinking water,
sanitation facilities, health, shelter, education and information. To the (World Bank, 2002), a
person is said to be poor when his or her consumption level falls below the poverty line of $1 per
day. Narayan et al (2000) identified poverty as being complex and interwoven, including a
material lack and need for shelter, assets, money and often characterized by hunger, pain,
discomfort, exhaustion, social exclusion, vulnerability, powerlessness and low-esteem. In Ghana,
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poverty is identified as a composite of both personal and community life situations where on the
personal level, poverty is reflected in an inability to gain access to basic community services
(Batse et al 1999, Nsiah-Gyabaah, (1998). The Ghana Living Standards Survey (GLSS) of 2005
to 2006 defines poverty using an economic index, where the poor are seen as those "subsisting on
a per capita income of less than two thirds of the national average" (Ghana Statistical Service,
2006).

Studies on poverty levels in Ghana reveal that poverty s multidimensional (Nkum and Ghartey,
2000) and vary from rural to urban people, the young and the old as well as men and women. To
the rural people poverty means lack of food, insecurity, infertility, unable to participate in social
activities while urban dwellers see poverty as lack of employment, inadequate social services,
lack of capital as well as lack of skills training (Appiah, 1999, Nkum & Ghartey,2000). Men in
Ghana associate poverty with lack of material assets, whereas for women, poverty is defined as
food insecurity. The young in Ghana consider the ability to generate an income as the most
important asset, whereas older men cite as most important the status connected to a traditional
agricultural lifestyle (Ghana, 1995).

Morduch (2002) carried out a study on microfinance and poverty reduction using independent
variables such as assets, education, microcredit, family size and income of household as
dependent variable. The study employed the Consultative Group to Assist the Poor (CGAP)
poverty assessment tools. The findings revealed a positive impact of microfinance on poverty
reduction. According to Littlefield, Morduch and Hashemi (2003) there have been increases
income and assets, and decreases in vulnerability of microfinance clients. They made reference to
projects in India, Indonesia, and Uganda that have been able to reduce poverty among the poor
and improve their general wellbeing.

Asemelash (2002) in Ethiopia confirmed a positive impact of microfinance on beneficiaries as
compared to non-beneficiaries. He showed that microfinance has impacted positively income,
asset building, and access to schools and medical facilities in the study area. Goldberg (2005)
observed that with the introduction of microfinance in Bangladesh, the poor no longer remained
as poor. Mawa (2008) confirmed that microfinance is an innovative step towards alleviating
poverty. In Ghana, evidence exists on the positive impact of microfinance and generally on
women empowerment, increase in respect and decision rights within the family as well as
increased self-esteemed (Cheston and Kulhn, (2002). To other writers, microfinance is a poverty
alleviating tool, though it cannot solve the problem of poverty overnight. Brownstein, Fleck,
Shetty, Sorensen, & Vadgama (2007). Siddiqi (2008) was not sure whether microfinance has a
positive or negative impact.

DATA AND METHODOLOGY

The research design employed in the study was the descriptive research with particular reference
to the case study method. The study was conducted to ascertain the impact of microfinance
products on beneficiaries of such lending facilities in the Sekondi-Takoradi Metropolis of the
Western Region of Ghana. The population consisted of beneficiaries of microfinance products
from two major microfinance institutions- Sinapi Aba Savings and Loans Company and
Opportunity International Ghana Company Ltd operating in the metropolis. Opportunity
International Ghana Ltd was chosen because of its strategic location in the area; it is branched at
the Market Circle close to the market with a lot of the market women and petty traders as its
customer base. Again, it is one of the world’s largest microfinance organizations with a very large
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client base. Sinapi Aba Savings and Loans Company previously Sinapi Aba Trust is also a
microfinance institution noted for providing lending services to poverty communities in Ghana.

A sample size of 60 beneficiaries was selected based on purposeful sampling technique with the
help of operation officers of the microfinance institutions. This helped to ensure effective
coverage and reduce time spent and cost as well. The main instrument used for gathering data
was a structured questionnaire titled ‘’Microfinance and Poverty Reduction in Ghana; Evidence
from Policy Beneficiaries.”” The questions were structured with the objectives of the study in
mind. It consisted of items that generated data for answering the research question. The
questionnaire had three sections; Section A covered the demographic information, Section B
captured questions on type, purpose, size, duration and motivation of the facility. Section C
concentrated on the impact of microfinance on specific social and economic variables such as
income levels, education, family growth as well as participation in social and religious activities
among beneficiaries. Validity of the questionnaire was confirmed by relying on the comments of
two experience experts. The reliability of the questionnaire was confirmed through the inter-rater
reliability method. The demographic information of the respondents is presented in Table 1.

Table 1: Demographic Information of Respondents

VARIABLES CATEGORY FREQUENCY PERCENTAGE FREQUENCY PERCENTAGE
(%) (%)
Gender Males 12 40 5 16.7
Females 18 60 25 83.3%
Educational Junior High School 19 63.3 16 533
Level Senior High School 5 16.7 10 333
Higher National Diploma 2 6.7 4 13.4
Bachelors 4 13.3 - -
Master - - - -
Occupation/ Petty Traders 13 433 18 60
Profession Market Women 8 26.7 7 23.4
Farmers / Fishermen 2 6.7 1 33
Transport Owners 3 10 1 33
Teachers. 4 13.3 3 10
Age 21 —30yrs 4 13.3 2 6.7
31-40Yrs 16 533 11 36.6
41— 50yrs 7 23.4 10 333
51 — 60yrs 3 10 7 23.4

This table shows the demographic information of the respondents of the two microfinance institutions. On the left are those of Sinapi

Aba Savings and Loans Company Ltd and on the extreme right are those of Opportunity International Savings and Loans Company
Lid.

RESULTS AND DISCUSSION (SINAPI ABA SAVINGS AND LOANS COMPANY LTD.)

Purpose of Loan

When the respondents were asked of the purpose of the loan, 53% of the respondents reported
business expansion and 37% said they contracted the loan to start their businesses. The remaining
10% used the loan for paying school fees of their children. This shows that a larger portion of the
respondents depended on micro finance for business start-ups and expansion. Hence, their very
survival depended on microfinance. This re-echoes the importance of microfinance to the
vulnerable and the poor who cannot access funds from the traditional commercial banks.
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Table 2: Purpose of Loan

PURPOSE FREQUENCY PERCENTAGE
Start a business 11 37
Expand a business 16 53
Pay school fees 3 10

Pay house rent - -
Family upkeep & growth - -
TOTAL 30 100%

Benchmark Variables: Education, Income Level, Family Growth, Asset-Housing, Level of
Participation in Social & Religious Activities.

The study found an improvement in the level of education and the general skill level of
respondents and family after microfinance. 80% of the respondents confirmed this. The remaining
20%, however, said there were no changes in the education and general skill level for themselves
and family after microfinance. None recorded a decrease in educational level and general skill
level of respondents and family. Most of the respondents reported no change in their level of
participation in social and religious activities after accessing microfinance. 83% of the
respondents confirmed this. The respondent said that even though they access microfinance it has
not impacted their level of participation in social and religious activities. Further, most of the
respondents said they belong to one or two religious and social organizations and that their
membership was not triggered by micro finance. 5 respondents representing 17%, however, said
their level of participation in social and religious activities improved after microfinance. None of
the respondents recorded a decrease in the level of social and religious participation. 28 out of the
30 respondents reported of an improvement in family growth rate after micro finance. This
represents 93% of the total respondents. With regard to the specific areas of growth within the
family, 47% recorded improvement in family health, 26.5% each reported improvement in
housing as well as food and security. None of the respondents reported improvement in security.
Table 3 further shows changes in income after the respondents accessed microfinance. 21 out of
the 30 respondents representing 70% of the respondents confirmed an increase in their income
levels after accessing microfinance. The remaining 30% said that their income levels did not
change even after accessing microfinance. None of them recorded a reduction in their income.
This data confirms the positive relationship between micro finance and income levels as found by
Morduch (2003). With asset-housing, respondents were asked of changes in asset-housing after
accessing microfinance. 23 out of 30 respondents reported an increased asset-housing. This
represents 70% while 7 respondents reported no change in asset-housing.

Table 3: Impact of Microfinance on the Benchmark Variables

SINAPI ABA SAVINGS & LOANS OPPORTUNITY INTERNATIONAL

COMPANY LTD SAVINGS & LOANS COMPANY LTD

VARIABLE %CHANGE/AFTER % CHANGE AFTER MICROFINANCE
MICROFINANCE

Income level 70% (4) 80% (4)

Education and general skill level | 80% (*) 87% (*)

Level of participation in social | 17% (*) 10% (*)

and religious activities

Family growth 93% (*) 90% (f)

Asset housing 77% (*) 47% (*)
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This table shows the changes that occurred to benchmark variables of the beneficiaries. On the left are those of the beneficiaries of
Sinapi Aba Savings and Loans Company Ltd. and on the right are those of Opportunity International Savings and Loans Company
Lid.

Results and Discussion (Opportunity International Savings and Loans Company Ltd.)

Purpose of Loan

Table 4: Purpose of Loan

PURPOSE FREQUENCY PERCENTAGE
Start a business 2 7
Expand a business 27 90

Pay school fees - -

Pay house rent - -

Family upkeep & growth 1 3

TOTAL 30 100%
The table shows how the respondents use the loans they borrowed from Opportunity International Savings and Loans Company
Limited.

It is interesting to note that 27 out of the 30 respondents representing 90% reported contracting
the loan to expand their businesses while the 7% confirmed that they took the loan to start a
business. The remaining 3% said the micro credit was used for family up keep and growth. This
data confirms the importance of micro finance in helping to build and sustain businesses of the
less privileged and acts as a livelihood to their very survival.

Benchmark Variables: Education, Income Level, Family Growth, Asset-Housing, Level of
Participation in Social & Religious Activities

Table 3 shows changes to the income levels of respondents after accessing micro finance. 24 of
the respondents representing 80% reported an increase in their income levels after micro finance.
The remaining 20% confirmed no change in their income levels after microfinance. None of the
respondent reported a reduction in their income levels. This data confirm the positive correlation
between microfinance and income levels. The study reported an improvement in education and
general skill level of respondents and family after microfinance. 26 out of the 30 respondents
representing 87% confirmed this. 13% of the respondents reported no change in education and
general skill level while none recorded a reduction. 90% of the respondents reported no change in
their level of participation in social and religious activities. They confirmed that even though they
belong to social and religious organizations, their membership was not triggered by access to
micro finance. The remaining 10%, however, said their participation in social and religious
activities improved after accessing micro finance.

27 out of the 30 respondents reported on improvement in the rate of family growth. This
represented 90%. The remaining 10% reported no change in family growth. On the specific areas
of family growth 43% reported accommodation and another 43% reported improvement in family
health while 7% recorded improvement in food and another 7% reporting nutrition and security.
The respondents further reported a relationship between microfinance and asset-housing. 16 of
the respondents representing 53% reported no change in asset-housing whilst 47% reported
increased asset-housing. The data revealed that even though the respondents access micro
finance, a large portion of the loans go into businesses and family upkeep and not housing.

General Scenario
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Generally, it came out that microfinance impacts positively on all the variables apart from the
level of participation in religious and social activities which was triggered by other factors and
not microfinance. These findings are consistent with what Asemelash (2002), Littlefield Murduch
& Hashmi (2003), Mawa (2008), found. Again, majority of the respondents reported that their
expectations were met and they were satisfied with the efforts of the microfinance institutions.
They, however, asked for expansion in the amount given to them by the MFI’s. It is important to
mention that future studies should look at expanding the sample size to give way for
generalization of the results and consider how other institutions such as the Church, Municipal
and District Assemblies and the Capital Market could play a role in poverty reduction.

CONCLUSION AND RECOMMENDATIONS

The population that access microfinance improves in income levels, skills and educational level,
family growth as well as asset-housing. There is a general improvement in the lives of
beneficiaries of microfinance products. Respondents reported improvements in the benchmark
variables and a reduction in poverty level. The potential of microfinance in reducing poverty was
glaring. To sustain microfinance and make it effective and fulfilling, the following
recommendations are made.

Education and training should be provided for the microfinance beneficiaries on how to
efficiently utilize the funds.

Interest charged on the microfinance products should be reduced.

Management and staff of microfinance institutions must be given the needed training and
education to help build and strengthen the skill, competencies and abilities for effective service
delivery.

Efforts should be made to reach the poor who are the target of microfinance policies and
programs.

Furthermore, since the poor do not have collaterals, management and staff should make
available to them tailor-made unsecured products.

Beneficiaries of microfinance products must be given a longer duration to give them enough
room to generate future income out of the borrowed money. Beneficiaries should not be asked
to pay back in the middle of the business. Government should endeavor to create sound
political and economic environment for smooth operations and performance. Without such an
environment, no business will thrive. Borrowers need sound economic environment to make a
return on their borrowed funds so they can pay back.
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FINANCIAL PERFORMANCE OF FOREIGN OIL
COMPANIES IN THE KURDISTAN REGION OF
IRAQ

Naji Maseeho Odel, Soran University, Kurdistan-Iraq & University of Wolverhampton
ABSTRACT

This research seeks to explore the financial performance of foreign oil companies taking part in
oil production projects in the Kurdistan region of Iraq. This region benefits from huge oil
reserves and this attracts foreign oil companies from around the world. Since 2004, 48
companies have entered the region, of which 40 are actively taking part in oil exploration and
production projects. Four big international 0il companies have recently signed contracts with the
Kurdistan Regional Government and started operations there. Five foreign companies were
examined based upon three financial ratios: Return on Capital Employed (ROCE), Return on
Assets (ROA), and Return on Equity (ROE). WesternZagros is performing the best based on
ROCE, this company also ranks third and fifth based on ROA and ROE respectively. Whereas
DNO is best on ROA and ROE ratios which comes in the first rank on both of them, and ranks
second on ROCE. The results of this study will be of interest to the boards of directors and
decision makers in other oil companies (domestic or foreign) who are planning to invest in the
Kurdistan oil industry but are not thoroughly aware of its risks and profits.

JEL: M400

KEYWORDS: ROCE, ROA, ROE, Financial assessment, Oil companies, The Kurdistan Region
of Iraq

INTRODUCTION

This study examines the financial performance of international oil companies investing and
operating in the oil industry in Kurdistan Region of Iraq. Oil industry is one of the main industries
in the world particularly in the Middle East; Iraq ranks top in terms of enormous oil production in
the world. Kurdistan as an autonomy region which is located in the northern part of Iraq in the
Middle East has approximately 50% of undiscovered oil in Iraq. Oil company managers and
geologists have estimated between 10 to 45 billion oil reserves for the region which equals to
total oil resources projected for Nigeria and Libya. The region is also rich in different mineral
resources including Steel, Iron, Copper, Zinc, Lead, Pyrite, Silver, Gold, etc. (Kurdistan Board of
Investment, 2012), but oil and gas industry is playing a key role in Kurdistan region of Iraq
(genelenergy, 2011).

A number of studies have tried to evaluate the performance of international oil companies
operating in different areas of the world with respect to their financial and investment operations
(Thompson et al., 1996; Han & Wang, 1998; Marcel & Mitchell, 2006; Osmundsen et al., 2006).
Few reports have examined oil companies in Kurdistan region and no study has the coverage of
the current study. In a research, three international oil companies including Vast Exploration Inc.,
Langford Energy Inc., and ShaMaran Petroleum Corp. were studied (Wylie, 2010). In another
study, five companies operating in Kurdistan including Heritage Oil, Niko Resources, Talisman
Energy, Vast Exploration and WesternZagros were examined, but they only presented a
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description of the company, its managerial team, operations, and the costs and risks of operations
(Peters et al., 2009) and no study evaluated financial performance of the companies. Oil
industries are mainly evaluated by financial indicators like Return on Average Capital Employed
(RoACE), Return on Equity (ROE), Return of Assets (ROA), working interest, gross profit,
production growth, and tax rates (Osmundsen, Asch, & Mohn, 2004).

This study mainly aims to inform oil policy makers, administrators, and local and foreign
companies and any authorities interested in oil industry progression in Kurdistan. The results will
also help foreign oil companies’ managers to make a decision to take part in future oil investment
plans in Kurdistan region. Furthermore, this study plays its role as a means to attract other
companies around the world which is one of the purposes of the regional government to develop
foreign investment in Kurdistan. To achieve the research objectives, some research questions are
concerned to answer as follows:

Which countries or continents of the world are predominantly taking part in oil production
projects in Kurdistan?

How have the foreign oil companies financially performed in Kurdistan since their entry to the
region?

Which company(ies) are performing better in terms of financial ratios explored in Question 2
over the all years examined?

LITERATURE REVIEW

A number of studies have examined the performance of oil companies from different aspects.
Marcel and Mitchell (2006) investigated the operations of five oil titans in the Middle East. Oil
titans are five countries including Saudi Aramco, Kuwait Petroleum Corp., the National Iranian
Oil Co., Sonatrach of Algeria, and the Abu Dhabi National Oil Co. producing one quarter of the
world's oil and hold half of the world's oil and gas reserves. They did 120 interviews with
company executives and managers and found a number of great trends in these companies'
strategy. They yield insight into how state-owned oil firms are striking a balance between their
national mission and their commercial needs.

In another study, fourteen international oil and gas firms were explored to seek for econometric
relations between market appraisal and simple financial and operational indices. The study
concluded that the company appraisal is mainly explained by the oil price, production and reserve
replacement (Osmundsen et al., 2006). Thompson et al. (1996) also investigated fourteen major
oil companies in US from 1980-1991 and analysed their efficiency and profitability. The study
showed 21% inefficiency in the findings and a profit potential was found for the downside risk
indicators.

Magnan and Cormier (2002) showed that in Canadian oil and gas companies, the managerial
advantages for earnings management can be affected by the intensity of external controlling. A
number of studies have addressed the National Oil Companies (NOCs) and tried to examine them
from different perspectives. Using macro-level data, Victor (2007) analysed oil and gas
companies to compare the performance of NOCs with International Oil Companies (IOCs)
including the global majors. The results of his study revealed that NOCs have great flaws in their
performance and their performance is affected by government-dictated strategies which differ
from IOCs. So, he concluded that the operations by NOCs are far less efficiently than by IOCs.
He reported that a large amount of oil in NOCs territory is dead and ineffective. However, his
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study showed that some NOCs can perform rather as efficient as large OICs. In another study,
Eller, Hartly and Medlock (2011) examined the efficiency of NOCs vs. OICs and came to this
result that NOCs are less efficient than OICs. They claim that much of differences between these
companies are awing to the different structural and institutional characteristics of the companies.

A number of studies examined the interactions between different factors playing a role in the oil
industry. For instance, Saleem and Rehman (2011) examined the influence of three different
liquidity factors on profitability. The three factors include Return on Assets (ROA), Return on
Investment (ROI), and Return on Equity (ROE). The findings of their study showed that there is a
significant relationship between ROA and profitability in oil and gas companies in Pakistan.
Chen and Lee (1993) examined the association between financial ratios and the endurance of oil
firms. Using survival analysis, they came to this result that liquidity ratio, leverage ratio,
operating cash flows, success in exploration, age, and size are significantly affecting the corporate
endurance.

Taheri Fard (2011) examined the effective factors on the market value of five major oil
companies. Market value is an important indicator in oil and gas industry. The profit and oil and
gas reserves of oil companies effectively influence the market value. The results of Taheri Fard’s
study showed that oil and gas reserves of international oil companies are more effectively
influencing market value than the oil and gas profit. Victor (2007) also examined the market
value of NOCs and IOCs as a function of the total production, the company income and the
company labour force, and came to this result that the size of labour force has no effect on the
company market value. In their study, Talevski and Lima (2009) examined a national oil
company in Brazil to measure its potential to create shareholders’ value and stock fail value by
the end of 2008.

Oil and gas companies have multidimensional performance, with earnings, cash flows and
changes in reserves. Quirin, Berry and O'Bryan (2000) explored oil companies based on
fundamental variables including cash flows, production efficiency, stock price appreciation
potential, and growth. They identified nine fundamental signals as being instrumental during the
equity valuation process. Misund, Osmundsen and Asche (2007) have also examined a number of
oil companies in terms of structural shift in their valuation. They mentioned that financial figures
such as net income, cash flows and accruals, and operational measures such as the size of oil and
gas reserves have become more important in the equity valuation process for oil and gas
companies during the 1990s and are instrumental in explaining this structural shift.

Studies within Kurdistan Region

A report by Wylie (2010) explored national oil companies and three foreign companies in
Kurdistan. Three oil companies examined are Vast Exploration Inc., Langford Energy Inc., and
ShaMaran Petroleum Corp. Vast’s main exploration is located in Qara Dagh Block. Vast has a
37% non-operated working interest in the Block and is liable for 46.25% of the initial exploration
costs and 37% of total development costs. Langford Energy Company operates only in Chia
Surkh block and possesses 40% of working interest in this block. ShaMaran Petroleum
Corporation has operations in three blocks in Kurdistan. This company has a great working
interest in Pulkhana block. Peters et al. (2009) provided an overview of five companies operating
in Kurdistan including Heritage Oil, Niko Resources, Talisman Energy, Vast Exploration and
WesternZagros. For each company, they presented a description of the company, its managerial
team, the blocks it has operations in, and the costs and risks of operations. As can be seen, no
previous study tried to compare the financial performance of foreign oil companies in Kurdistan

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 81



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

with respect to the foremost financial indicators. Bearing in mind the limitations of prior research
works and the gaps in the area, this study will address this issue to provide a wider overview of
the performance of foreign oil companies in Kurdistan region of Iraq.

METHODOLOGY

This study is an empirical study and aims to assess a number of foreign companies investing in
oil industry in Kurdistan region of Iraq. The companies’ websites found to be the best sources of
information.

According to a recent report, currently 40 companies are operating in oil and gas industry in
Kurdistan which almost all of them are international oil companies. Four companies providing
comprehensive information and statistics of their operations in Kurdistan were selected. In this
study, secondary data was used including companies’ official websites, annual reports, KRG
website, and some other financial databases were investigated. To calculate three financial ratios
including ROA, ROE, and ROCE, the formulae below were used:

Return on Assets (ROA): According to Johnston and Johnston (2006), Return on Assets gauges
the profits that a company gain in relation to its total assets, it is calculated as follows:

Net Income

ROA=———"—
Total assets

Return on Equity (ROE): ROE reveals the profit attributable to the amount invested by the
owners of the business and it measures a firm's efficiency at generating profits from every pound
of net assets, and shows how well a company employs investment pound to generate earnings
growth (Alexander & Nobes, 2010). It is calculated as follows:

Net income
ROE

~ Shareholder's equity

Return on Capital Employed (ROCE): Atrill and McLaney (2008) described ROCE ratio as a
“fundamental measure of business performance”. This ratio implies the relationship between the
operating profit generated by the business and the long-term capital invested in the business.
ROCE is calculated as follow:

ROCE — EBIT
~ Equity + Non — Current Liabilities
RESULT AND DISCUSSION

1. Which countries or continents of the world are predominantly taking part in oil production
projects in Kurdistan? The foreign oil companies taking part in oil and gas projects in Kurdistan
were identified. Based on the findings, 48 foreign companies are active in the region. As shown
in Figure 1, the majority of companies are from the United States. The second-most active
companies are Canadian. Oil companies from the United Kingdom and Turkey are also actively
investing in the oil industry in Kurdistan.

Table 1: Foreign Oil Companies Investing in Kurdistan Region of Iraq
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row company originality row company originality row company originality row company originality

1 addax china 11 gkp uk 21 new age uk 3 reerlliearlg;e india

2 afren africa 12 heritage oil u.k 22 niko canada 32 repsol spain

3 chevron” u.s.a 13 hess u.s.a 23 oil search australia 33 shamaran canada

4 dno norway 14 hillwood u.s.a 24 omv austria 34 sterling uk

5 exxonmobil u.s.a 15 hunt oil u.s.a 25 oryx malta 35 talisman  canada

6 kgfllslél;.)ll(l;; uk- turkey 16 komet group moldova 26 perenco france 36  keystone u.s.a

7 gazprom russia 17 knoc south korea 27 pet oil turkey 37 total france

8  genel energy turkey 18 marathon us.a 28 petroceltic int.  ireland 38 ttopco “:]r}ffZ'
general

9  exploration |u.s.a-canada 19 mol hungary 29  petroquest turkey 39 vast canada
partners

10 groundstar canada 20 murphy us.a 30 prime natural us.a 40 westrcfz‘r;nzag canada

The name and originality of those companies which invest in oil exploration and development in the region and have signed contracts
with Kurdistan regional government to work in one or more blocks *The companies in grey have very recently entered into KRG.
Sources: (The oil and gas year, 2012; Amon, 2011; The websites of the companies)

From a continental perspective, the majority of oil companies are from North America and
Europe (Figure 2). The 48 identified countries are not all engaged in oil exploration and operation
activities. 8 companies are only involved in research projects and geological investigations of the
oil industry in Kurdistan and also a few companies are exclusively working in gas explorations.
The other 40 companies are investing in oil exploration and development in the region and have
signed contracts with KRG to work in one or more blocks (See Table 1). It should be noted that
some companies among the 40 investing companies are among the top ten companies of the
world (Table 2). Exxon Mobil, Chevron, Total, and Gazprom are the four top companies of the
world that have very recently taken part in oil drilling projects in Kurdistan. The other 36
companies are smaller oil companies from around the world, the majority of which have entered
into the region since 2007 (Kayalar, 2012).

Table 2: The Top 10 Oil Companies in The World- 2011 Rank

Rank Company Market Cap $US billion
1 ExxonMobil 406.3
2 PetroChina 276.6
3 Royal Dutch Shell 234.6
4 Chevron 211.9
5 Petrobras 156.3
6 BP 135.5
7 Gazprom 122.6
8 TOTAL 121
9 Sinopec 97.4
10 ConocoPhillips 96.8

Four companies among the 40 which are investing in the oil sector in the Kurdistan region are among the top ten companies of the
world-2011 rank , Source: PFC Energy (2012)

Figure 1: Investing Countries and Their Number of Companies in Kurdistan Region Figure 2:
Investing Continents and Their Number of Companies in Kurdistan Region
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U.SA- UK- Turkey, 1

Canada, 1 ’
Austria, 1
‘Canada 6
China, 1

France, 2

Hungary, 1

Ireland, 1
Malta, 1
Moldova, 1

Turkey- China,
1

Russia, 1

Spain, 1 South Korea, 1

Norway, 1

This figure shows the investing countries and their number of companies in the Kurdistan region This figure shows the investing continents

and their number of companies in the Kurdistan region.

How have the foreign oil companies financially performed in Kurdistan since their entry to the
region?

To answer this question, the authors collected data from the companies’ annual reports. The entry
date of companies to the Kurdistan oil industry is not uniform and different companies signed
contracts with the KRG in different years. To assess the financial performance of each company,
the total years of its presence in the region were taken into account. Three ratios including Return
on Capital Employed (ROCE), Return on Assets (ROA), and Return on Equity (ROE) were
gauged and their results were discussed.

Korean National Oil Corporation (KNOC): Return on Capital Employed (ROCE): This is the
most powerful ratio for investors, most of whom take ROCE into account before purchasing
shares. Over the five years of operations in Kurdistan, the ROCE had major fluctuations but
declined overall by 12% between 2007 and 2011. The main reasons for decreased ROCE are high
liabilities and a decline in revenue. However, the ROCE increased by 37% from 2010 to 2011
which is a good indication that the company is heading to the right direction. The main reason for
increased ROCE in 2011 is increased profit before tax by 71% in 2011; in the same period equity
has increased by 6%, but increasing non-current liabilities had a major impact on increasing
ROCE in 2011. As can be seen in the balance sheet, the non-current liabilities have increased by
43% in 2011 compared to 2010 and the main reasons are long-term increasing trade and non-
current financial liabilities. It is sometimes necessary for the company to rely on long-term debits
to improve its long-term assets or expansion and increasing long-term trade helps the company’s
cash flow if they have a decent contract with a lower interest rate (Table 3).

Return on Assets (ROA): The main purpose of this ratio is to evaluate how profitable KNOC is
and how often their assets have been used to generate income; the higher the ROA, the more
profitable the company. The ROA for 2011 is very small; between 2007 and 2011 the ROA
declined by 122% which is not a good indication for investors and shareholders. Nevertheless, the
profit before income tax increased by 208% in 2011, and the total assets increased by 21%. The
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main factor making loss between 2007 and 2011 is that the unpaid income tax expenses paid one
year in arrears. On the other hand, the company is in a good financial position with revenue
growing sharply over the past three years; the increase in fuel price over the past few years has
greatly helped KNOC to generate more profits. Furthermore, in the long term KNOC will
increase the value of total assets which will make the company more resistant to liability (Table
3).

Return on Equity (ROE): The ROE sharply dropped between 2007 and 2011 almost from 3.56%
to 1.41%. However between 2010 and 2011 this ratio declined by 2574% and neither the board
nor the shareholders were satisfied with this result. The main factor in decreased ROE is the loss
after tax and the main reason for this loss is a 317% increase in income tax expenses in 2011.
Usually investors look at the ROE ratio to evaluate a company’s income and equity; they do not
look at the balance sheet in more detail. However, although the profit before tax and equity to
shareholders both increased in 2011, there are some other factors negatively affecting the ROE
(Table 3).

Table 3: Financial Ratios for KNOC

Ratios ROCE ROA ROE
2007 4.30% 2.19% 3.56%
2008 5.44% 1.53% 2.66%
2009 3.83% 2.46% 5.01%
2010 2.76% 0.022% 0.057%
2011 3.77% (0.48%) (1.41%)

This table shows the rate of financial ratios of the KNOC company (Source: Korean national oil corporation, 2007; 2008; 2009;
2010; 2011)

DNO: Return on Capital Employed (ROCE):_The ROCE sharply increased by 324% between
2004 and 2011. The main reason for this increase in ROCE was increased operation profits,
although the non-current liabilities declined by 19% at the same time. The outcome certainly
makes the company very attractive for new investors and will make its market value increase
further in following years. The main ratio that new investors planning to purchase a company’s
shares take into consideration is ROCE. As found here, the ROCE of DNO in 2011 brings high
confidence and reputation for the company (Table 4).

Return on Assets (ROA): DNO has gradually expanded its operations in Kurdistan since 2004.
The ROA for DNO climbed sharply between 2004 and 2011 from 0.97% to 13%. The main factor
behind the increased ROA is the increased net profit after tax. In 2010, the company made a big
loss but they managed to recover the loss in 2011. This is a good indication for the investors and
shareholders and it is pushing market capacity to grow further. According to the company’s
annual report in 2011, the board of directors is expecting the growth to continue, particularly their
activity in Kurdistan is going to be the main operation for the company in the coming year (Table
4).

Return on Equity (ROE): ROE for DNO puts the company in a healthy financial position between
2004 and 2011 and it has sharply increased from 2.05 to 30.30%. The increase in ROE is
noticeable between 2010 and 2011. The weak ROE in 2010 was due to the poor net loss after tax.
Despite the weak ROE in 2010, the value of shareholders’ equity increased in 2011 by 2.3%.
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Shareholders can expect a good return in the coming years because DNO has started its
operations in a new field in Kurdistan. The operation will lead to increased revenue from 2012
onwards (Table 4).

Table 4: Financial Ratios for DNO

Ratios ROCE ROA ROE
2004 4.08% 0.97% 2.05%
2005 6.25% 10.03% 30.90%
2006 10.47% 1.85% 8.43%
2007 10.76% 19.96% 41.50%
2008 0.197% (17.6%) (42.5%)
2009 (4.32%) (6.13%) (17.07%)
2010 3.8% (5.2%) (13.4%)
2011 17.3% 13% 30.30%

This table shows the rate of financial ratios of the DNO company (Source: DNO,2004, 2005, 2006, 2007, 2008; 2009; 2010, 2011)

Sterling Energy: Return on Capital Employed (ROCE): ROCE indicates the efficiency and
profitability of the company’s capital. The ROCE for Sterling Energy kept growing for a second
consecutive year and climbed by 60% between 2007 and 2011. The main reason for such a sharp
growth is the increase in the operating profit and increased value of shareholders’ equity,
combined with decreased value of non-current liabilities. Sterling Energy had a small ROCE in
2008 and early 2009 due to the sharp decline in revenue and the increase in the cost of
production. However, the company is getting ready to fully operate in the region and the board of
directors is very optimistic about increasing net profits in the coming years (Table 5).

Return on Assets (ROA): ROA for Sterling Energy increased sharply from 0.36% to 12.20%
between 2007 and 2011. The main factors associated with increased ROA are the increased net
profit after tax, which climbed by 215% between 2007 and 2011. It is a positive sign for current
shareholders and new investors. Moreover, it helps the company’s market value to grow further
when the company is using their assets to generate revenue (Table 5).

Return on Equity (ROE):ROE has also sharply increased by 1882% from 2007 to 2011. The main
factor positively affecting this increase is the increased profit after tax. When the profit after tax
grows continuously, it helps the company to stabilize for a long term. This kind of return to
owners and shareholders will give high confidence to the board of directors and improve the
relationship between the board members and the shareholders’ committee. Moreover, it will
positively affect the market value of the company (Table 5).

Table 5: Financial Ratios for Sterling Energy

Ratios ROCE ROA ROE
2007 7.46% (0.36%) (0.80%)
2008 (471.19%) (39.30%) (91.59%)
2009 (26.96%) (153.51%) (229.73%)
2010 6.14% 3.84% 6.10%
2011 11.91% 12.20% 15.86%

This table shows the rate of financial ratios of the Sterlimg Energy company (Source: Sterling Energy, 2007; 2008; 2009; 2010;
2011)
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Gulf Keystone Petroleum (GKP): Return on Capital Employed (ROCE): The ROCE significantly
increased by 54% from 2007 to 2011 and caused a great loss to the company. Since the ROCE for
this company is a very small proportion, it is not clear whether the company is using its resources
to generate enough profits. New investors use capital employed to measure the total resources
that a business has available, although it is not perfect measurement. For example, a business
might lease or hire much of its production capacity (machinery, buildings, etc.) which would not
be included as assets in the balance sheet (Table 6).

Return on Assets (ROA): The ROA for Gulf Keystone is not a very positive return for current
shareholders or new investors. The main reason for the company’s loss between 2007 and 2011 is
limited activity but Gulf Keystone will fully operate in Kurdistan in the next years and the board
of directors is optimistic about a quick recovery from loss. However the company managed to
recover by 46% from 2007 and 2011, which is a relief for current shareholders and the board
(Table 6). Return on Equity (ROE): The ROE has fluctuated over the past few years but the
overall result shows a 54% increase from 2007 to 2011. The decreased ROA is due to a loss after
tax (Table 6).

Table 6: Financial ratios for Gulf Keystone Petroleum

Ratios ROCE ROA ROE
2007 (25.62%) (17.37%) (22.31%)
2008 (43.60%) (37.22%) (48.23%)
2009 (130.76%) (82.03%) (139.37%)
2010 (2.76% ) (0.48%) (1.41%)
2011 (11.8%) (9.26%) (10.3%)

This table shows the rate of financial ratios of the Gulf Keystone Petroleum company (Source: Gulf Keystone Petroleum, 2007; 2008;
2009; 2010; 2011)

WesternZagros: Return on Capital Employed (ROCE): The ROCE ratio improved between 2006
and 2011, increasing by 93%. However, it is still in a negative position and this is not attractive
for current shareholders or future investors. Although the operating profit also increased by 20%
between 2010 and 2011, the company is still attempting to recover from the heavy loss they made
when they first started their operations (Table 7).

Return on Assets (ROA): Despite the loss between 2006 and 2011, the ROA increased by 92%
during this period. The result is promising but the company is not able to make any profits after
tax. WesternZagros is trying to expand its activities in Kurdistan, so it keeps expanding its assets;
these have been increased by 35% between 2006 and 2011 while the net loss has reduced by 14%.
WesternZagros is only operating in Kurdistan and the heavy loss does not mean that the company
is not performing well. In reality, the major loss has resulted from the cost of research and zero
revenue because the company is not fully operating in the region yet (Table 7).

Return on Equity (ROE): Return on Equity increased by 100% between 2006 and 2011. On one
hand, it is a good indication for the current sharcholders and future investors who intend to
purchase shares from the company. On the other hand, it is not very promising for the company
regardless of the increasing value of shareholders; equity by 38% between 2010 and 2011.
Actually, this ratio is not very reliable but it should be noted that the company is still seeking to
expand its drilling operations in Kurdistan (Table 7).

Table 7: Financial Ratios for WesternZagros
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Ratios ROCE ROA ROE
2006 (38.30%) (38.24%) (658.81%)
2007 (6.69%) (6.48%) (6.69%)
2008 2.68% (4.14%) (4.47%)
2009 3.06 (2.27%) (2.46%)
2010 (3.18%) (2.4%) (2.65%)
2011 (2.76%) (2.02%) (2.28%)

This table shows the rate of financial ratios of the WesternZagros company (Source: WesternZagros, 2006, 2007; 2008; 2009; 2010;
2011)

Which company(ies) are performing better in terms of financial ratios explored in Question 2
over the all years examined? To answer the third research question, the financial ratios were
averaged through all years of operations for each company. As shown in Table 8, WesterZagros
is performing the best based on ROCE, this company also ranks third and fifth based on ROA and
ROE respectively. Whereas DNO is best on ROA and ROE ratios which comes in the first rank
on both of them, and ranks second on ROCE. As table 8 is showing, DNO and KNOC come in
second and third rank on ROCE and first and second rank on ROA and ROE respectively. On the
other hand Gulf Keystone and Sterling rank fourth and fifth on ROCE, and third and fourth on
each ROA and ROE respectively.

Table 8: Comparing Companies Based on Their Ratios

Company ROCE Company ROA (Avg Company ROE
(Avg%) %) (Avg%)
WesternZagros 42.96 DNO 2.11 DNO 5.03
DNO 6.07 KNOC 1.14 KNOC 1.98
KNOC 4.02 WesternZagros -9.26 Gulf Keystone -44.32
Gulf Keystone -42.91 Gulf Keystone -29.27 Sterling -60.03
Sterling -94.53 Sterling -35.43 WesternZagros -112.89

This table is showing comparing each company to others based on their ratios including ROCE, ROA and ROE
CONCLUDING COMMENTS

The current research examined the performance of five foreign companies operating in oil
industry in Kurdistan region of Iraq. Based on the results, 40 companies have oil exploration
projects in Kurdistan of which 4 companies have recently joined. The new comers including
Exxon Mobil, Total, Chevron, and Gazprom are among big oil companies in the world.
Geographically, the companies are mainly from USA, UK, Canada, and Turkey (North America
and Europe regions). Five companies were examined financially based on three financial ratios
including ROA, ROE, and ROCE. Financial ratios shed light on the relationships between
individual values and how a company performed in the past, and will perform in the future. The
ratios used in this study to evaluate the financial performance of the companies show that some
companies successfully achieved their mission and have started their operations in Kurdistan.

The current research could not take those big companies recently arrived to the region into
consideration as no annual reports were available to scrutinize. Therefore, further studies are
needed to include the new comers and investigate their performance in compare with the other
existed companies in Kurdistan. Moreover, their performance can be compared with their
performance in other countries.
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INFLUENCE OF COLLECTIVIST AND
INDIVIDUALIST CULTURAL ORIENTATION AND
REGULATORY CONSTRUAL FIT ON BRAND
ATTITUDES

Miguel A. Zufiiga, Morgan State University
Ivonne M. Torres, New Mexico State University

ABSTRACT

This research studies how the relationship between cultural orientation and construal level of the
message will influence brand attitudes. We also examine the mediation role of engagement in
this relationship. The results show that collectivist (individualist) participants had more
favorable brand attitudes toward low-level (high-level) construal messages. Our experiment also
showed that the relationship between cultural orientation and construal level of the message was
mediated by engagement.

KEYWORDS: Regulatory focus theory, Construal level theory, collectivist/individualist
cultural orientation, regulatory fit, engagement

INTRODUCTION

Globalization has impacted the US consumer market making it a complex, melting-pot of
consumers with distinct cultural orientations. Existing studies focused on cultural orientation
show that cultural orientation significantly influences consumers’ persuasion processes (Aaker
and Maheswaran 1997) and emotional patterns (Markus and Kitayama 1994). However, most
individualism and collectivism research involves comparisons of cross-cultural individuals (Coon
and Kemmelmeier 2001). Currently, a disproportionate number of studies focus on the influence
that differences in cultural orientations of individuals of the same society has on evaluations of
marketing messages.

LITERATURE REVIEW

Individualist and collectivist orientations are linked to the conceptions people have of the self
(Markus and Kitayama 1991). Collectivist-oriented people use more low-level construal,
concrete self-descriptions (e.g., brother, student) when describing the self;compared to
individualist-oriented peoplewho use more high-level construal, abstract descriptions (e.g., kind,
honest) (Trafimow, Triandis, and Goto 1991). Additionally, low-level construal messages were
rated higher by collectivist-oriented people than individualist-oriented people (Morris and Peng
1994). In this study, we focus on determining whether participants who review a message
featuring information construed at a level that fits their cultural orientation have more positive
brand attitudes in relation to those who review a nonfit message. Therefore, we hypothesize:

H1: Consumers with a dominant collectivist orientation will have more favorable brand attitudes
when exposed to a low-level construal message versus a high-level construal message, while
those with a dominant individualist orientation will have more favorable brand attitudes when
exposed to a high-level construal message versus a low-level construal message.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

o1



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

Important for this study is the fit from construal hypothesis, which revolves around the notion that
engagement increases when the level of construal of messages matches the person’s regulatory
focus. As a result, the increase in engagement is responsible for more positive brand attitudes.
More specifically, for this study, we examine the role that engagement plays in the effect of
cultural orientation and construal level fit on brand attitudes. Thus, we hypothesize:

H2: The mentioned effects in HI will be mediated by engagement
DATA AND METHODOLOGY

In this experiment, we examined the evaluation of a brand portrayed in a high- and low-level
message. The high- (low-level) construal of the two advertising messages was manipulated by
using either abstract (concrete) copy. A 2 (cultural orientation: collectivist vs. individualist) x 2
(construal level: high vs.low) between-subjects design was used. In this study, cultural
orientation was measured and construal level was manipulated in the advertisement messages. In
total, 353 undergraduate students from a large southwestern university participated in the study in
exchange for extra-credit. Online surveys were used. Participants were randomly assigned to
either the high- or low-construal advertisement. After exposure to the ad, participants responded
to questions related to their brand attitude, cultural orientation, engagement experienced during
evaluation of the ad as well as demographic questions.

RESULTS AND DISCUSSION

Two-way ANOVAs (analyses of variance) were used to examine the hypothesis for the brand
attitude dependent variable. The degrees of freedom of the reported ANOVAs were 1, 349.
Results of a 2 (cultural orientation) x 2 (construal level) ANOVA revealed that the main effect of
construal level was not significant (F = 2.5, p> .10), but the main effect of cultural orientation
was significant (F' = 5.1, p<.05). This main effect was supported by the two-way interaction. As
predicted, the cultural orientationxconstrual level interaction was significant, Fi,..q aminde = 8-72, P
< .01, y2 = 99. As a result, H1 is supported. Next, we examined the role of engagement
mediating the effect of fit on brand attitude. We found that the mean indirect effect from the
bootstrap process was significant (a x b =.0623). The bias-corrected confidence interval (CI) of
the bootstrapping mediation test did not include zero (Clyss, =.0081, .1249; N = 353; 10,000 re-
samples). The unstandardized regression coefficients are (a=.1130, p< .05; b= .5511, p<.001; =
.0663, p> .05). Because c is not significant, we find support for indirect-only mediation effect of
construal fit on brand attitudes through engagement (Zhao, Lynch, and Chen, 2010, p. 204).

CONCLUDING REMARKS

This study highlights the strategy of segmenting consumers by collectivist or individualist
cultural orientation. Studying how collectivist- and individualist-oriented people respond to high-
vs. low-level construal messages will aid marketers in identifying the most effective marketing
techniques to target the collectivist and individualist consumer market segments.
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JOB BURNOUT AND THRIVING IN CHINESE
PUBLIC SECTOR

Longlong Hou, Beijing Normal University, Beijing
ABSTRACT

Chinese public sector is a very large hierarchy system. Many employees in public sector haven'’t
higher identification and belongings, and this paper is trying to discuss and solve this problem.
This paper suggests the job thriving from the positive psychology perspective, and as a way to
overcome the job burnout; and analyzes the occupation strength as one important element of
occupation thriving.

KEYWORDS: Job burnout, job thriving, Chinese public sector
INTRODUCTION

Chinese public sector is a very large hierarchy system. It includes not only the central and local
government employees but also those affiliated public institutions and enterprises such as
schools, hospitals, banks, trade associations etc... The institution which the writer of this paper
belongs to is a public research university, also a typical public sector. The writer has interviewed
several colleagues recently; I ask them like “Do you wish your children will do the same
occupation like you in the future?” This question is designed like this: seemingly we ask the
respondents’ job expectation on their children. Actually, we want to investigate their job
satisfaction, identification and belonging. The relationship is like this: if the respondent has
higher identification and belonging to his/her job, and gain job satisfaction, then he/she is more
likely to expect his/her children to engage in the same occupation.

So, through this indirect way we could get the respondents’ real ideas about the identification and
belonging to their jobs (Of course, we could also directly ask the respondents““do you have higher
identification and belongings to your job?. Whether strangers or colleagues the respondents are,
we don’t think they will tell the real answer. So we adopt this indirect circuitous way to interview
them.) Except for several colleagues give the positive answer (These colleagues, based on my
personal observation, usually performed very well at work, and have extraordinarily teaching
performance.), most people give the negative response. When I ask why, answers mainly focus on
“high pressure, and low income” [US scholars Rumbley, Pacheco, and Altbach have made a 28
cross countries survey; Chinese college teachers who have just entered the job earn the least
salaries among those countries, which is about 259 US dollars per month adjusted through PPP
(purchasing power parity).] Maybe this is an only accidental finding.

After that, the writer made two investigations in two different public sectors. The first one is a tax
department in Beijing; in April this year we ask about 50 managerial personnel the same question
“Do you wish your children will do the same occupation like you in the future?”, about 80% of
the respondents made the negative answer, and some made no answers. When ask why, it’s same
like “high pressure, and low income”. The second survey is done on April 11 this year. 50 core
teachers from primary schools in Dandong city Liaoning province are asked the same question.
Except for 2 teachers, others gave the negative answer, and when ask why, it is also same like
above. Through these two investigations and one interview we find that there are problems in the
salary system in Chinese public sector. Lower salary couldn’t afford most of the living needs, and
this forces the employees in public sector have to find other ways to increase their income. The
reform of salary system in Chinese public sector is not the focal point of this paper; the writer will
discuss it in another article. Another finding through these investigations is the job burnout in
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public sectors. Many employees in public sector haven’t higher identification and belongings, and
this paper is trying to discuss and solve this problem. The rest of the paper consists of 4 parts: the
second section will review the literatures about job burnout in Chinese public sector. The third
section suggests the job thriving from the positive psychology perspective, and this is a way to
overcome the job burnout; the fourth section analyzes the occupation strength as one important
element of occupation thriving. The fifth section sums up.

Literature Review: Job Burnout in Chinese Public Sector

The following part will review the literatures about job burnout in Chinese public sector. Which
papers have made and what findings we have known. Wang weihua(2008) has made a survey on
339 government employees in Tianjin city in China, and found most of the respondents appeared
medium degree of job burnout. And suggests improving the problem through personal,
organizational and social level. ZHANG Hong-xia and CUI Ning (2009) investigated 150 college
teachers in Tianjin University of Science and Technology, and found the emotional exhaustion
has appeared. They suggest relieving and preventing job burnout through social, university’s and
teacher’s ways. Pan xiaohua(2011) studied the job burnout of nurse, and recommended relieving
it through organizational environment, social environment and personal ways. To sum up, the
above researches about job burnout in public sector in china suggest some methods to relieve the
problems. These methods may make people who are burnout normal, but it won’t unleash their
potentials and make excellent performance.

Positive Psychology Perspective: Job Thriving

Professor Martin Seligman believes that traditional psychology has put too much attention on
psychological diseases, and less on how to fulfill people’s potentials and make people work and
live prosperously. As to the job burnout, the writer believes we should take the same way. Many
studies on job burnout could relieve the problem, but it won’t unleash their potentials and make
excellent performance. Following the thinking model of positive psychology, the writer believes
that we should find the answer from the opposite side of job burnout, which are ideas of job
thriving,

Firstly, let’s take a look at positive organization behavior’s some points about thriving. Spreitzer
et al. (2005) suggest that vitality and learning are two essential components of thriving. Vitality
refers to the positive feeling of having energy available, reflecting feelings of aliveness. and
learning means individual acquire knowledge and skills, meantime apply these knowledge and
skills. So thriving registers the joint sense of vitality and learning, and it includes two sides, the
affective factor of psychological experience and cognitive factor. According to Spreitzer et al.’s
definition of thriving, the writer believes that job thriving means learning with vitality in some
occupation. It is not thriving when someone has vitality without learning in his work. Likewise,
either when someone learns without vitality. It is common employees learn without vitality in
Chinese public sector. For example, there are lots of meetings in public sector to learn documents
from superior government; it is common employees doze off, or play cell phone, absence of
mindedness in these meetings.

Then how to make employees in public sector more vigorous? Generally, there are several ways:
first, from individual level, you need to improve in body strength, emotional energy and cognitive
activity. Then, the leader of the public sector should adopt democratic style, and it is helpful to
fulfill the potentials of subordinates. Third, the character of the work should be designed as
autonomy, completeness, feedback; the tasks needs diversified skills and should be valuable and
meaningful. Last, trust and higher cohesion based on values could engender more job vitality.
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Job Strength And Thriving

Besides job vitality and learning, the writer suggests job thriving has another important element,
which is job strength. In order to achieve job thriving, from internal side it is necessary to learn
with vitality; moreover from external side to exert the certain job strength for different jobs. Job
strength means comparing with other jobs what advantages specific job has. For example,
teachers’ strength is its working time freely, and about three months holiday (In China, there
usually are one month winter holiday and two months summer holiday in primary schools,
secondary schools and colleges etc.) When analyzing the job strength, we will indicate the
respondents write down three outstanding advantages comparing with other jobs. And then we
will discuss together how to bring every advantage into play, with what methods, and what
factors will hinder the play, how to overcome. For instance, teachers’ strength is winter and
summer holidays, if teachers continue to work instead of relaxing on holidays then the strength is
sacrificed. Why is that? One reason maybe the low income. And another important reason is that
teachers can’t really enjoy the pleasure of leisure. For example, many leisure ways like self-help
travelling, scuba diving, rafting, snorkeling, ski and so on which need skills that is not every
teacher has. So the balance of work and life is broken, teachers become busy like other jobs in
China. The ideas of job strength are put forward not very long time ago, so subsequent empirical
and case studies are encouraged.

Summary

Through two surveys and one interview, this article suggests job burnout in Chinese public sector.
Most studies on job burnout in Chinese public sector raise corresponding solutions for the job
burnout. And from positive psychology perspective the writer proposes the opposite of job
burnout, which is job thriving. How to realize job thriving are discussed from job vitality, job
learning and job strength.

More and more related empirical and case studies are needed and encouraged in the future.
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ABSTRACT

The concept Social Responsibility has long been investigated and applied in the corporate sphere,
but today, is starting to be considered of real interest to latin american business schools.
Universities play an important role as channels to knowledge and link between community and
business organizations. Today universities collaborate with society not only by being responsible
for knowledge transfer, but also, for human and professional education under universal ethical
values. Therefore, this work objective is to make a bibliometric analysis of major magazines on
the studies related to social responsibility in universities, to analyze productivity levels and know
if there is a real interest in the subject between the major research topics in the field of the
scientific community. The results suggest that the social responsibility in universities is a subject
of great and increasing interest in scientific communities at internationals level

JEL: L14,L15, M14
KEYWORD: Social responsibility, University, bibliometric analysis, Research
INTRODUCTION

Today the "socially responsible" label has become an competitiveness indicator to companies
struggling in international markets. The theme of social responsibility is becoming more
important both at the corporate and educational levels. Investigations levels has been increasing,
but still they are no deep enough, and it is necessary to differentiate between the study of Social
Responsibility and the degree of awareness and commitment that higher education institutions
have shown on the subject. Universities seek to form men and women of integrity, Remolina
(2003), which are able to provide professional services under ethical and humanistic criteria, with
solidarity and service excellence. It seems simple, but it is not easy to achieve, therefore,
universities are bound, by the society and non-governmental organizations, to implement
principles of Social Responsibility in the different key processes each day: training, research and
extension. Within the analyzed literature we found contributions in where the action field of
universities is being expanded in terms of sustainable development (Segalas, Ferrer-Balas ,
Svanstrom, Lundqvist, & Mulder, 2009); the integration of social responsibility concept to
professionals, making an impact in education level, which includes ethical and social values
(Bampton & Maclagan, 2005); some launches related to SRU initiatives (Lukman & Glavic,
2007); (Van Weenen, 2000) and those focused on the environment (Atakan & Eker, 2007;
Hammond & Churchman, 2008); education commitment to peace seeking (Salgado, 2004).

Universities are considered as main elements to, meet the requirements of production, social
needs, with an active role on the society transformation (Parra, 2010; Pérez et al., 2003), identify
the human capital and social capital as a key pieces to reduce poverty and injustice, that despite
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the advances in science and economic development, are still present (Kliksberg, 2005); focusing
in social virtue and how to manage the operations involving economic, environmental and social
sustainability; search for respect on moral values, beyond any particular interests, (Argandona,
2009); a commitment of university organizations to the society in which they interact (Aguirre,
Pelekais, & Peace, 2012; Carneiro, 2004; Guédez, 2006), among others. However, universities
have not received sufficient attention in the scientific field, which, generates the need to analyze
the social and environmental impacts as well as the role that it should take within society and the
risks involved when it sends professionals lacking of social values to the labor market, and the
need of a preparation for their development in the globalized environments in which they develop
in companies. This shows our interest in investigate the existing theoretical fundaments, and to
achieve this we are running a bibliometric analysis on the theoretical development of the social
responsibility in universities, to measure its activity and scientific repercussion

REVIEW OF LITERATURE

Social responsibility has its origin in the United States, in the wake of the Vietnam war in the late
fifties. It grows on importance to the business world from the nineties when already abundant
literature on the theme appears, where some authors speak of four components of social
responsibility: the legal liability, ethical responsibility, economic and finally philanthropic
responsibilities. (Fontaneda, Camino, Mariscal, & Jests, 2007). At present times there is a
growing interest in corporate social responsibility, so it is possible find a multitude of initiatives
such as: the promotion of the Global Pact by the UN, in Spain the ASEPAM (Spanish
Association of the Global Pact), the development of the ISO-26000 (guide to management of
business social responsibility), Social Accountability 800 Standard (Code of socially responsible
behavior), the publication of the green paper of the Social Responsibility of the

European Council of Lisbon), the CRE (Association of Spanish companies), the white paper of
the social responsibility, which contains 60 appearances of experts, among others Corporate
social responsibility must be defined in terms of what the company is, where the social value is
identified by taking into account the factors of improvement or deterioration in the peoples
decision quality (the ethical dimension), the creation of better conditions, or at least not worse for
future generations (environmental dimension) and conflicts, cooperation or the power in society
and their consequences on the present and future generations (social dimension). Therefore, it
should be addressed in terms of value creation and approach to the concept of social
responsibility: origin and evolution. (Kochan & Osterwalder, 1994)

Ana Diaz de Iparraguirre (2008) defines it as the joint action of the whole company (workers,
managers and owners) aware of the role that it has as business unit that creates value, and that
survives in a space that is lucrative. From this definition Iparraguirre highlights several features to
limit the concept of Social Responsibility in Universities:

e Social Responsibility appears when the organization becomes aware of his environment
and the impact that generates in it.

e Become aware not only of the economic but the ethical concerns.

e The collective action of the organization where respond to the demands and needs of
those affected.

e The definition of what is good and what is not, and should be left to do, depending on the
dialog between the concerned and affected by the organization services

Iparraguirre identifies the evolution that the companies have had to suffer to move from a
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philanthropic movement to a real social responsibility, it is now the turn of the universities to set
aside their social projection and play the role of active players in the process of social
responsibility parting from training within the University. The University, according to Morin et
al (2003), from a holistic view should try to articulate the various parts that comprise it, as a
project of social promotion of ethical principles and sustainable and equitable social development
for the responsible production and transmission of knowledge and the training of teachers and
citizens equally responsible. The University along the history has played a very important role in
the process of transmission of knowledge and collaboration as a link between society and
business. The Lisbon European Council (2000) makes the observation that the University should
play a role not only of transmitting knowledge source to facilitate the professional development
but also the ethical progress, the realization of its staff, and the solidary linking with the general
interests of any nation. That is why it is of great importance the comprehensive training and the
social commitment in the execution of the role of the University within the processes of
university level education that contribute to sustainable development, now called Social
Responsibility in universities (SRU). For Remolina (2003) it is important that universities provide
professional services under ethical and humanistic criteria, of solidarity and service excellence.

It seems simple, but it is not easy to achieve, therefore the universities each day are bound by the
society and non-governmental organizations to implement principles of Social Responsibility in
the different key processes: training, research and extension. For Aguirre et al (2012) universities
in their internal and external dimensions must generate social responsibility as institutional
commitment, not as an indicator framed in the governmental political principles, since such it
should be an interpretation of the action and strategic voluntary attitude with their people, to
ensure the competitiveness of significant quantitative facts, allowing ideas exchanging,
integration of values, behaviors, and the internalize of social needs both internal and external.

METHODOLOGY

The methodology used is a descriptive and retrospective bibliometric analysis, conducted through
the analysis of the number of published articles in different magazines registered in the database
and in ISI Web of Knowledge database. Bibliometrics consists in the application of mathematical
and statistical methods to measure quantitative and qualitative changes that occur in the scientific
literature ((Surifiach, Duque, Royuela, & Ramos, 2002). Flores et al., (2004) Defines
bibliometrics as a "tool that lets you develop a set of indicators referring specifically to the
production of a scientific discipline, providing, in this way, a basis for discussion to estimate the
degree of consolidation and development of the it". The bibliometric analyzes allow us to
improve the electronic access to the repositories of scholarly publications through a greater
number of databases. (De Bakker, Groenewegen, & Den Hond, 2005).

We included in this analysis only original articles, that is, only those that provided their own
results that had not been previously published. To start the investigation requires select and
examine the indexes that allow conclusions on the situation in accordance with the proposals set
out in the literature (Agudelo, Breton-Lopez, & Buela-Casal, 2004; Flores et al., 2004; Pérez et
al., 2003).

The articles were obtained from the database Web of Knowledge of the ISI( The Institute for
Scientific Information) that was founded by Eugene Garfield in 1960 and acquired by Thomson
(Thompson Reuters) one of the largest companies in information. ISI maintains Web of
Knowledge, a platform based on web technology and formed by a wide collection of
bibliographic databases, citations and references of scientific publications of any discipline of
knowledge, both, scientific and technological, humanistic sociological. (Salvadores Santamaria,
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2012) For each material we took the number of authors per article, the nationality of the authors,
quantity of bibliographical references, year of publication of articles, type of work performed.
First we proceeded to look for those scientific journals that might relate to the area of knowledge,
to this end, we used the virtual library of the Instituto Tecnologico de Estudios Superiores de
Monterrey, in which are included the following databases: EBSCO and ProQuest. The next step
was to include in the search engine of the virtual library those words, which could facilitate the
search for scientific journals that addressed in its publication the university social responsibility.
In this case, the search terms used were: "University Social Responsibility” "Business Ethics"
"University" "Social Responsibility” "Survey of School" "Higher Education", teaching and
research. It was subsequently analyzed the editorial line of the magazine.

For this reason, our search enabled us to find a comprehensive listing of potential scientific
journals, of which, we select those that, by the characteristics of its editorial line, will be adjusted
with more precision to what we're looking for, i.e. scientific journals that include in their volumes
of publication work of university social responsibility. The main electronic journals found were
the following: Revista Internacional Administracion y Finanzas, Revista dEconomie Financiére,
Revue Management et Avenir, Revue Reancaise du Marketing, Decisions Marketing, Review of
Management & Economic, Business Ethics Quarterly, Academy of Management Learning &
Education, Business Ethics Quarterly, Business Ethics: A European Review, Higher Education
Policy, Journal of Studies in International Education, British Journal of Educational Technology,
Research in Higher Education, Strategic Finance, Journal of Marketing Management,
International Advances in Economic Research, Journal of Financial Service Professionals,
Journal of Management Development, Journal of Property Management, Journal of Advertising,
Journal of Marketing Research, Administrative Science Quarterly,

Kiplinger's Personal Finance, Communications of the ACM, Academic of Management
Learning & Education, Journal of Financial Planning, Journal of Product Innovation
Management, Strategic Finance, Economics of Innovation & New Technology, Russia & FSU
General News, Financial Accountability & Management, Region Formation & Development
Studies, International Journal of Technology Management & Sustainable Development,
Advances in Management, Academy of Educational Leadership Journal. The analysis of the
database ISI Web of Science Social Science Citation Index, in the branch of the social sciences,
allowed us to know which magazines of those identified in the digital library of the ITESM are
included in the ISI database, and therefore, are considered high-impact journals based in JCR
(Journal Citation Report). For this purpose, the scientific journals of greater impact are: Business
Ethics Quarterly, Business Ethics: A European Review, Journal of Business Ethics, Research in
Higher Education, Research papers in Education, Revista Espafiola Pedagdgica. Finally, once
identified and selected the scientific journals object of analysis, the selection of those that might
relate to the university social responsibility is based on an analysis of the titles, keywords and
summaries provided by them. Of the 325 titles that resulted from the search using the key words
already mentioned, we reviewed the introduction, results and conclusions earning a total of 100
articles that describe the practices of study

RESULTS

A literature review was performed on the topic investigated, with a purpose to identify
background of studies in University Social Responsibility. As a result we were able to see a
growing development of the theoretical research in this area; however, in the ISI we could not
found any bibliometric studies referred to the subject that will analyze the behavior of the
scientific production in this area, which fundaments the need for this type of study. The

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 101



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

bibliometric study identified 325 titles published in the ISI database during the period 2009 to
2013; 100 of them addressed University Social Responsibility at different levels in a
straightforward manner. A literature review showed us an increase in the theoretical
investigations in the field in 2013 as we can observe in the Figure 1, however no bibliometric
study was found referred to this topic that analyzed the need for performing this type of study.

Among the most prominent countries within the scientific production on the subject, we find
USA with 30 articles, followed by England with 10 articles, Canada with 9, Spain with 7 and
Turkey with 6 (figure 3). In a second block, with 5 articles, we find Australia, Malaysia and
South Africa. In contrast with the level of publications by developed countries we find Latin
America with only 10 articles, which represents 0.10 % of the total number of publications.

Figure 1: % Publications Per Year (2009 — 2013)
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Figure 2 shows the distribution of papers according to the type of document, where the Journal
Magazine is equivalent to 98 %.

Figure 2: Type of Documents Evaluated
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Figure 3: Distribution of Articles on Social Responsibility University (2009 - 2013)
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Figure 4: Productivity by Institutions (2009 - 2013)
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Figure 4 illustrates the productivity of the institutions on the subject within the indicated period,
where the most representative were California State University, University of Oxford and the
University of London. The indicator of productivity by institution is consistent with the
predominant language is English in 92 %. (Figure 5)

Figure 5: Publications Per Language (2009 - 2013)
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Source: Own development
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The papers were cited 308 times of which 307 were not self-citations, that is to say, that the same
author is referenced with other subsequent works. In summary, the average number of citations
per article is 3.08. Another index is the h-index that tells us the number of publications containing
more than 20 events, which in this study was 8.

CONCLUSIONS

From a scientific or research point of view, there is a clear upward trend in regard to the volume
of scientific papers published on the university social responsibility, thus confirming the
stipulated by Lopez,J & Sanchez,M. (2009). It is noted that only have 100 registered jobs of a
total of 10,000 publications that compose it, being the level of theoretical and experimental
research in the topic still low.

Of the 380 authors recorded only 2.08 % of them collaborate intra-institutional while their level
of inter-institutional collaboration is almost zero. The Price Index tells us that the percentage of
references used with at least 5 years of age is 4; we confirmed that there are very few publications
on the subject. The indicator h-index confirms to us that the references used in average in each
article are 8 being low to the importance of the issue raised in the present.
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ABSTRACT

This paper examines how intangible assets and cross-regional differences affect the revenue of
the knowledge—based activities. A multilayer perceptron (MLP) analysis was conducted for 11
information technology activities in the Republic of Croatia for the period between 2002 and
2007 comprising 1.062 data. R&D expenditure, intellectual property rights, goodwill, other
unclassified intangible assets and regions predict the change in revenues. The results show that
the intangible assets and regional differences explain variations in revenues. The best predictor
of the activity’s revenue performance is the value of activity’s intellectual property rights. The
unit of analysis is the information technology activity within a county which limits the firm
specific comparisons. Future research should incorporate firm level comparisons and a panel
analysis in order to confirm the relationships provided by the MLP analysis. The findings suggest
the strong impact of formal intellectual property rights protection by portraying regional
discrepancies. These findings enable fostering innovation in the knowledge-based IT sector
thereby providing recommendations for the developments of other sectors. This is especially
meaningful for countries such as the Republic of Croatia, a new EU member state, which is
experiencing continuous economic transition and which companies perceive formal intellectual
property protection as less significant.

JEL: C45, 031, 032, 034, 043, P31

KEYWORDS: Intangible assets, Intellectual property rights, Regional development, Information
Technology

INTRODUCTION

A country’s economic development rests on the entrepreneurial potential of its companies. An
entrepreneurial mind causes innovation and technological change (Schumpeter, 1934) leading to a
short-term lock-in value within their regions of occurrence. Schumpeter asserted on the role of
institutions as facilitators of entrepreneurship wherein the short-term effect is the result of the
increased competition coming from the adoption of innovations by the companies’ rivals and
imitators. A company must continuously innovate in order to achieve the competitive advantage
given in its value added products and services. In this paper the illustration of the IT sector’s
activity is done to describe the relationships between the determinants of its regional economic
development given in the IT sector. The paper portrays the possible linkages and their strength
between the value of the IT activities’ intangible assets and their impact on the sales revenue.

LITERATURE REVIEW
Schumpeter (1934) posed a premise that the innovation is driven by large companies. The drive is

explained in their higher portion of resources and capital necessary to invest into research and
development. If entrepreneurship is viewed from the behavioural perspective (Mcquaid, 2002),
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then it can lead to a variety of implications for policies which promote entreprencurship of all
companies’ sizes.

Many studies assert onto a regional support for innovation and entrepreneurship (Dick and Payne,
2005), the agglomeration effects and the influence of clusters at the regional level (Collinson,
2010), state aid programmes for innovation and technology, and the role of the regions regarding
adoptions of a necessary legislative framework (Rolfo and Calabrese, 2003). It can be stated that
regional social capital originates from the embeddedness of companies into regional networks of
social relationships in which beneficial collaboration is fostered by catalyst norms, values and
customs. As innovation is increasingly considered a network effort, embeddedness and intangible
assets help in explaining how and why networks of innovating companies are successful (Rutten
and Boekema, 2007).

The common way of introducing new technology pursues purchasing new machines and
equipment to reduce costs and improve quality of production processes (Rolfo and Calabrese,
2003), while companies’ intangible assets determine how effective regional innovation networks
function. Mcquaid (2002) states that the established entrepreneurial culture is embedded into
locations. This notion is often pointed out when referring to the European clusters and the
collaboration pattern of companies within it. If Schumpeter’s notions on innovation are translated
into different units of observation such as regional contexts of the counties, it would suggest that
bigger counties, according to the sales revenue of the IT sector companies, have higher R&D
expenditures which lead to higher innovations observed in the value of their intellectual property
rights (IPRs). Although global knowledge networks might render the regional environment less
important, Todtling, Grillitsch and Hoglinger (2012) argue for the spatial effect of innovation
activities founded in their patterns of knowledge relationships.

Previous studies show that information and communication technology industries cluster
geographically and have spatially clustered growth rates according to the innovating regions (in
terms of patents) with a special reference to the concentration in larger urban areas (Maurseth and
Frank, 2009). On the other hand, Todtling, Grillitschand Hoglinger (2012) found that that
company location had less direct effect on ICT innovation by examining 110 ICT companies in
three Austrian regions according to the extent they use particular knowledge sources from
regional, national and international level and to what extent their innovativeness can be explained
by the knowledge sourcing pattern and their location. Bramwell, Nelles and Wolfe (2008) studied
the ICT cluster in Canada and found that many inter-firm linkages are non-local and that extra-
firm institutional supports, such as the local university and industry association, are critical in
sustaining and strengthening the cluster providing more support for the role of local and global
knowledge flows and learning processes and the interaction effect of civic capital and local
institutions for development of local economy. Hence, differences in regional social capital given
in their intangible assets explain regional differences in economic development (Rutten and
Boekema, 2007) where standards tend to be crucial for the creation of new industries and markets
for novel ICT products and services (Williams et al., 2011). This research acknowledges a given
assumptions and furthers them by examining the influence of R&D expenditures, IPRs and other
intangible assets on the IT sectors’ activities’ sales revenues in the Republic of Croatia.

DATA AND METHODOLOGY

This research examines the link between intangible assets of IT sector companies of all sizes in
the Republic of Croatia according to the type of the IT activity, region and time. The data for the
IT sector are multi-dimensional. They are cross-sectional for a specific year for the period
between 2002 and 2007. The data for this study is obtained from the Croatian Financial Agency.
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There was a total of 1.062 multi-dimensional data on the companies’ IT activity observed in the
regions. Croatian IT sector comprises eleven different IT activities according to the National
Classification of Activities: computer and equipment manufacturing, computer wholesale,
peripheral and programming equipment (software), retail of computers and office equipment,
leasing of office machines and other equipment (including computers), hardware consulting,
software publication, other consulting services and software sourcing, data mining, database
construction and management, office equipment and computer maintenance, and other similar
computing activities (Croatian Statistical Bureau, 2011). The unit of observation is the IT sector’s
activity within a NUTS II region, where each county belongs to a specific NUTS II region. NUTS
II stands for the Nomenclature of Territorial Units for Statistics (NUTS) of the European Union
based on the existing national administrative subdivisions divided according to the size of
population that serves as a framework for the European Union's Structural Fund endowments.
From 1* January 2013 there are 2 NUTS II regions in the Republic of Croatia: Continental
Croatia and Adriatic Croatia. Continental Croatia comprises 14 counties, and is situated in the
Northern part of Croatia. Adriatic Croatia contains 7 counties, and is located on the coastal front
of the Adriatic Sea. The analysis is made according to the NUTS II classifications.

The research explores the neural network structures of perceived predictors, company’s intangible
assets and NUTS II regions, on the sales revenues of the IT activities within a county. For this
purpose, the Multilayer percepton analysis was conducted. Radial Basis Function analysis was
also performed. Insignificant differences were found between the two. Hence, the paper illustrates
the Multilayer percepton analysis’ results (MLP). MLP uses feedforward architecture composed
of non-linear data modelling tools which consist of input and output layers plus one hidden layer.
The data are divided into training (an estimation set), testing (used to prevent the overtraining
set), and holdout sets (used to independently asses the final network).

Predictors in our MLP model include intangible assets as covariates and NUTS II regions as
factors. Intangible assets are: Research and development expenditure (in the model: R&D
projects), Concession rights, patents, commodity and service brands (in the model: /PR),
Goodwill (in the model: Goodwill) and other intangible assets (in the model: Other unclassified
intangible assets). The dependant variable is sales revenue of particular IT activity according to a
year and a county. The values of intangible assets and revenues were observed in Croatian kunas
(HRK). The data was standardized in order to minimize variations between different predictors
and a dependant variable. The analysis controlled for the regional differences according to
counties and the variations in IT activities. The following section presents the descriptive results
and the results of the MLP analysis.

EMPIRICAL RESULTS

The analysis incorporated IT sector companies of all sizes in the Republic of Croatia according to
the type of the IT activity, regional context and time. 1.062 multi-dimensional data were obtained
for the period between 2002 and 2007 comprising 11 IT activities and 21 counties within two
NUTS II regions.

Internal descriptive analysis showed huge variations in the time-series change in values among
R&D projects, IPRs and companies’ goodwill according to a particular NUTS region. The time-
series variation in values among R&D projects, IPRs and companies’ goodwill are reduced by
standardizing data. Hence, four predictors (R&D expenditure, IPR, Goodwill, Other intangible
assets) and one dependent variable (Sales revenue) were standardized in order to define neural
network structures by performing a multilayer percepton analysis. Table 1 shows the descriptive
statistics of the standardized values used in the analysis. Variables NUTS II, counties and IT
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activity are nominal, and the time in years is the ordinal variable. The values of R&D projects,
IPRs, goodwill, other intangible assets and sales revenues are scale variables.

The MLP analysis results are displayed for all years in order to draw valid conclusions set for the
future panel analysis (Appendix A). Approximately, 70% of cases were assigned to the training
sample, and 30% to the testing sample with the choice of the records done in a random manner.
No data were excluded from the analysis. The analysis comprised 1 hidden layer with 4 neurons
to prevent overtraining and better network visibility and increase the computational efficiency
(Haykin, 1998), while a hyperbolic tangent activation function is used for both hidden and output
layers. The average overall relative errors are fairly constant across the training (0.02; 0.15; 0.09;
0.03; 0,20; and 0.10) and testing (0.37; 0.98; 0.89; 0.27; 0.41; and 1.38) samples from 2002 until
2007 respectively. Hence the models are not over-trained and the future cases’ error given by the
network should be close to the reported errors. The yearly linear regressions between predicted
and observed values are made to confirm their validity (Figure 1). It shows that the predictors,
intangible assets' values and counties, explain the observed differences in revenues. The
estimated equations are displayed in the Table 2 and given in Figure 2.

Table 1: Descriptive Statistics of Standardized Predictors

N Minimum Maximum Mean Stal.ld?rd
deviation
R&D projects 1062 -0.16 11.86 0 1
IPR 1062 -0.07 23.39 0 1
Goodwill 1062 -0.04 32.41 0 1
Other intangible assets 1062 -0.21 13.98 0 1
Sales revenue 1062 -0.20 14.47 0 1
Source: FINA, Authors’ calculation.
Table 2: Estimated Yearly Regressions
Year Estimated regression R? Intercept Standardized beta
2002 y=-0.03 +0.81 x 0.90 -0.03 0.81
2003 y=-0.06+0.83 x 0.82 -0.06 0.83
2004 y=-0.05+0.84 x 0.83 -0.05 0.84
2005 y=-0.01+0.94 x 0.96 -0.01 0.94
2006 y=-0.03+0.48 x 0.74 -0.03 0.48
2007 y=-0.03+0.92x 0.90 -0.03 0.92
Average 0.86 - 0.04 0.79

Finally, the MLP analysis shows the importance of the independent variable in predicting the
observed or dependant variable (Figure 2). It is a sensitivity analysis done by measuring the
extent to which the network's model predicted value modifications for altered values of the
independent variable (Haykin, 1998). Figure 3 illustrates the highest importance of IPRs for all
given years, while smaller importance is given to companies’ goodwill, R&D projects and other
intangible assets.

DISCUSSION AND CONCLUSION

After 2002 the Croatian IT industry exhibited several negative trends such as the fall in value of
the R&D projects’ expenditures and a decrease in investment in telecommunications. Conversely,
the positive trends included the growth of the goodwill of IT companies, constant growth of sales,
number of employed in the sector and number of companies. These trends could be explained in
deliverance of various strategies for the IT sector after 2002 and their institutional enforcement.
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“The strategy for development of broadband internet access in the Republic of Croatia until
2008 aimed to decrease the lag in the broadband Internet access’ usage with the European Union
member states. The strategy is being extended for the period between 2011 until 2015. In 2007
the program eCROATIA was based on the similar program of the European Union attempting to
modernize public services such as public governance, education and healthcare. Hence, it can be
stated that after 2002 the Republic of Croatia has continuously worked on the IT modernization in
order to adjust to norms and technologies of the European Union and enhance its economy in
trying to make it more efficient and competitive with the European Unions’. Particular lags exist
due to lack of IT support in the public administration as well as the lack of IT literacy of low-
skilled workers. “The Global Information Technology Report 2010-2011” illustrates the national
IT sector’s competitiveness index, whereby Croatian IT performance continuously falls compared
to other nations’. Nevertheless, the lack of market structure seems to be recognized by constant
furthering of the given set of IT strategies.

Figure 1: Predicted Values on the Observed Charts
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Predicted Value
Predicted Value

Predicted Value

Predicted Value

Predicted Value
Predicted Value

Source: FINA, author's calculation.

The empirical analysis in this paper has shown the importance of high-technology intangible
assets for the regional sales performance in the Republic of Croatia as about 86% of the variations
in data are explained by the analysis. The most important observed positive intangible asset was
the value of intellectual property rights, followed by the value of goodwill, R&D projects and
other intangible assets. The positive effect of intellectual property rights on the regional activity’s
sales revenue mark a plausible finding which relates successful innovation to higher added values
captured by the rise in sales revenues. Although IT sector is led by efficiency increase,
standardisation and task-orientation, it seems that it cannot evade the external isomorphic
pressures bound by regional and professional activities’ specificities. Moreover, the study aligns
to the Maurseth and Frank’s paper (2009) in illustrating that the values of the IT activities are
more pronounced in the higher urban areas pointing to a significance of particular geographical
clusters. The paper recognizes the drawback evident in differentiates the link between R&D
project expenditures and IPRs generated by a company which could originate from acquiring
technology. However, the nature of the obtained financial data could not account for this
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difference. The technology transfer and adoption which marked the transition process of the
Central and Eastern European countries managed to successfully transcend into the rise in sales
revenues in the IT sector regardless of the source of its initial productivity increase, from the
sound technology adoption or the fall in the employment in the sector.

Figure 2: Independent Variable Importance
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Finally, the IT sector and regions could profit from rearranging the regional institutional
limitations often accentuated as administrative hurdles and excess bureaucracy damping every
entrepreneurial aspiration including the regional institutional changes. The institutional changes
and the environment that facilitates translation of R&D expenditures into innovations and
consequently profit opportunities, should be the environment fostered by a strong knowledge
network ties that allow the companies to easily integrate and focus their strategy towards global
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innovation networks while preserving regional support for their innovative practices in within
region collaboration. This remains to be an ambitious task within the international, national and
regional contexts asking for the emergence of efficient innovation systems found on the triple-
helix networks and open innovation structures which effects are to be evaluated in the subsequent
periods.

APPENDIX

Appendix A: Network Diagrams
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Source: FINA, author's calculation.
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ABSTRACT

This paper presents development of financial indicators at higher education institutions in the
Republic of Croatia and assesses the contribution of financial indicators for performance
measurement. We examine relevant literature as well as current accounting systems of Croatian
higher education institutions. Based on information that we obtained from financial statements of
33 public higher education institutions we develop financial indicators that can be calculated
under existing systems. The results show that it is not possible to develop whole set of financial
indicators because there is a lack of accounting information especially cost information. The
authors argue that although financial indicators are extremely important part of performance
measurement system, there are significant problems with its practical development. Therefore,
authors propose changes that need to be done in order to develop quality financial indicators at
Croatian higher education institutions and those suggestions can be also useful for all countries
that are trying to improve performance management in higher education.

JEL: 123, M41
KEYWORDS: Financial Indicators, Higher Education Institutions, The Republic of Croatia
INTRODUCTION

Higher education institutions (further in the paper HEIs) in the Republic of Croatia are mainly
budgetary users (102 HEIs from total 135 HEIs are budgetary users) whose main objective is
efficient and effective providing of higher education services while minimizing costs. However,
Croatian higher education sector is presently facing with financial and institutional reforms
because budgetary resources are reducing on the one side while on the other side we have
increased demands for quality. So, there is a big problem of unbalance between available
financial resources and financial need of HEIs. Even though HEIs are mostly non-profit
organization they should introduce financial indicators from business sector in the area of
effective management. In that context, the need for development of financial but also
nonfinancial indicators, that would improve financial management and quality (Cullen et al,
2003) and would enable implementation of university strategy (Comaniciu, Bunescu, 2010) in
higher education’s system, seems logical and necessary but still there is no legal requirement for
performance measurement not just at HEIs but also at whole public sector institutions in the
Republic of Croatia.

So, in a view of the fact that Croatian HEIs are now facing severe financial and structural changes
and that there is a need for reform, we think that HEIs in the Republic of Croatia firstly need to
develop set of financial indicators that could improve lump sum allocation and introduce
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performance measurement in the higher education system.Countries forerunner of the idea of
measuring performance in higher education systems that already have well developed
performance measurement system in all public sector entities are Australia and the United
Kingdom (Vasic¢ek, Budimir, Letini¢, 2007). So, it is important to investigate good practice of
these countries as well as existing accounting system as a base for possible development of
financial indicators in the Republic of Croatia.

In this paper, we focus on key financial indicators at HEIs as an essential part of performance
measurement system. Firstly, we examine relevant literature that deals with development of
financial indicators in Australia and United Kingdom. Based on obtained data, we tried to
develop set of financial indicators for Croatian HEIs by using basic financial statements of
constituents of University of Zagreb. The paper closes with some concluding comments in which
we propose changes that are necessary for development of quality set of financial indicators and
improvement of financial management at HEIs in the Republic of Croatia.

LIERATURE REVIEW

Performance measurement in the higher education systems includes the set of financial and
nonfinancial indicators (Budimir, 2010). While financial indicators put focus on financial
structure of HEIs, nonfinancial indicators are connected with customers, internal processes,
learning and growth. Even though for performance measurement of education services it is
necessary to develop both, financial and nonfinancial indicators, we think that in the case were
performance measurement system is not developed at all, like at Croatian HEIs, that it is
necessary to start with development of financial indicators. Because of that, in this paper we
examine exiting set of financial indicators in countries like Australia and United Kingdom that
among first started with its development.

The concept of indicators at HEIs in Australia is well established and consists from five groups of
indicators (Department of Education, Science and Training, 2001): student indicators, staff
indicators, finance indicators, research indicators and outcome indicators. For the purpose of this
paper focus is just on key financial indicators which consists from (Department of Education,
Science and Training, 2001, 2005): operating revenues as a share of total income %, operating
expenses as a share of total expenses %, salaries and salary related costs as a share of total
expenses %, remuneration per employee, expenses per equivalent full-time student units, by
library expenses /other academic support services/student services, earned income as percentage
of total income %.

Performance indicators in the United Kingdom provide comparative data on the performance of
institutions in widening participation, student retention, learning and teaching outcomes, research
output and employment of graduates. They cover publicly-funded higher education institutions in
the UK.They are intended as an objective and consistent set of measures of how a higher
education institution is performing. According to HESA (Higher Education Statistics Agency in
UK) the indicators are calculated using both financial and nonfinancial information.

HESA (2009) listed on its web site key financial indicators for HEIs: total income in £000s,
percentage ratio of total funding body grants to total income, percentage ratio of recurrent
teaching grants from funding bodies for HE provision to total income, percentage ratio of
recurrent research grants from funding bodies for HE provision to total income, percentage ratio
of recurrent (other) grants from funding bodies for HE provision to total income, percentage ratio
of total funding body grants for HE provision to total income, percentage ratio of tuition fees and
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education contracts to total income, percentage ratio of full-time home/EU student fees to total
income, percentage ratio of non-EU he course fees to total income, percentage ratio of income
from research grants and contracts to total income, percentage ratio of department for business,
innovation and skills research council grants and contracts to total income, percentage ratio of
UK industry, commerce and public corporations research grants and contracts to total income,
percentage ratio of EU research grants and contracts to total income, percentage ratio of other
income to total income, percentage ratio of total endowment and investment income to total
income, percentage ratio of contribution from research grants and contracts to research grants and
contracts income, ratio of current assets to current liabilities, ratio of liquid assets to current
liabilities, days ratio of total general funds to total expenditure, days ratio of total general funds to
total expenditure (excluding pension reserve and pension cost adjustment), days of current
income (excluding funding body grants for he provision) represented by debtors, percentage ratio
of total staff costs to total income, percentage ratio of total net cash inflow from operating
activities to total income, gearing ratio, percentage ratio of premises repairs and maintenance to
total expenditure, percentage ratio of interest and other finance costs to total income. From the
presented indicators it can be concluded that the UK has well developed system of financial
indicators that can be very useful for its development in the Republic of Croatia.

METODOLOGY

Research about possibility of development financial indicators in the higher education system in
the Republic of Croatia was conducted through data from basic financial statements of 33
constituents University of Zagreb which is the largest and the oldest University in Republic of
Croatia. Public HEIs are disclosing balance sheet, report about revenues and receipts, expenses
and expenditures and all mentioned statements are prepared on modified accrual basis. Modified
accrual basis implies narrowed scope of provided information, especially costs information
considering that there is no information about depreciation costs, which is directly reflected on
calculation of financial indicators.

The data which were analyzed are from basic financial statements for 2011. Using the data, we
tried to calculate the most significant financial indicators for Croatian HEIs which we propose
based on review of key financial indicators in Australia and UK. Afterwards, we grouped by
areas obtained financial indicators for the 15 biggest constitutes according to student’s number
and we calculated mean and standard deviation for every area of the University. The indicators
that we tried to calculate are presented in the table below as well as formula for its calculation.

Table 1: Proposed Financial Indicators For University of Zagreb

FINANCIAL INDICATORS FORMULA
total costs per student direct+indirect costs/ number of students
total cost per graduated student direct+indirect costs / number of graduated students
total cost of study direct+indirect costs of courses
total burden of teaching staff number of hours per teacher
average years of using equipment and other asset average time of usage of equipment and other asset
average usage of library services number of issued book per students
average cost of teaching staff salary costs of teaching staff/ number of teaching staff
average cost of administration salary costs of administration/number of administration staff
capital costs per student capital costs/ number of students
percentage ratio of capital expenses in total expenses capital costs / total expenses
percentage ratio of revenues from tuition in total revenues tuition revenues/ total own resources
percentage ratio of revenues from state budget in total revenues revenues from state budget/ total revenues
economy of total business total revenues/ total expenses
gearing ratio total liabilities / total asset
percentage ratio of interest expenses in the total expenses financial expenses/ total expenses
percentage ratio expenses for employees in the total expenses expenses for employees/ total expenses
percentage ratio of material expenses in the total expenses material expenses/ total expenses
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RESULTS AND DISCUSSIONS

Calculated financial indicators for 15 constituents (Faculty of Science, Faculty of Electrical
Engineering and Computing, Faculty of Chemical Engineering and Technology, Faculty of
Transport and Traffic Science, Faculty of Mechanical Engineering and Naval Architecture,
School of Medicine, School of Dental Medicine, Faculty of Veterinary Medicine, Faculty of
Agriculture, faculty of Food Technology and Biotechnology, Faculty of Economics and Business,
Faculty of Humanities and Social Sciences, Faculty of Teacher Education, Faculty of Law, Music
Academy) are grouped by 6 areas. In table 2 average values of chosen financial indicators are
shown for every area of the University of Zagreb.

Table 2: Average Values of Financial Indicators For 2011 by Areas of Constituents of University

of Zagreb
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@ E 3 S E E ¢ 235 58 z E
BIOMEDICAL AREA Mean 3849,08 0,05 0,50 0,80 1,01 0,12 0,00 0,75 0,24 1314,00 399,75
N 4 4 4 4 4 4 4 4 4 4 4
Std. 3769,84 0,03 0,24 0,06 0,02 0,17 0,00 0,03 0,03 800,51 272,28
Deviation
BIOTECHNICAL AREA Mean 1945,85 0,04 0,14 0,76 0,99 0,08 0,00 0,72 0,28 1675,50 347,00
N 2 2 2 2 2 2 2 2 2 2 2
Std. 537,48 0,00 0,01 0,05 0,01 0,04 0,00 0,04 0,04 811,05 127,28
Deviation
SOCIAL-HUMANISTIC Mean 401,07 0,03 0,77 0,60 1,03 0,16 0,00 0,73 0,27 8114,00 389,50
AREA
N 4 4 4 4 4 4 4 4 4 4 4
Std. 85,32 0,02 0,14 0,17 0,02 0,15 0,00 0,05 0,04 4959,89 25342
Deviation
NATURAL AREA Mean 709,24 0,02 0,56 0,84 1,07 0,03 0,03 0,75 0,25 4949,00 721,00
N 1 1 1 1 1 1 1 1 1 1 1
Std. Y% Y% Y% Y% % Y% %
Deviation
TECHNICAL AREA Mean 1739,74 0,05 0,37 0,68 1,04 0,10 0,00 0,70 0,30 2977,67 354,67
N 3 3 3 3 3 3 3 3 3 3 3
Std. 935,12 0,01 0,20 0,05 0,03 0,09 0,00 0,03 0,03 116521 15536
Deviation
ARTISTIC AREA Mean 50666,19 0,42 0,59 0,70 0,81 0,73 0,00 0,76 0,24 544,00 145,00
N 1 1 1 1 1 1 1 1 1 1 1
Std. Y% Y% Y% Y% % Y% %
Deviation
Total Mean 5165,30 0,07 0,51 0,72 1,01 0,16 0,00 0,73 0,26 3699,27 385,40
N 15 15 15 15 15 15 15 15 15 15 15
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Std. 12785,42 0,10 0,26 0,12 0,06 0,20 0,01 0,04 0,04 3789,89 216,57
Deviation

Source: Authors’ calculation.

From the table it is visible that average capital expenses per student in 2011 are the highest in
artistic and biomedical area. But, it should be taken into consideration that in biomedical area is
the highest standard deviation or average variation then standard. While the lowest average
capital expenses per student are in social-humanistic area and in natural science. Further,
regarding the portion of capital expenses in total expenses the situation is the same. Artistic area
has the highest portion of capital expenses in total expenses and in average it is 42%. Whereas, in
other areas, average values of portion of capital expenses in total expenses are between 2 and 5%.
Previously has been highlighted how constituents of University of Zagreb are budgetary users and
that are mostly financed through state budget. This is visible through average values of revenues
from state budget in total revenues. Average values of financing out of state budget in 2011 are
from 60 to 85% with differences between areas. So, the lowest value of average indicator of
financing out of state budget is in social — humanistic area. This would mean that constituents in
that area are using and some other financing resources. Constituents in natural sciences are
financed out in largest portion from state budget which is visible from average value of average
indicator of financing out of state budget which is for 2011 around 84%. Regarding economics of
business activities, or average value of total revenues and total expenses indicator it can be
concluded that in some areas total revenues are higher than total expenses, based on calculated
average values. Those areas are biomedical area, social —humanistic area, natural science and
technical area. While in biotechnical and artistic area average coefficient of economics of
business activities is negative and the total expenses are higher than total revenues. Further, in
observed sample average values of ratio between total liabilities and total asset are somewhere
from 4 to 16%, but only for the artistic area total liabilities are even 73% of total asset.

Financial expenses are not so significant in total expenses for all areas. In structure of total
expenses, the highest ratio has expenses for employees and the average value is between 72 and
76%. Material expenses are next and they are in average between 20 and 30%.

Because of insufficient development of reporting system of HEI’s it was impossible to calculate
most of the key financial indicators. From shown calculation of financial indicators for chosen
constituents of University of Zagreb it is visible that external reporting system does not provide
enough information for calculation of relevant financial indicators. Therefore, it was not possible
to calculate following indicators:

1. Total cost per student/ total cost per graduated student/ total cost of courses — because of
modified accrual basis and because the costs are not tracked per cost objects,

2. Total burden of teaching staff — there is not any detailed allocation of working hours of
teachers on teaching, researching and professional activity,

3. Average years of using equipment and other asset — there is not systematical shown
depreciation costs based on objective time of usage,

4. Average usage of library services— the system of internal tracking to keep track with
issued books per student should be implemented,
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5. Average cost of teaching staff — from external reports it is possible to get total expenses
for employees which shown teaching staff and administration staff and it is not possible
to divide those expenses on teaching staff expenses and administration,

6. Average cost of administration staff - from external reports it is possible to get total
expenses for employees which shown teaching staff and administration staff and it is not
possible to divide those expenses on teaching staff expenses and administration,

7. Expenditures for paying off annuity of received loans as a part of total expenses and
expenditures — in external financial reports there is not any information regarding those
expenditures.

The research result shows that under the existing accounting system it is not possible to develop
key financial indicators in the higher education system of the Republic of Croatia.

CONCLUSION

The purpose of this paper has been to explore potential development of financial indicators at
Croatian HEIs as a means of moving to the performance measurement. The calculation of
financial indicators based on basic financial statements implies on a fact that in the existing
reporting system of HEIs in the Republic of Croatia it is not possible to develop comprehensive
performance measurement system. Moreover, the whole spectrum of information, especially cost
information, is missing due to the fact that accounting system is based on modified accounting
basis rather than full accrual basis. So, it was not possible to calculate some of the key financial
indicators like costs per student of costs per programs. All before mentioned indicates on a need
for implementation of cost and managerial instruments in existing accounting system of HEIs in
the Republic of Croatia. We also propose development of full costing method by which all cost,
direct and indirect, will be traced per cost object. However, this carries the problem of movement
from modified to accrual basis of accounting for public HEIs. Therefore, our future research will
be focused more detail on improvement of existing reporting system by introducing elements of
cost and managerial accounting and creating an information base for the development of
performance measurement in higher education of the Republic of Croatia.
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SIMULATING THE TRANSMISSION OF
EPIDEMICS THROUGH COMPLEX SYSTEMS: A
CLASSIC MODEL

Sandip C. Patel, Morgan State University
Ganesh Bhatt, Morgan State University

ABSTRACT

For health officials and policy-makers to control the spread of epidemics is the top priority.
However, challenges to deal with the outbreak and the spread of epidemics are multifarious.
Because epidemics are of different types and many of their transmission routes are different, the
extant research has used various models for spread of epidemics. Most of these models are
studied under complex systems. Computer simulations provide interesting and valuable
opportunities in understanding how epidemics spread among individuals. In the present study,
we simulate the spread of the epidemics by using a classic complex systems model.

JEL: C610; C630; 100
KEYWORDS: Complex Systems, Epidemics, Government Health Policy, and Simulation
INTRODUCTION

Intervening in the spread of epidemics has been one of the central concerns of health officials and
policy makers. Several sophisticated complex models have been proposed to conceptualize and
analyze the transmission of epidemics (Breban, Vardavas, and Blower, 2005). Since the spread
of epidemics is affected from a host of factors, we propose a complex systems classic-model to
illustrate how microscopic activities —the spread of a disease from individuals— lead to the
outbreak of large-scale epidemics at the macroscopic level. We simulate the spread of diseases
using the software we developed to implement the proposed model and analyze the results of the
simulation. In this paper, the term disease refers to an epidemic that is defined as a decrease in
the threshold of host immunity to a parasite population (Calow, 1998). In the present research,
we simulate the results of such an epidemic through a computer program (software).

Our research is important for three reasons: First, by using complex systems approach in
modeling the spread of the epidemics, we show why government policy makers and health
officials face so many challenges in effective interventions of the spread of the epidemics.
Second, the study shows that spread of epidemics is based on several mechanisms, such as the
susceptibility of the individuals. Third, a hosts of other factors such as feedback mechanisms,
types of epidemics, the rate of disease spread to others also create challenges in fully
understanding the impact of the disease at the macro-level. In the next section, we briefly
describe some of the characteristics of complex systems.

Complex Systems

The study of complex systems is emerging as an important area of interest for researchers and
government policy makers that try to study the behaviors of “collectives” (Watts and Strogatz,
1998; Bhatt and Patel, 2012). Pipes connected through simple connections, networks, and
assembly of randomly related actors- all point to the behavior of complex systems.
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Crowdsourcing, traffic-congestion, stock market fluctuations, spread of epidemic diseases,
information diffusion, and assembly of neurons in the mind are some of the examples that are
studied under complex systems. In complex systems, the heterogeneous behaviors of several
actors create a dynamic pattern at the global level. Second, complex systems consist of several
interacting agents that are connected through several mechanisms, such as pipe-lines (referred as
classic case) or networks and whose effects at the global levels are non-linear. Nonlinearity
means that the impacts caused by small changes can have proportionately large effects. Below
we discuss classic and network models are described below:

Classic Model

This is the simplest kind of complex systems model in which agents interact in a series such as a
pipe-line, connecting different homogeneous and heterogeneous sizes pipes. In the classic model,
the spread of epidemics is based on the presumption that a person can initially be either sick or
healthy. The disease can spread from an infected person to a susceptible individual. That is, if an
individual is sick, the people who come in contact with this individual may or may not get sick.
However, the sick individuals can eventually recover and become immune to the spread of the
epidemics. This model is referred as the SIR (susceptible—infected—recovered) model of an
epidemic.

Network Model

Networks, such as billions of brain neurons, a power grid, human social networks, where one
person is connected to several other individuals, is the next level of complex system that is more
sophisticated than the simple classic model. For studying epidemic transmissions under network
models, social networks among people have often been analyzed. The process of intermingling
between individuals is referred as “contagion,” depicting contagious dynamics (Hill et al., 2010).
Most of these models have, however, been analyzed in highly abstract mathematical terms, quite
difficult to understand for policy makers and health officials, who are in charge of preventing the
outbreak of diseases (Galea, Riddle, and Kaplan, 2010; Barabasi, 2002; and Barabasi and Albert
1999). In the network model, the spread of infection is based on the connections between
individuals. The complexity of this model depends on the fact that one individual can be
connected with many other individuals simultaneously (Galea, Riddle, and Kaplan, 2010). The
infections such as sexually transmitted diseases can be effectively modeled and simulated using
the network model. This kind of model is referred to SIS (susceptible-infected-susceptible).

CURRENT RESEARCH

Using a simplified classic model, we modeled layout of individuals situated in several rows to
study the transmission of diseases. We developed probabilistic simulation software to study how
quickly an infection spreads from sick individuals to the others, depending on the initial sick
population and susceptibility of healthy individuals. That is, we examine how the microscopic
events of infecting one individual to another leads to the macroscopic impact on the population.
For example, if x% of population initially have flue and the probability that the flue gets
transmitted from a sick individual to a healthy individual is y%, then what would the layout of
individuals look like at every step of the spread, if no intervention has occurred to contain the
infection?

METHODOLOGY
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As mentioned above, in this paper we propose a probabilistic model to simulate the complex
system of epidemic transmissions using simulation software we have created in Visual
Basic.NET. In the proposed model, the contagion spread is through the classic model. That is,
the model assumes that infection can spread, depending on the probability of the susceptibility,
from one individual to other individuals who are situated adjacently to the left or the right of sick
individuals. Thus, the susceptible individuals are those situated very next to the infected
individuals. In a diversion from the traditional SIR model, we presume that once an individual
gets infected, the individual stays infected, and he/she can spread epidemic to individuals who are
next to the infected individual.

The simulation program includes a graphical user interface (GUI) representing 21 rows of 21
individuals. That is, the GUI represents the population of 441 individuals. In our program, the
GUI displays the sick and healthy individuals at the end of each state. We use the term state to
refer to the layout of sick and healthy individuals at a given time. Different initial states are
supplied by a user in terms of percent of randomly selected sick-individuals to produce different
layouts. The initial state represents the start condition. State 1 signifies that the individuals who
were sick in the initial state have passed their infection to their immediate neighbors. State 2
signifies that the individuals who were sick in state 1 have passed their infection to their
neighbors, and so forth. In each subsequent state, sick individuals pass their disease to the
healthy individuals, increasing the total number of sick individuals and making bigger clusters of
sick individuals, which are measured in terms of blocks of consecutive sick-individuals.

The more advanced a state, the larger the total number of sick individuals and greater the number
of large blocks of sick individuals. Our goal was to observe the state at which either (1) a
significant number of blocks or consecutive sick-individuals are formed, or (2) a substantial
portion of population gets sick. In this study, the user-supplied values, which are percentages of
initially sick population and susceptibility, act as independent variables and the specific state acts
as a dependent variable. In addition to the state, the spread of an epidemic also depends on the
interval between the states, which is the speed of the transmission. The interval depends on the
type of disease for example, an interval between states for an epidemic that spread incredibly fast
such as the 1918 flu pandemic, would be much shorter compared to the interval for AIDS. Since
the model is based on finite-state machine essentials, it exclusively conceives the notion of states
and does not account for the intervals between states.

Design

To run the simulation program, a user first chooses various the samples representing the initially
infected individuals from the population. The user can input either the probability that an
individual is infected or the total percent of infected population. If the user chooses to input the
former, the program assigned the supplied probability to each individual and finds which
individuals got the infection using the randomness programming-function. The program marks
these sick individuals in green. We choose 5%, 10%, 15%, 20%, 30%, and 33% of the randomly
selected individuals from the population as sick. Next, we decided the probability of
susceptibility, which is the probability that an infected individual passes its infection to the
individuals on its left or right. For example, a 50% probability of susceptibility makes an
individual situated on the left-side of an infected individual 50% susceptible, and similarly, the
individual on the right-side of the infected individual has a 50% probability of getting the
infection from the infected individual. We ran each selected sample with 5%, 10%, 25%, 33%,
47%, and 70% susceptibilities. Once we supply the values of initially sick population percent and
the probability of susceptibility, the program animates the spread of the epidemic at every state.
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The program also creates a text file listing the statistical data. These data include the total
number of infected individuals, the number of consecutive sick-individuals and the number of
such blocks, for example, “five occurrences of three consecutive sick-individuals.”

RESULTS

The Table 1 organizes the effects selected initial-states and susceptibilities on the layout of sick
individuals.

Table 1: Effects of Initially Infected Population and Susceptibility

Percent of Imitial Susceptibility States Number of Occurrences of infected consecutive Total =~ Number
Population  with  Probability individuals Infected
Infection 1to5 6to 10 11to 15 16 to Individuals
21
10% 10% Initial Condition 42 0 0 0 44
1 42 0 0 0 47
3 40 0 0 0 64
5 39 0 0 0 74
7 39 0 0 0 90
33% Initial Condition 41 0 0 0 44
1 40 0 0 0 69
3 30 4 0 0 114
5 18 10 0 0 158
7 13 11 4 0 192
47% Initial Condition 40 0 0 0 44
1 35 1 0 0 76
3 22 8 0 0 133
5 13 10 3 1 179
7 6 12 2 4 221
70% Initial Condition 39 0 0 0 44
1 36 0 0 0 87
3 20 9 2 0 165
5 5 12 4 3 230
7 1 11 5 6 269
33% 10% Initial Condition 103 0 0 0 146
1 102 0 0 0 158
3 95 3 0 0 173
5 77 7 0 0 229
7 64 12 1 0 263
33% Initial Condition 109 0 0 0 146
1 73 6 1 0 223
3 45 12 6 0 293
5 24 9 5 8 355
7 8 7 2 15 389
47% Initial Condition 102 1 0 0 146
1 75 5 1 0 229
3 20 18 6 3 340
5 4 10 5 12 395
7 3 4 4 16 413
70% Initial Condition 98 0 0 0 146
1 44 10 3 1 259
3 13 9 11 5 364
5 2 5 5 18 411
7 1 3 2 18 427
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The above table shows the simulator-generated data for sample runs with different susceptibility-probabilities and different initial-
states. A susceptibility probability is the likelihood that an infected individual passes its infection to the individuals on its left or right.
An initial condition is the layout of initially sick individuals that have not transmitted their disease to anyone yet.

The first column shows the initial populations of sick individuals supplied to the simulation
software as the start state. The second column shows the susceptibilities supplied to the
simulation software as the probability of a sick individual infecting its right and left immediate-
neighbors. The third column shows the advancement of states. Initial condition is where the
initially sick individuals have not transmitted their disease to anyone. State one is where the sick
individuals have passed their disease to their neighbors. State two represents the stage at which
the sick individuals’ neighbors’ neighbors have been infected, and so forth. The fourth column
shows how many blocks of sick individuals were found. For the brevity of the table, we have
grouped the blocks of consecutive sick individuals in four groups. For example, take the rows for
the 10% initially sick population with 33% chances of passing their infection. During the initial
condition, there were 41 blocks of either one, or two, or three, or five sick-individuals in-a-row.
There was no case of six of more sick individuals located adjacently. However, in state 3, we
found four blocks in which there were six to ten consecutive sick-individuals. The last column
shows the total number of sick individuals in each state.

Although we ran the simulation with the sample sizes of 5%, 10%, 15%, 20%, 30%, and 33% of
the randomly selected sick individuals and each of these samples with 5%, 10%, 25%, 33%, 47%,
and 70% susceptibilities, the table does not include the results for sample sizes 5%, 15%, 20%,
and 30% for brevity. We are also omitting the results for the cases where the susceptibility for
diseases is 5%, 25%, and 70%. Finally, we are not including the results for each state in this
paper. For example, results for states two, four, six, and higher than seven are omitted for
succinctness. In order to practically predict a disease spread, the simulator would have to run a
larger number of times with the same user-supplied values to eliminate the variation in individual
runs because of randomness. Instead of that approach, we have shown a breath of supplied values
to illustrate the use and workings of the simulator without concentrating on a particular set of
supplied values.

Since the goal of the experiment is to find the state at which either a large number of blocks of
consecutive sick-individuals are formed or a substantial percent of population becomes sick, we
examine Table 1 for these criteria. The results show that for an initial value of 10% sick
population, with 10% susceptibility, a large number of consecutive sick-individuals are not found
until the state seven is reached. However, one fifth (90 out of 441) of the population gets sick at
the end of state seven. Similarly, with the same initially sick population, assuming 33%, 47%,
and 70% susceptibility respectively, we model how long it takes for the block of people to get
sick respectively. The results show that the susceptibility increase hastens the rate at which more
people get sick in the same and adjoining blocks.

Significance of the Study

Classics models are the simplest form of complex systems. Although for studying epidemic
transmissions under classic models, a number of interaction effects are ignored, such models are
still useful in case of airline transportation, class-room setting, and movie-theaters, where
individuals have little choice of changing their seats. In such a model, if a certain number of
individuals are infected with some kind of virus before boarding the plane, attending the class, or
watching the movie in a theater, we examine how long it takes for all the individuals in that fixed
location get sick. The classic model may be important for health officials and policy makers if
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the most important means of disease transmission is through local contacts between the
individuals.

CONCLUSION

The results of the present study throw light how infections spread in a very confined an closed
setting. Even though a large-scale mix of classic and network models are required for
understanding the complexity of infection spread, the classic pipe-line model can still offer
important clues to health officials for effective intervention. In addition, the classic model is
simple to use and provides a clear picture of infection transmission to the policy makers, helping
them to come with appropriate interventions to prevent the spread of the disease.
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DEVELOPING CORPORATE CULTURE IN A
TRAINING DEPARTMENT: A QUALITATIVE
CASE STUDY OF INTERNAL AND OUTSOURCED
STAFF

Querubin S. Yap, University of Phoenix
Jon K. Webber, University of Phoenix

ABSTRACT

This qualitative case study was conducted to investigate and analyze the perceptions and lived
experiences of 20 training department staff at a New York-based early childhood multi-service
healthcare company. The study was used to discover the leadership practices involved in creating
a positive corporate culture in a work environment with outsourced and internal employees
working concurrently together. There were six emergent themes that resulted from the study. It
was discovered in the study that leaders who do the following activities continually engage the
employees, whether they are internal or outsourced: (1) lead to the specific needs of each staff,
whether internal or external, (2) create an environment of “‘fun”, (3) create an environment that
purports familial ties with all team members, (4) ensure that learning exists continually, (5)
honor the employees who have worked in the industry the longest, and most importantly, (6) lead
as a socially and emotionally intelligent leader.

JEL: L2, M1
KEYWORDS: Outsourcing, Training, Internal Employees, Outsourced Employees
INTRODUCTION

The challenge of leadership in an organization with an outsourcing arrangement continues to be
more complex with the introduction of new technologies into the outsourcing solutions (Goolsby,
2010) as well as the increase in multi-cultural and multi-generational employees and contractors
into the workplace (McCray, 2008). There are organizations that are able to navigate the complex
outsourced-internal employee environments with success. In 2011, a Chief Financial Officer of
the Year award was given to a New York-based early childhood multi-service healthcare
company (Long Island Business News, 2011).

The acceptance speech of the Chief Financial Officer (CFO) became the impetus to the current
study since the CFO indicated a correlation between leader’s impact on corporate culture in an
environment with outsourced and internal employees resulting in positive employee satisfaction
and profitability of the company (G. Vellios, personal communication, November 22, 2011). The
researchers in the current study identified the need to discover the leadership factors that can be
cultivated to create a positive working environment when outsourced and internal employees co-
exist. With the sensitive information and confidential files surrounding children's services, the
organization will be anonymously identified in the study. The purpose of this qualitative case
study was to identify the leadership culture of a New York-based early childhood multi-service
healthcare provider training department with an outsource-internal arrangement. Leadership
practice influencing the corporate culture of a training department with an outsourcing
arrangement was uncovered in the study. The experiences of 20 training department staff were
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explored and analyzed through a convenience sample. The study can be used to examine: (a)
leadership decision making, (b) management practices in relation to the workplace, and (c) the
training department’s corporate culture.

The remainder of the paper is organized as follows. The next section describes the relevant
literature on outsourcing. Next, we will discuss the data and methodology used in the study. The
results are presented in the following section. The paper closes with some concluding comments.

LITERATURE REVIEW

The literature in in the study covered four topics: (a) the development of training from traditional
learning into corporate universities, (b) evolution of outsourcing and its link to training, (c)
leadership and a leader’s role in a training environment, and (d) corporate culture. The focus of
the current research was to discover linkages between the experiences and insights of a training
staff and their leaders to determine how a positive corporate culture exists in a working
environment with both outsource and internal employees working concurrently. The majority of
literatures utilized for the purposes of this research were published between 2007 to 2012. Title
searches included words and phrases to acquire the most comprehensive sources available on the
subject of outsourced training. The key terms used were outsourcing, leadership, corporate
culture, trainer, job satisfaction, performance, corporate belief systems, corporate tribal
knowledge, training departments, training as business, leadership styles, management, training,
learning, learning and development, training operations, training relationship management,
learning consultants, and outsource-insource. Numerous sources resulted from the search
including scholarly and peer-reviewed journal articles, general textbooks, book chapters, and non-
scholarly articles. More than 296 literature resources and 131 relevant references resulted from
the title search. While the field of training was evolving, the outsourcing industry emerged.

The foundation for outsourcing can be traced to the Roman era where tax collection was
systematic through contracting services (Jacques, 2006). The industrial revolution between the
18" and 19™ centuries set the stage to the development of outsourcing. An increase in the
production of goods accounted for externally-sourced tasks to be fulfilled; England contracted
private companies for the operation of public street lights and highways, waste and prison
management while France outsourced the development, management, and distribution of water
storage and railways (Commonwealth of Australia, 1997).

In the United States, it was not until the mid-1960s that computer service bureaus began
providing outsourced support in the financial and operational departments of organizations
(Aalders, 2002). The introduction of increased production of consumer technology created
horizontal or cross-function enterprise-wide relationships between host organizations and
outsourced companies (Kakabadse and Kakabadse, 2002). From an agency theory perspective,
the governance of work given by the host company to the outsourced company becomes the basis
for the outsourcing agreement (Eisenhardt, 1989).

By the 1970s, vertical or single department function outsourcing arrangements were made as
organizations identified the shift from horizontal to vertical outsourcing as more efficient for the
host company (Jacques, 2006). In the 1980s, market competitiveness increased dramatically, and
companies identified organizational core competencies and critical resources to ensure strategic
advantages and competitive pricing with reduced costs resulting in increased outsourcing of
departmental functions (DeRose, 1999). The streamlining of organizational focus provided a
perspective that anything that was not considered core competency or critical to an organization’s
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strategic vision was to be outsourced (Gefen, 2010). The precipitous drop in information and
communication technology costs enabled massive investment opportunities in international
bandwidth and paved the removal of communication barriers across continents and enticed
companies to outsource functions offshore (Bhagwati & Blinder, 2009). In 2001, the turning point
was with the landmark contract between Nortel and PriceWaterhouseCoopers (PwC), where a
high-end solutions provider received major attention from corporate executives to outsource
training - a pivotal moment that showcased training outsourcing as a strategic component of
business planning (Rosenthal, 2010). Companies like Accenture Learning contracted with Avaya
University, Sun Microsystems, and General Electric’s Consumer Finance; and global consulting
firms like Raytheon, IBM, Knowledge Planet, Productivity Point, Convergys Exult, and Intrepid
and became forerunners and further expanded training outsourcing services to include training
administration operations managing all of the staff, facilities, resources, and processes of clients
(Trolley, 2004). Outsourcing expanded worldwide. Macrae (2002) forecasted global outsourcing
growth to be 20% per annum within the Pacific Rim outsourcing market alone” (p.45). Robertson
(2001) opined the market for outsourcing in Australia was A$1.3B in 1997 and jumped to
A$6.4B by 2008 (Lui, 2009). Businesses in the shrinking global market experienced dramatic
shifts in organizational structure and in the makeup of the employee workforce (Nilson, 2003).

Outsourcing does not automatically mean offshoring, but offshoring can be part of an outsourcing
contract (Gefen, 2010). Offshoring is a “geographical relocation of a job to another nation under
the aegis of the same company’s foreign subsidiary or to a foreign contract provider” (Contractor,
Kumar, Kundu, & Pedersen, 2011). In 1989, outsourcing officially became part of a business
strategy and additional activities were outsourced, including accounting, human resources, data
processing, security and maintenance (Mullin, 1996). By the 1990s, many factors contributed to
the refinement of outsourcing contracts. Examples of these factors are (a) the aging population in
North American and Europe creating a shortage of skilled technical and managerial personnel
(Dobbs, et al., 2010), (b) technological change has accelerated dramatically resulting in
organizations unable to keep up with the pace of their competition (Tan, 2012), modularized tasks
and activities (Sanchez & Mahoney, 1996), and (c) the increase of knowledge repositories in
organizations enabled tacit expertise to be codified in process templates, training materials,
software, and expert systems (Balconi, Pozzali, & Viale, 2007).

Outsourcing is a management tool that continues to be employed for a variety of reasons like
financial, political, people, and product capability enhancement (Greaver, 1999). It is important
that leaders understand the impact of a decision to restructure a company when the organization
has outsourced and internal employees working concurrently (Contractor, Kumar, Kundu, &
Pedersen, 2011). Leadership is a key enabler in affecting the corporate culture (Aitken & Higgs,
2010). Research shows that employees continue to be dissatisfied with an outsourcing
arrangement (Rifkin, 1995; Gefen, 2010) and the discontent impacts performance (Morgan, n.d. ;
Trolley, 2004; Klaas, Gainey, McClendon & Yang, 2005; Gainey & Klaas, 2005; Gareau &
Lucia, 2010).

Satisfied and committed employees are “fully engaged and exhibit high levels of discretionary
effort in support of the mission and vision of the organization” (Marciano, 2010, p. 40). Leaders
are critical players in creating an environment of positive corporate culture in their role as mentor,
trainer, or coach (Hamel, 2012). Motivation, engagement, and ultimate satisfaction of employees
are crucial for organizational survival in the current global dynamic environment of high
competition (Marciano, 2010). The current qualitative research case study explored the impact of
leadership to a corporate culture of a training department staff where an outsourcing arrangement
was implemented. Outsourcing is a common phenomenon (Wankel & DeFillippi, 2008), which
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comes with many challenges, risks, and client complaints (Preimesberger, 2007). Concerns
include hidden costs, unexpected outcomes, diminishing service levels (Lundby & Jolton, 2010),
trust (Poitras, 2009), geographical and cultural disruptions (Farrel, 2006), and leadership cultures
resulting in unintended low performance results (McCray, 2008).

The complexity of leading a workplace with both internal and outsourced employees working
concurrently continues to affect achievement of business goals (Contractor, Kumar, Kundu, &
Pedersen, 2011). The trend of outsourcing job functions started with using external vendors to run
company information systems (DeRose, 1999). Manufacturing and logistics departments were the
next organizational function outsourced followed by human resources (HR) and training activities
(Tipton & Nozaki, 2012). The role of the leader is crucial in creating a positive corporate culture
when the working environment has both outsourced and internal employees (Stoddard &
Wyckoft, 2009; Silzer & Dowell, 2010). The leader’s role becomes especially important when the
outsourcing contract includes outsourced individuals from different countries with dissimilar
experiences and professional credentials (Gurung & Prater, 2006; Oza & Hall, 2006; Metiu,
2006). Leadership’s impact in the corporate culture of training departments with an outsource-
internal arrangement has been overlooked so far. There has been a shift from training department
employees having shared team identities to employees challenging workplace roles due to an
increase in engagement of outsource employees (Mortensen & Hinds, 2001; Hinds & Mortensen,
2005). Employees have also challenged organizational controls (Kosmala & Herrbach, 2006) and
sense-making due to the organizational changes stemming from outsourcing arrangements
(Elsbach, 2003). Instances of inconsistent instructor performance (Bowersox, Closs & Cooper,
2002) and diminished learner satisfaction have been attributed to training department outsourcing
contracts (Worthington, 2002).

METHODOLOGY

A qualitative case study approach was appropriate in this research because the method allowed
for the ability to identify specific data concepts for coding and determining categories and
thematic patterns (Creswell, 2009). Leadership decision making is a defining aspect of leadership
(Nohria & Rakesh, 2010) and the decisions made that translated into insights on corporate culture
were explored and analyzed in the research. The research study used the following overarching
research question: What role does leadership have on the corporate culture of a training
department with internal and outsourced staftf?

A pilot interview was conducted as a trial run in preparation for the in-depth interview (Polit,
Beck, & Hungler, 2001). The in-depth interviews provided an understanding of the factors that
affect corporate culture. Interviewing both internal and outsourced employees yielded an
understanding of the leadership factors impacting the corporate culture. Coding each interview
identified trends in insights of the corporate culture. Interviews were analyzed through pattern
recognition software, e.g. NVivol0®, of specific key words that were indicative of the subject’s
trait or behavior.

The current research investigated the occurrence of leadership influence on the working
environment of a New York-based early childhood multi-service healthcare provider’s training
department with an outsourcing arrangement. The research was conducted at a New York-based
early childhood multi-service healthcare training department. The researcher documented the in-
depth interviews using a web-based communication device called Skype™. There were 20
training department employees in various roles including outsourced employees interviewed in
the study. The goal of the research study was to understand the factors of leadership practice’s
motivational drivers towards a positive working environment with an outsourcing arrangement.
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This qualitative research study used the following research question: What is the role of
leadership to the corporate culture of a training department where internal and outsourced
employees work concurrently in the same environment? The sub-questions to the research
question were: What is role of the leader to the employee’s perception of the work environment?
What is the role of the leader to an internal employee’s perception of outsourced coworkers as it
relates to the corporate culture of the work environment? What is the role of the leader to an
outsourced employee’s perception of internal coworkers as it relates to the corporate culture of
the work environment?

To discover the reasoning behind the positive corporate culture of the researched organization, in-
depth interviews focused on deliberated questions that directed study participants to the
importance of the research study’s design based on observation, insight, and knowledge
(Moustakas, 1994). A highly rich description, particularly of novel or unique experiences, of the
study participants enabled the researchers a deeper understanding of the corporate culture
(Swanson & Holton, 2005). There were seven assumptions made in the research process. First, it
was assumed there is a possibility of gaining an insight about the culture of the organization in
the study. Data was collected from the leadership phenomenon of a training department with an
outsourcing agreement. The purpose of the research study was to uncover the experiences of the
identified staff to explore the reasons behind the positive corporate culture in the workplace. In
attempting to uncover the underlying essences and meaning of lived experiences of the study
participants to arrive at a deeper, inter-subjective understanding of the phenomenon (Gibson &
Hanes, 2003), the second assumption was that study participants identified the existence of a
positive corporate culture in the company studied.

A third assumption was that study participants were willing to participate in the study and
responded honestly to the interview questions. It was believed that training staff participants
would be engaged in volunteering to be part of the current study. The employees have all been
part of the shift from a pure internal employee only organization to an outsourced and internal
employee structure. The fourth assumption was that study participants were able to recall the
experiences they had from the shift of internal employee only organization to an outsourced and
internal employee structure. Due to the intensity and sensitivity of job satisfaction and employee
motivation as a theme for the current study, the fifth assumption was that the research study topic
would not bias the responses of study participants and potentially impact the results of the
research data. The sixth assumption was that the qualitative case study research method was the
suitable method to use within the circumstances of the research. The last assumption was that the
results of the research study would contribute to the field of knowledge.

A key component of research is to identify the most appropriate participant for the qualitative
research study. Any potential participant falling within a high risk classification (i.e., pregnant
women, children under the age of 18 years, residents of prisons or institutions, the elderly,
terminally ill, comatose, cancer patients, individuals with AIDS, and mentally incompetent
individuals) were not included in the current research study. Since the current qualitative study
methodology is intended to deepen understanding more than to predict, participant selection were
based on individuals who became the catalysts for dialogue about their lived experiences
(Jemielniak & Kociatkiewicz, 2009). The criteria for the current research study’s population
were (a) internal or contract employee, (b) employed by a New York-based early childhood
multi-service healthcare provider, (c) a member of the training department staff, (d) currently
working in an environment with internal and outsourced contract employees working
concurrently, and (e) be at least 18 years of age.
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In order to fulfill the research study criteria, participants were selected by the researcher through
purposeful sampling due to availability and willingness (Patton, 2002). There were 10 outsourced
and 10 internal employees who participated in the study. Of the 20 members of the training
department staff eight had direct reports and the rest of the participants were outsourced
instructional designers, outsourced instructors, internal trainers, and training coordinators. The
sample excluded employees of the organization who were not part of the training department. The
current study participant invitation included a copy of the informed consent form. The contents of
the informed consent form included (a) the researcher’s name, university affiliation, and mailing
address; (b) the current study’s purpose; (c) the study participant’s eligibility criteria; (d) the risks
and benefits of the study; and (e) the details of a contact for any additional information requested
(Creswell, 2009). While at the consent stage, the participants were encouraged to reflect on the
elements of the current study and to participate voluntarily in the research (Miller & Boulton,
2007). Each study participant was asked for an e-mail address or a fax number for purposes of
presenting the informed consent form for their review and reference.

The research study invitation also informed prospective participants that the study involved an in-
depth web-based interview that lasted approximately 30 to 60 minutes. Voluntary participation
and withdrawal any time with no consequence from the research interview process were included
in the informed consent form. The informed consent form included a statement indicating that
employment status was not impacted by volunteering in the current study. The informed consent
form also indicated that study participants were not compensated nor there be any risk for their
participation. Web-based interviews were recorded for accuracy and were part of the informed
consent form. The study participants were informed that an audio-recording of the interview was
to be made. There were an additional hand-recording and transcription by an external company of
the audio-recordings to triangulate the data (Flick, 2002). In the event a participant refused to be
audio-recorded, the researcher hand-recorded the interview. Participants were advised that
interview questions were conducted for the purpose of research only and would be provided with
a published summary without any reference to the participant’s personal information. The results
of the research were triangulated by documentation on employee performance reviews of the
study participants. The documentation and descriptive narrative from the interviews provided the
necessarily support to strengthen the validity and reliability of the qualitative research (Yin,
2009). A copy of the transcribed in-depth interview was sent by e-mail to each of the respondents
to review for accuracy. Every respondent was instructed to make any necessary transcription
changes by using a different color of text from the original transcription and send the updated
transcription to the researchers by e-mail. A deadline to return the updated transcription was
given to all participants. Each participant was thanked for their participation to the current study.
Updates given by the participants included spelling and grammar corrections or deletion of text.
Any inaudible text provided by the transcription service were corrected by the researcher and
confirmed by the study participant. The prospective participant was advised the research data will
be secured in an offsite locked storage facility for the sole purpose of keeping the data private,
confidential, and secure. Participants were informed that 3 years after the interview, any and all
paper documents, audio and web-based camera recordings, as well as flash drives, will be
discarded and destroyed. All paper documents and audio recordings will be frayed and shredded.
A document shredding service will crush and discard web-based camera recordings embedded on
flash drives.

RESULTS AND DISCUSSION

The in-depth interviews were conducted by a web-based communication device called Skype™
while the study participants were at a team bi-annual gathering at the organization’s main office
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in New York. Each study participant was asked to go to private room specifically setup with a
laptop, a webcam, and internet access for the interview. No other individual was in the room.
Upon completion of the interview of one study participant, the participant would leave the room
and another study participant would come in to be interviewed. The resulting 20 in-depth
interviews were transcribed by a third party. The third party signed a confidentiality agreement to
ensure the anonymity and security of the study participants and their responses. To ensure
anonymity, an identification code was given to each study participant starting with 6 to 26. The
letters SP (study participant) were used to identify each participant to assist in determining
participant responses in place of using the actual name of the participant.

The population of the current case study included eight management level staff with roles like
project manager, manager, director, and vice president and 12 department staff with roles like
administrative assistant, training coordinator, instructional designer, facilitator, developer, and
learning consultant. The criteria for the current research study’s population was (a) internal or
contract employee, (b) employed by the current study organization, (c) a member of the training
department staff, (d) currently working in an environment with internal and outsourced contract
employees working concurrently, and (¢) be at least 18 years of age. There was equal
representation between internal employees and outsourced employees from all the participants
interviewed. Of the 20 participants, 10 participants were current outsourced employees who held
positions such as project management, trainers, instructional designers, learning consultants,
developers, managers, and coordinator. The 10 internal employee study participants held similar
roles including senior manager, director, and vice president.

There were five participants who have been in their current position between 7-10 years, nine
participants between 4-6 years, and six participants have been in their role for 1-3 years. The
outsourced employees have a total of 47 years among the 10 study participants and the internal
employees have a total of 49 years. The 20 participants have a total of 96 years in the current
position and a total of 186 years in the industry. The study demographics included participant
time in organization as well as the training industry. The demographics also incorporated
questions on gender, ethnicity, and age. Each study participant was also asked to provide their
academic background (see Table 1).

Table 1: Current Study Demographics

Total Total Gender Ethnicity Age Education
Timein [ Timein
i African Asian . Hispanic | Mative
( Org} |;1dustr}y Male | Female American | American Caucasian Amgrican American|26-35[36-45| 46+ Associate'q Bachelor's |Master's |Doctorate’s
years years

50(|35|15
96 186 |60%| 40% | 20% | 13% | 35% | 25% [ 5% |% |% | % | 5% 30% | 60% | 15%

This table shows the demographic information provided by both outsourced and internal employees in this study.

The purpose of the current qualitative research case study was to uncover opportunities for
leaders to create an environment of positive corporate culture in an organizational structure with
internal and outsourced employees. Six emergent themes resulted in the current study. First, the
employee’s expectation and experience was linked by a leader’s ability to understand each
employee’s needs. Leaders need to be socially and emotionally intelligent at the core of their
behaviour to develop and permeate a positive working environment. Second, it is imperative for
a leader to engender a sense of belonging to a family in the corporate culture. Third, leaders need
to have the capability to modify their leadership approach depending on individuals they are
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working with. Fourth, respondents with the highest adaptability rate are those who have been in
the industry the longest. Fifth, it is important for leaders to create a work environment that is fun
for all team members. Sixth, continuous learning is imperative to continually engage the
employees (see Figurel).

Figure 1: Emergent Themes from Current Research Study

Individualized

Respect
generations

Socially and
emotionally
intelligent
leaders

Continuous
Learning

This figure shows how five emergent themes are linked to the main theme of having a need to have socially and emotionally intelligent
leaders.

The research revealed a work environment that links leadership approaches to developing a
positive corporate culture. It was discovered in the study that leaders who do the following
activities continually engage the employees, whether they are internal or outsourced: (1) lead to
the specific needs of each staff, whether internal or external, (2) create an environment of “fun”,
(3) create an environment that purports familial ties with all team members, (4) ensure that
learning exists continually, (5) honor the employees who have worked in the industry the longest,
and most importantly, (6) lead as a socially and emotionally intelligent leader. The implication for
organizational theorists is the importance of trust, openness, and the need for employees to
articulate their specific needs to their leaders to impact the corporate culture positively. It is
imperative for the leader to actively listen to the specific needs of each team member, modify the
leadership approach to address those specific needs, and have a heightened social and emotional
intelligence. The data from the current study interviews discloses the linkage between leadership
approaches to work environment.

The challenge in the current economic landscape is the overwhelming occurrence of financial
issues, which result in rewarding training manager’s performance for fiscal reasons alone
(Chartered Institute of Personnel and Development, 2012). Training department leaders need a
holistic balance between financial status, employee satisfaction, and organizational performance.
The current study shows how a leader’s approach impacts internal and external employee
satisfaction. The leader also acts as a catalyst in fostering a positive corporate culture. Garmendia
(2004) indicated that a positive corporate culture is correlated positively to organizational
performance.The literature is rich in the areas of training, outsourcing, leadership, and employee
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motivation as separate fields of studies. Corporate training departments’ mission statements align
with corporate vision and goals (Meister, 1998). With the growing operational costs of training,
outsourcing became an option to continue supporting business requirements within the shrinking
budgetary constraints of training departments (Contractor, Kumar, Kundu, & Pedersen, 2011).
Leaders became more focused on running training departments like a business (Mumma, Todd, &
Trolley, 2011) with the human side as a secondary lever (Brinkenhoff & Gill, 1994).

Kehres (2011) indicated that companies with outsourcing arrangements could have a negative
impact on their employees. Such an agreement can lead to disharmony, dissatisfaction, and low
productivity in the workplace (Kehres, 2011). The literature on motivation in corporate
environments, though in-depth, is not fully researched in the area of training and development
staff motivation in a workplace of internal and external employees working concurrently. Studies
show that high performing work units benefit companies through increased productivity and
service quality, advanced levels of safety performance, and financial stability (Gareau & Lucia,
2010; Marciano, 2010). Employees’ level of trust and sense of ownership are the results of high
performing work systems (Appelbaum, Bailey, Berg, & Kalleberg, 2000; Zacharatos, Hershcovis,
Turner, & Barling, 2007). The impact of the current study relates to the linkage between the
training department leader’s approach and employee satisfaction and motivation, whether internal
or outsourced.

CONCLUDING COMMENTS

Karim (2008) indicated a strong correlation between emotionally intelligent leaders and the
overall employee commitment to the organization; a commitment that includes employee
satisfaction and motivation. The current study is significant to leadership as it reflects the linkage
between socially and emotionally intelligent leaders and highly satisfied employees, whether
internal or outsourced. Gefen (2010) indicated that in outsourcing arrangements, the external
employees are part of the fabric of the host organization, and management should not
differentiate the corporate culture accorded to outsourced and internal employees as the
relationship has become a true, shared venture. The current study confirms the leadership
approach to external employees, in relation to developing familial ties, does not differ from
treatment received by internal employees. The current research differentiated relationship
building with employee development. The caveat is for contractors to remain independent of the
host company when it relates to personal development. The legalities of developing an outsourced
employee can be viewed by leaders as a limitation to the complete engagement of all employees,
but it is not the development that is an issue rather the leadership attitude and treatment (Gefen,
2010).

As a result, the leadership approach could to be individualized to address specific employee needs
and requirements, whether internal or external. Second, leaders could to create a fun environment.
Third, it may be important for leaders to develop an environment that purports familial ties with
all team members, whether they are internal or external. Fourth, it could be a key factor for
leaders to create an on-demand training environment. Fifth, it may be imperative for leaders to
encourage and support the participation of team members who have been in the industry the
longest as they have the greatest capacity to adapt when the right work environment is in place.
Sixth, it may be important for leaders to be socially and emotionally intelligent in their leadership
approach. The basis of the recommendations stem from the themes from the current study linked
to the responsibility of the training department staff, management, and the organization.
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Leaders have an impact to the corporate culture of an organization (Kaplan, 2011). The themes
that emerged from the current study reflect the following recommendations to training department
leaders with an outsourced and internal employee arrangement. The recommendations are as
follows: When planning for an outsourcing engagement, it may be imperative for leaders to
consider the impact to the employees and to create a strategic people plan. The people plan
should include both internal and external employees. It may be important to identify the
workplace environment after the outsourcing arrangement is implemented by conducting an
impact analysis on individuals’ needs, behaviors and attitudes.

Workplace fun may require planning from leaders. Fun goes beyond the existence of humor and
play. Leaders may need to create an environment that engenders an emotional connection among
the team members to allow them to feel that they are part of a family. Adaptability is not
generational but individualized. There may be a need for leaders to create an environment where
learning is addressed individually to the needs of each employee. Have different learning inputs:
face-to-face, online, social networks like learning labs and communities of practice. This
approach will address the needs of a multigenerational workplace. It may be important to
incorporate social and emotional intelligence training not just for leaders but for everyone in the
organization. This will assist in providing an environment of heightened respect, authenticity, and
strengthen relationships amongst team members.
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ABSTRACT

An ethics survey of business students was conducted over a nine semester period in a variety of
business courses at a regional state university in the Midwest. The university’s business program
has adopted an across the curriculum approach to ethical instruction and has mandated a one-
semester ethics course for all business majors. The purpose of the study was to determine if
gender or academic success, as measured by cumulative grade point average, affects ethical
awareness scores. The results of the survey revealed that students who had completed the one-
semester ethics course achieved higher ethical awareness scores than those who had not.
Although no correlation between class level and ethical awareness was discovered, gender
appeared to have a limited impact on ethical awareness. While all students demonstrated a
significant increase in ethical awareness after completing the ethics course, the demonstrated
increase in awareness was stronger for females. Finally, the survey revealed that both high and
low GPA students demonstrated increased ethical awareness after completing the ethics course.
This suggests that a stand-alone ethics course does improve ethical awareness for all students
and that the benefit is not limited to females or high GPA students.

JEL: 121
KEYWORDS: Ordered Logit Model, Student Ethical Awareness
INTRODUCTION

There is a longstanding controversy over whether business ethics can be taught, and if so, what
methodology is most suitable to the task. Some argue that, desirable as sound business ethics
may be, it simply can’t be taught in the classroom (Stape, 2002). Business ethics has been
caustically referred to as being an oxymoron (Townley, 1992) and, during the 1970’s and 1980’s,
writers as influential as Peter Drucker and Milton Friedman argued that it cannot be taught at all
(Nguyen et. al., 2008).

A study dealing with attitudes towards unethical behavior, Machiavellianism, and tolerance for
risk identifies business students as being more likely to engage in unethical behavior than
psychology students (Tang et al., 2008). The authors posit that corruption and scandals are
caused, not by lack of intelligence, but by lack of wisdom or virtue. They also argue that social
institutions, as well as business schools, CEO’s, corporate culture, and compensation systems
have significant impacts on managers’ ethical behavior. This corroborates earlier studies which
suggest that organizational culture and other organizational factors which occur after formal
education play a major role in shaping the way individuals perceive moral responsibility
(Frederick and Weber, 1987; Kelley ef al., 1989). Similarly, Awasthi (2008) conducted a study
which revealed that exposing students to a business ethics course influenced their managerial
judgment and managerial intent, but did not directly influence moral judgment. However, the
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literature questioning the efficacy of teaching business ethics does not recommend abandonment
of the discipline, nor does it condemn it as useless. For example, Tang et al. (2008) recommend
that schools, organizations, and society as a whole need to work together to promote ethical
behavior. In the initial portion of this study, the authors surveyed undergraduate business
students to determine whether they demonstrate an increase in ethical awareness as they progress
through the program and complete a required course in business ethics. The initial study was
conducted over a five semester period from spring 2008 through spring 2010 at a regional state
university in the Midwest, with students sampled from courses in accounting, economics, finance,
and entrepreneurship. In addition to requiring a one-semester business ethics course, the business
program has adopted an across the curriculum approach to ethical instruction.

The objective of the original study was to test the hypothesis that students completing required
business courses have higher ethical awareness scores than students who have not completed the
business courses. The data used to test the hypothesis was obtained from surveys that asked
students to rank the degree to which they believed an ethical issue was associated with a
particular situation. The responses were then analyzed using an ordered logit model to determine
what variables significantly affect student ethical awareness (Altmyer et. al., 2011). The results
were somewhat surprising. The findings illustrated modest support for the premise that students
who completed an ethics course were more ethically aware. However, the completion of the
ethics course significantly affected ethical awareness only as measured by the questions relating
to individual situations, and not for those relating to business situations. Furthermore, there
appeared to be no correlation between class level and ethical awareness.

Thus, business students understanding of ethical awareness did not significantly improve as they
progressed toward graduation. Additionally, the study revealed that students who performed
better academically, as evidenced by a higher GPA, has higher ethical awareness scores relative
to individual situations. In addition, female students showed higher ethical awareness scores in
both individual and business situations than their male counterparts. Overall, in the initial study,
it appeared that most of the differences in ethical awareness between students were the result of
factors unrelated to the curriculum, although a stand-alone ethics course did appear to have a
modest impact (Altmyer et. al., 2011). The results suggested that further research of the
relationship between gender, GPA, and ethical awareness might prove a useful addition to the
literature. The findings also appeared to imply that further research was needed to determine
more effective ways to teach ethics. Therefore a continuation of the study was initiated over a
four-semester period from the fall of 2010 through the spring of 2012. The results of the
expanded study are reported in this paper.

The revised study adds several contributions to the original analysis. First, the current study finds
a stronger link between ethical awareness and completion of the stand-alone ethics course.
Beginning with the Fall semester of 2011, the lecture sections of the ethics course have changed
to a hybrid format comprising a mix of lecture and online delivery. Although not conclusive
from the data, perhaps the revised delivery method is more effective. Other studies suggest
hybrid courses are more effective than pure lecture versions of the same course (i.e., Chan, 2011;
Jones and Chen, 2008), although the research is not conclusive (Keller et.al, 2009). Second, the
current study examines the effectiveness of the ethics course across genders. The results suggest
both male and female students experience a significant increase in ethical awareness following
completion of the ethics course. However, the response is stronger for females, perhaps partly
explaining the higher level of ethical awareness experienced by females in general. Third, the
current study examines whether the benefits of taking the ethics course depend on GPA.
Surprisingly, both high and low GPA students demonstrate an increase in ethical awareness
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following completion of the ethics course. Overall, the current study suggests that a stand-alone
ethics course does improve ethical awareness, and that this improvement is not limited to females
or high GPA students. The paper is organized as follows: Section 2 provides a literature review,
section 3 presents the data and methodology, section 4 discusses the empirical results, and the
conclusion is presented in section 5.

LITERATURE REVIEW

There is a large body of literature indicating a positive correlation between teaching business
ethics and changing student awareness of ethics in business. A study examining undergraduate
student learning in business ethics, particularly ethical judgment, indicated that the more students
learn about contractualism ethics the less likely they are to engage in unethical behavior (Nguyen
et. al., 2008). Research also suggests that moral development continues during the college
experience and that knowledge gained during this experience has a positive correlation to moral
development (King and Mayhew, 2002; Williams and Dewett, 2005). In addition, while
commenting on Williams and Dewitt’s work as part of their own study, Cox et. al. (2009) state
that their review of the business ethics literature indicates “business ethics education can be
effective in increasing students’ awareness of moral issues, promoting students’ moral
development, and promoting students’ ability to handle complex ethical decision making.” In a
work dealing with the subject of teaching ethics, Gilbert (1992) stated that exposure to business
ethics is necessary in order to increase student’s awareness of the ethical components of business
situations as well as to improve their ethical reasoning.

Klugman and Stump (2006) posit that teaching ethics enhances student’s critical reasoning and
therefore makes them better able to effectively deal with ethical dilemmas. Langan (1990) went
so far as to state that exposure to business ethics courses prepares students to face ethical
dilemmas in the workplace by broadening their knowledge base relative to business ethics, which
in turn increases their analytical reasoning skills. Finally, Falkenberg and Woiceshyn (2008),
while acknowledging a trend toward required ethics instruction in schools of business, state that
the inclusion of business cases can facilitate the development of deductive, inductive and critical
reasoning skills. A study involving undergraduate students demonstrated that the more students
learn about ethics the less likely they are to report that they would engage in unethical behaviors
as depicted in scenarios presented to them (Nguyen et al., 2008). Furthermore, research supports
a link between changing ethical mores and educational accomplishments (Gundersen et al.,
2008). As individuals progress through different levels of cognitive moral development, their
ability to deal with ethical dilemmas improves (Christensen and Kohls, 2003; Goolsby and Hunt,
1992; Kohlberg, 1969). As a result, a pattern of increasing ethical standards should develop as
individual’s progress educationally (Gundersen et al., 2008).

Research has also linked business ethics education with changing student attitudes towards ethics
in general, as well as with improving their understanding of the complexity of ethical decision
making (MacFarlane, 2001). A statistical analysis of responses from 175 students who were
pursuing master’s degrees in business supported the hypothesis that a comprehensive course with
an ethical focus mitigated bias in judging the ethical standing of others (Cloninger and
Selvarajan, 2010). It is generally agreed that ethics can and should be taught across the
curriculum, and many believe such across the curriculum programs to be effective in developing
student’s moral standards (Gundersen et al., 2008). Some have concluded that integration of
ethical education across the curriculum is not possible in the short term without the inclusion of a
stand-alone ethics course (Driscoll and Finn, 2005). However, as described by Cox et al. (2009),
much of the support for across the curriculum efforts is based on anecdotal evidence.
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Furthermore, several studies cast doubt on the effectiveness of ethics instruction (Cole and Smith,
1995; Wynd and Maget, 1989). There are various rationales advanced for the belief that ethics
cannot, or should not, be taught in schools of higher education. Kultgen (1988) suggests that
efforts at ethical instruction are better left to institutions outside higher education. He suggests
that the family or religious institutions are more adept at ethical instruction and the development
of individual moral values. Others, like McDonald and Donleavy (1995) and Bishop (1992),
suggest that many schools give only lip service to the teaching of ethics because they have
adopted such programs for appearances sake only. They conclude that such programs are
therefore ineffective. Our continuation of this study attempts to gather additional data to further
clarify the link between ethics instruction in higher education and student awareness of ethical
issues.

DATA AND METHODOLOGY

The original data for this study came from a classroom survey taken by students attending a
regional state university. The survey was conducted in undergraduate classes that were either
delivered in the traditional lecture classroom or via the internet during the semesters of spring
2008, fall 2008, spring 2009, fall 2009, and spring 2010. Following the publication of the initial
results, the study was expanded to include the semesters of fall 2010, spring 2011, fall 2011, and
spring 2012. Students completing the survey were business and non-business majors taking
courses in accounting, economics, finance, or entrepreneurship as part of the general education,
business core, or business specialization requirements.

The survey respondents were asked questions concerning gender, year in college, cumulative
grade point average, major, and completion of the business ethics course. The questionnaire also
measured ethical awareness associated with personal situations and business situations. Table 1
provides the list of questions as well as sample statistics for each question, and Table 2 reveals
the correlations between questions.

Table 1: Survey Summary Statistics (N=737)

Variable Description Distribution*

Individual Situations

Ql In preparing your income taxes, you claim charitable deductions that are not 1-4.48%; 2-4.48%; 3-7.73%; 4-23.34%; 5-
valid. 59.97%
Q2 You use your computer at work for personal reasons such as shopping online. 1-6.92%; 2-18.45%; 3-19.27%; 4-35.28%;
5-20.08%
Q3 You tell a potential buyer of your used car that it gets 30 mpg, but in reality the 1-4.34%; 2-6.24%; 3-8.14%; 4-35.28%; 5-
car gets less than 25 mpg. 46.00%
Q4 You download music for free off the internet. 1-9.77%; 2-17.64%; 3-19.81%; 4-29.72%;
5-23.07%
Q5 You give a store clerk $20 to change and she gives you change for $30 and you 1-4.88%; 2-6.78%; 3-6.92%; 4-24.15%; 5-
keep the extra money. 57.26%
QIS Sum of QI through Q5 Mean = 19.46, Std. dev. =4.15

Business Situation

Q6 A job candidate was rated poorly and would never be considered for a position 1-9.91%; 2-29.31%; 3-27.82%; 4-22.93%;
with your company but you tell her that you will hang onto her resume and 5-10.04%
consider her for future job openings.

Q7 You smell alcohol on a valuable employee’s breath after his lunch hour. 1-4.34%; 2-15.47%; 3-20.35%; 4-34.19%;
Company policy requires termination for drinking on the job. Instead, you give 5-25.64%
him a verbal warning and tell him never to get caught again.

Q8 You fill a job in your department with someone you personally pick rather than 1-4.61%; 2-12.48%; 3-24.56%; 4-30.53%;
posting the position for all employees to see. 5-27.82%

Q9 You make copies of copyrighted materials and distribute them in a business 1-5.43%; 2-10.18%; 3-23.47%; 4-28.49%;
meeting. 5-32.43%

Q10 Your boss calls from out of town and instructs you to forge his signature on a 1-6.11%; 2-17.64%; 3-21.57%; 4-26.05%;
purchase order and bring it to the purchasing manager for processing. 5-28.63%

QBS Sum of Q6 through Q10 Mean = 17.45; Std. dev =3.72

QTS Sum of QIS and QBS Mean = 36.92; Std. dev = 6.96

This table shows the description of each of the questions contained in the survey and the distribution of the responses to each of the

questions.

sure); 4—Probably; 5—Definitely an ethical issue.

*Coding applied to all survey questions is as follows: 1-Definitely not an ethical issue; 2—Probably not; 3-Maybe (not
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Table 2: Spearman Rank Correlation Matrix

QI Q2 Q3 Q4 Q5 Q6 Q7 Qs Q9 Q10
Ql 1.00
Q 037 1.00
Q3 0.54 0.39 1.00
Q4 0.23 0.33 031 1.00
Q5 0.53 0.39 0.57 0.33 1.00
Q6 0.07 0.17 0.19 0.24 021 1.00
Q7 0.18 0.30 023 027 0.30 0.29 1.00
Q8 025 0.29 0.32 0.22 0.35 0.18 0.29 1.00
Q9 0.39 0.33 0.35 0.31 0.33 0.17 0.26 0.32 1.00
Q10 021 022 0.21 023 0.24 0.13 0.28 0.25 0.35 1.00

This table shows the correlation between any two questions contained in the survey. The closer the number to 1 the more correlation
between the two questions.

Table 3 summarizes the characteristics of the respondents. The explanatory variables include the
student’s class level (Year), cumulative grade point average (GPA), whether or not the students
major is business (Business), gender (Gender), and whether or not students have completed the
Business Ethics class (Ethic). In total 784 students were surveyed, 737 of which produced valid
questionnaires. The majority of the respondents were majors in business (approximately 77
percent), and nearly three-quarters were in their junior or senior year. As business ethics was
only recently added as a requirement in the college, only 27% had completed this course at the
time of the survey.

Table 3: Demographic Summary Statistics (N=737)

Variable Description Distribution Coding
(%)
Year 1. Freshman 9.50 As described
2. Sophomore 20.49
3. Junior 33.51
4. Senior 36.50
GPA Cumulative Grade Point Average As described
Mean =2.98
Std. dev. =0.49
Business 0 if non-business major 22.93
1 if business major 77.07
Gender 0 if female 45.05 As described
1 if male 54.95
Ethic 0 if not taken Business Ethics Class 72.86
1 if completed Business Ethics Class 27.14

This table shows the demographic statistics of the respondents whose completed surveys are utilized in the study.

Given the discrete, ordered, and multinomial nature of the survey data, the responses of the
ethical awareness survey were modeled using an ordered logit model. It is assumed that the error
term, &, follows a logistic distribution (an assumption that the & are normally distributed would
result in an ordered probit model). Further, the model was used to evaluate the factors that
influence the degree of ethical awareness which may be modeled as a linear function of the
observable explanatory variables, x;, and unobservable factors, &, according to Greene (2003) as

Yy =xpi+ g (D

where y" is a continuous latent variable which is not observable, given that the respondents are
only provided with j possible choices and will choose the one that best reflects the degree of their
ethical awareness regarding the respective situation. The respondent’s ecthical awareness
concerning each situation can be segregated into thresholds ¢;, where j = {1, 2, 3, 4, 5}. Each
student ranked his/her ethical awareness by classifying their response to each situation as
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definitely not an ethical issue, probably not an ethical issue, maybe an ethic issue, probably an
ethical issue, and definitely an ethical issue. Hence, we observe:

v; =1 (definitely not an ethical issue) ify, <a; =1

y; =2 (probably not an ethical issue) ifa, <y <a,

y; =3 (maybe an ethical issue) ifa, <y <as
()

¥i =4 (probably an ethical issue) ifas <y <a,

»i =15 (definitely an ethical issue) ifa, <y <as

where the unknown ¢s are estimated along with the fs. The ¢;s are restricted such that o; < o, <
o3 < ay < a5, which is required for positive probability estimates. If the error term, g, is assumed
to be logistically distributed, the probabilities that the students rank the degree of ethical issue are
given as:

Prij = Prob(y; = jlx;) = F(aj — x;8) — F(aj_1 — x;B)
3)

where i =1 to 737 andj = 1 to 5. F(-) is defined as a cumulative logistic distribution function
with mean zero and standard deviation ¢ = /+/3. The maximum likelihood parameter estimates
(MLESs) are obtained by maximizing the log likelihood function with respect to f and ¢,

L(B,a) = ¥i1 -, 8i;in(Pryj)
(4)

where ¢; is an indicator variable equal to one if student i ranks the degree of j, and zero
otherwise. Further, the constant term in the linear regression model is set to zero without any loss
of generality in the estimation. As is the case with binary models, the marginal effects of the
exogenous variables on the probabilities are not equal to the coefficients, thus only the signs are
unambiguous. Accordingly, the marginal effects are computed by taking the first derivative of
the probabilities in equation (3) with respect to x;.

DISCUSSION AND EVALUATION

The results of the ordered logit model are analyzed in terms of the overall significance of the
model and the influence of each explanatory variable on ethical awareness. Table 4 presents the
estimated ordered logit model for the degree of ethical awareness of the five predetermined
scales. QIS in column 2 represents the cumulative scales of ethical awareness for each individual
situation. QBS in column 3 represents the cumulative scales of ethical awareness for each
business situation, and Q7 in column 4 represents the cumulative scales of ethical awareness for
both individual and business situations. For the estimations of all three situations, OIS, OBS, and
QOTS, the Likelihood Ratio tests show the regression models are highly significant, with the
significance of the Chi-square statistics at the one percent level or higher. The results indicate
that the explanatory variables are significantly related to the dependent variables in all three
situations. For the ethical awareness estimate of individual situations, the variable representing
the cumulative grade point average of respondents (GPA) is positive and significant (p < 0.01),
thus suggesting that students who perform better in academics have more awareness of the given
individual situation. The variable Gender, which is a binary variable with 1 indicating male and 0
for female, is negative and significant (p < 0.01), implying that female respondents have
relatively more ethical awareness toward the individual situations.
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The positive and significant coefficient of Ethic (p < 0.01) suggests that students who have taken
the Business Ethics class are more ethically aware with regard to the individual situations. For the
ethical awareness estimate of business situations, only the Gender variable is significant at the
one percent level or better. As is the case with individual situations, female respondents are
relatively more aware of possible ethical issues in the given business situation. For the ethical
awareness estimate of the two situations combined, both GPA and Gender are statistically
significant at the one percent level or better. Similar to the estimates for individual situations,
both cumulative grade point average and female status have a positive influence on over all
ethical awareness.

Table 4: Ordered Logit Model: Explanatory Variables Coefficient Values

Explanatory variables QIS QBS QTS

Year 0.08 (0.07) -0.02 (0.07) 0.02 (0.08)
GPA 0.67 (0.14)° 0.07 (0.14) 0.43 (0.14)"
Business 0.004 (0.16) 0.09 (0.16) 0.05 (0.16)
Gender -0.50 (0.14)" -0.81 (0.14)° -0.75 (0.14)*
Ethic 0.48 (0.16)” 0.12 (0.16) 0.37(0.17)"
Log likelihood -1940.25¢ -1966.66" -2365.70°
LR test 62.02 41.17 57.72
Pseudo-R’ 0.08 0.05 0.08

This table shows the results of the ordered logit model with three general situations as explanatory variables, including individual
situation, business situation, and the two situations combined. Standard errors are in parentheses where * indicates significant at 1%;
®indicates significant at 5%; and ¢indicates significant at 10%.

The marginal effects of the explanatory variables that are statistically significant to the
probability of observing a positive ethical attitude are reported in Table 5. In an ordered logit
model, a unit change in the explanatory variable will have marginal effects on each situation of
the ethical awareness scales. For example, the marginal effect of a variable with a positive sign
would imply a shift in the probability distribution of the scale variable to the right, i.e. toward a
more positive view of an ethical issue, but the marginal effect on each situation will be different
in magnitude and direction. For instance, the GPA variable has a marginal effect of 0.07 for
individual situations and 0.08 for the combined situations. Therefore, students with a higher GPA
are 7 percent more ethically aware of individual situations and 8 percent more ethically aware of
both individual and business situations.

Table 5: Marginal Effects Of Significant Variables At Means

Explanatory variables QIS QBS QTS
GPA 0.07 0.08
Gender -0.05 -0.20 -0.14
Ethic 0.05 0.07

This table shows the marginal effects of the explanatory variables that are statistically significant to the probability of observing a
positive ethical attitude from the estimation presented in Table 4.

The marginal effects of female respondents on the ethical awareness scale are 5 percent, 20
percent, and 14 percent higher than male respondents for the individual, business, and combined
situations, respectively. Students who have taken the Business Ethics class are 5 percent more
ethically aware on the individual situations than those who have not taken the class.

Table 6 presents the estimated ordered logit model for the degree of ethical awareness for each of
the ten situations, and Table 7 presents the corresponding marginal effects of the significant
explanatory variables. Students who are at higher year in college are more ethically aware of
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situation 1 (QI), 2(Q02), and 7(Q7), while students who are at a lower year in college are more
ethical aware of situation 6 (06). Further, students who maintain a higher cumulative grade
point average tend to be more concerned with ethical issues in all situations except situations 6
(06), 7 (Q7), 8 (Q8) and 10 (Q10). Students who major in business are less ethically aware in
situation 3 (Q3), but more ethically aware in situation 4(Q4), 9(Q9), and 10 (Q10). Female
students are more likely concerned with an ethical issue in all situations except 1 (Q1), 3 (03),
and 5 (Q5).

Table 6: Ordered Logit Model: Explanatory Variables Coefficient Values

Explanator
y variables Q1 Q2 Q3 Q4 Q5 Q6 Q7 Q8 Q9 Q10
Year 0.21 0.13 0.04 -0.07 0.03 -0.21 0.13 -0.03 -0.09 0.11
(0.08)° (0.07)° (0.08) (0.07) (0.08) (0.07)* (0.09)° (0.08) (0.07) (0.07)
GPA 0.78 0.52 0.35 0.42 0.35 0.07 -0.14 0.04 0.24 0.01
(0.16)" (0.14)" 0.15)" (0.14)" (0.15) (0.14) (0.14) (0.14)° (0.14)° (0.14)
Business 0.10 0.12 -0.34 0.29 -0.21 -0.21 -0.10 -0.26 0.27 0.39
(0.18) (0.16) 0.17) (0.16) (0.17) (0.16) (0.16) (0.16) (0.16)° 0.16)
Gender -0.05 -0.49 -0.18 -0.54 -0.24 -0.43 -0.49 -0.61 -0.46 -0.54
(0.15) (0.14)" (0.14) (0.14)" (0.15) (0.14)" (0.14)" (0.14)" (0.14)" (0.14)"
Ethic 0.23 0.31 0.11 0.43 0.30 0.02 0.02 0.15 0.07 0.13
(0.19) (0.17)° (0.17) (0.17) (0.18)° (0.17) (0.17) (0.16) (0.16) (0.17)
Log -807.55* -1085.89* -905.56" -1123.50° -860.19" -1103.29* -1070.59° -1067.43“ -1061.21° -1103.24“
likelihood
LR test 39.21 44.97 14.15 42.02 14.88 23.76 17.97 24.02 23.70 28.30
Pseudo-R’ 0.05 0.06 0.02 0.06 0.02 0.03 0.02 0.03 0.03 0.04

This table shows the results of the ordered logit model with all ten survey questions as explanatory variables. Standard deviations
are in parentheses, where “ indicates significant at 1%, ® indicates significant at 5%; and ‘ indicates significant at 10% .

Table 7: Marginal Effects of Significant Variables At Means

Explanatory

variables Q1 Q2 Q3 Q4 Q5 Q6 Q7 Q8 Q9 Q10

Year 0.01 0.02 -0.04 0.03

GPA 0.03 0.06 0.07 0.08 0.07 0.06

Business -0.07  0.05 0.06 0.09

Gender -0.06 -0.10 -0.09 -0.12 -0.14 -0.11 -0.13
Ethic 0.04 0.08 0.06

This table shows the marginal effects of the explanatory variables that are statistically significant to the
probability of observing a positive ethical attitude from the estimation presented in Table 6.

Further Estimations on the Classifications of Gender and Gpa Differences

In accordance with the findings and what is stated in the previous section, we further divide the
results into two groups. The level of student ethical awareness was first analyzed for female and
male students separately. Table 8 presents the mean responses to each situation for all the
respondents, broken down by groupings of female and male students, along with the marginal
effects of the explanatory variables that are statistically significant to the probability of observing
a positive ethical attitude. Overall, the results were consistent with the findings including all
survey respondents, yet the Likelihood Ratio tests show the regression models are not statistically
significant for the questions regarding business situations.

For female students, the GPA variable has a marginal effect of 0.07 for both individual and
combined situations, implying that female students with a higher GPA are 7 percent more
ethically aware of individual situations and overall situations. For individual and combined
situations, the marginal effects of female respondents who have taken the course of business
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ethics on the ethical awareness scale are 5 percent and 8 percent higher than those female
respondents who have not taken the course. On the other hand, male students who maintain
relatively higher grade point average are 4 percent and 6 percent more ethically aware on the
individual and overall situations than those whose grade points averages are relatively lower.
Additionally, male students who have completed a required course in business ethics are 3
percent more ethically aware of individual situations than those who have not taken the course.

Table 8: Ordered Logit Model: Gender Difference

Explanatory variables coefficient values
Female Students (n=332) Male Students (n=405)

Explanatory variables QIS QBS QTS QIS QBS QTS

Year -0.03(0.12) -0.02 (0.12) -0.05(0.12) 0.16 (0.10) -0.01(0.10) 0.08 (0.102

GPA 0.71(0.23)* 0.06 (0.22) 0.42(0.23)° -0.66 (0.20)* 0.07(0.18) -0.44 (0.20)

Business -0.03(0.24) 0.14 (0.22) 0.07(0.23) 0.02 (0.23) 0.04(0.24) 0.04 (0.23)

Ethic 0.52(0.26)" 0.26 (0.24) 0.46(0.25)° 0.44 (0.22)" -0.00(0.23) 0.29 (0.23)

Log likelihood -841.60° -854.89 -1030.55¢ -1089.67¢ -1096.06 -1317.38"

LR test 17.07 2.11 8.81 24.86 0.18 10.42

Pseudo-R* 0.05 0.01 0.03 0.06 0.00 0.03
Marginal effects of significant variables at means

Year

GPA 0.07 0.07 0.04 0.06

Business

Ethic 0.05 0.08 0.03

This table shows the results of the ordered logit model with three general situations as explanatory variables, including individual
situation, business situation, and the two situations combined. Standard errors are in parentheses where ® indicates significant at 1%;
? indicates significant at 5%; and © indicates significant at 10%.

We also dissect the sample respondents into two groups based on student academic achievement.
Specifically, the level of student ethical awareness was analyzed separately for groups of students
whose grade point average was above and below 3.00. The results are consistent with the
findings including all survey respondents, and the Likelihood Ratio tests show the regression
models are statistically significant for the questions with all three situations. The Gender
variables are negative and statistically significant at 5 percent level or higher for all three
situations in each group, implying that female respondents are more ethically aware of all three
situations than male respondents, regardless of their academic achievement. According to the
marginal effects, female students maintaining better academic records are 9 percent, 17 percent,
and 15 percent more ethically aware of individual, business, and combined situations than male
students, respectively, and female students who have lower-than-average academic records are
still 17 percent, 26 percent, and 22 percent more ethically aware of all three situations than their
male counterparts, respectively. Regardless of academic achievement, the marginal effects of
students who have taken the stand alone business ethics course on the ethical awareness scale are
10 percent and 11 percent higher than students who have not taken the course. Interestingly, low-
GPA students who major in business are 12 percent less aware of individual ethics situations than
those not majoring in business.

Table 9: Ordered Logit Model: GPA Difference

Explanatory variables coefficient values
High-GPA Students (n=416) Low-GPA Students (n=321)

Explanatory variables QIS QBS QTS QIS QBS QTS

Year 0.13 (0.10) 0.01(0.10) 0.06 (0.10) -0.001 (0.12) -0.08(0.12) -0.04 (0.12)
Business 0.32(0.21) 0.17(0.21) 0.29 (0.22) -0.52 (0.26)" -0.04(0.26) -0.34 (0.25)
Gender -0.38 (0.18)" -0.68(0.18)" -0.60 (0.19)" -0.77(0.23)" -1.04(0.23)° -1.03(0.23)"
Ethic 0.45 (0.22)" -0.01(0.22) 0.26 (0.23) 0.50 (0.27)° 0.38(0.26) 0.55 (0.28)"
Log likelihood -1068.67¢ -1112.89¢ -1317.99¢ -864.23¢ -843.01° -1024.70¢
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LR test 20.47 16.75 19.39 21.03 26.43

Pseudo-R’ 0.05 0.04 0.05 0.06 0.08
Marginal effects of significant variables at means

Year

Business -0.12

Gender -0.09 -0.17 -0.15 -0.17 -0.26

Ethic 0.10 0.11

29.48
0.09

-0.22
0.12

This table shows the results of the ordered logit model with three general situations as explanatory variables, including individual
situation, business situation, and the two situations combined. Standard errors are in parentheses where ® indicates significant at 1%;
? indicates significant at 5%, and ° indicates significant at 10%.

SUMMARY AND CONCLUSION

The original objective of the study was to test the hypothesis that students have higher ethical
awareness after completing required business courses in a business program which has adopted
both an across the curriculum approach to ethical instruction as well as a stand-alone business
ethics course. The data used to test the hypothesis was obtained from surveys that asked students
to rank the extent to which they believed an ethical issue was associated with a particular
situation. The responses were then analyzed using an ordered logit model to determine what
variables significantly affect student ethical awareness.

The expanded study supports the hypothesis that students who have completed an ethics course
are more ethically aware, and the support for this hypothesis is slightly more significant in the
second portion of the study than it was in the first portion of the study. There may be various
explanations for this improvement but as noted in the introduction to this paper, the stand-alone
ethics course has been revised since the first portion of the study and is now taught in a hybrid
format. Perhaps this new delivery format is more effective than the traditional classroom or
internet mode of delivery.

Consistent with the earlier portion of the study, the completion of the ethics course most
significantly affects the ethical awareness as measured by the questions relating to individual
situations and not those relating to business situations. Once again, there appears to be no
correlation between class level and ethical awareness. Gender appears to have an impact on
ethical awareness. Both male and female students experience a significant increase in ethical
awareness following completion of the ethics course. The response is stronger for females, which
may be related the higher level of ethical awareness experienced by females in general. An
examination of the responses dealing solely with business situations reveals an interesting
phenomenon. Both high and low GPA students demonstrate an increase in ethical awareness
following completion of the ethics course. Thus, overall, the current study suggests that a stand-
alone ethics course does improve ethical awareness, and that this improvement is not limited to
females or high GPA students. It should be emphasized that this is a continuation of an
exploratory study conducted on campus in one small upper Midwestern university. It is possible
that results gathered elsewhere, or results gathered using different sampling tools, may produce
different results. However, the results suggest further study of the relationship between gender,
GPA, and ethical awareness may prove a useful addition to the literature. Furthermore, it would
be of interest to probe the link between other non-curriculum related variables and ethical
awareness. Further research is also needed to determine potentially effective ways to teach
ethics, including the effects of delivery modalities and student ethical awareness outcomes.
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THE STRATEGY OF MARKETING THE
CULTURAL CREATIVE COMMODITIES
ADDING TECH-FUNCTION IN THE NEW

PRODUCTION DEVELOPMENT
William S. Chang, Ming Chuan University

ABSTRACT

In economy world, cultural creative product development should satisfy consumers’ physical or
mental needs especially the firms need to develop a formal conceptualization of the process of
customer knowledge development. By enhancing the fit between cultural creative commodities
and customer preferences, the adoption of technical function fosters those cultural-based
products success. This research focuses on the ingredients responsible for the successful factors
of cultural creative commodities and consumers’ purchasing behavior in cultural creative
industries. Relevant literature was utilized, as well as supporting information obtained by means
of corporate interviews, physical questionnaires and online investigations. A final sampling is
421 and the overall response rate is 92%. Statistics and structural equation analysis were
conducted to construct the relationship among tech-functions, cultural creative commodities and
the consumers’ purchasing behavior. The results show that media technology which provided
new material-functions to diversify the cultural creative product development and enhanced the
interaction between the commodities and consumers. By interacting with cultural creative
commodities, customers are able to achieve the purposes of causing his/her purchasing behavior.
The author explores the theoretical and managerial implications that arise from the results and
provides further research directions.

KEYWORDS: tech-function, cultural creative industries, cultural creative commodities,
structural equation model

JEL: Classification: M00, M30
INTRODUCTION

New product, such as cultural creative commodities, has become one of the most new product
developments around the world. Customer knowledge development — that is, the development of
an understanding of customer preferences — has been identified as the critical success factors for
ensuring the new product development will be succeed (Cooper and Kleinschmidt, 1995). In
cultural creative industry, one of the most important national industry development projects
around the world, new product development (i.e. cultural creative commodity) mainly focuses on
new elements embedded in the traditional commodities that artistic and creative cultural workers
contribute their efforts into the product development. Unique creative and cultural commodities
based on the main exhibits could also be used to prolong memories of the trip, helping to promote
any specific objectives and induce repeat purchasing. The development of creative and cultural
commodities not only encouraged the growth of small businesses, but also enabled the export of
unique cultural facets on a global scale. By cooperating with other disciplines and fields, the
diversification and popularization of culture and art could be used to achieve the objective of
enabling everyone to enjoy and become part of cultural art.

The 1980s was also an important landmark period for the development of digital multimedia
technologies. Digital content companies not only helped to improve the basic foundation of the
cultural creative industry’s overall economy by promoting the transformation of traditional
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industries into knowledge-based ones; they also provided a diverse selection of creative
opportunities to art workers, enabling them to express their creative ideas while inducing a
myriad of developments in other fields, such as visual and tech-art, as well as multimedia
technologies. With the dawning of the information era, the value of the cultural creative industry
and art workers will not be limited to tangible cultural assets, but also the utilization of
knowledge, multiple disciplines and skills. This study seeks to investigate how cultural creative
and artistic workers utilize art technologies and transform intangible cultural assets into tangible
commodities. Accordingly, the study objectives in this research are to

1. Investigate how cultural creative and artistic workers utilize tech-functions creating the new
elements on the traditional products

2. Investigate how cultural creative and artistic workers remold brand images to improve their
identity with the general public,

3. Develop a formal construct to reflect consumers’ repurchasing behavior of cultural creative
commodities.

The study begins by defining the rise of the cultural creative industry and by articulating the
conceptual framework, including tech-functions, cultural creative commodities, and consumers’
purchasing behaviors. We then elucidate the methods and measures the study used to test the
framework. Following presentation of the results, the study concludes the discussion of the results
in terms of its theoretical, managerial, and further research implications.

Conceptual Framewrok And Hypotheses

Cultural Creative Industries: The term of ‘cultural creative industry’ were combined by two
terms, ‘culture industry’ and ‘creative industry’. Cultural industry was provided by Horkheimer
and Adorno (1976, original publication dated 1944) and the term, creative industry, was raised by
a British specialist team in creative industries in 1997. Culture industries should lean toward
theoretical thinking espoused and creative industry leaned toward the economic benefit of
intellectual property rights and the social benefit of employment opportunities in culture
industries. Accordingly, cultural creative commodities are conceived by the integration of the
creativities, production and economy of intangible assets, and the contribution of cultural/creative
concepts would be protected by intellectual property rights (Council for Economic Planning and
Development, Executive Yuan, 2002).

Tech-Function

Tech-function, which is a platform, integrates simple media function into cultural artworks.
Traditional cultural creative/artistic commodities could be linked with tech-function to provide
new concepts or exhibition formats. Thus, cultural creative commodities, which integrate simple
tech-function, herald more possibilities for new product development in cultural creative
industries. Cultural creative commodities which not only enabled the use and integration of
diverse materials and media, but presentation and content could now emphasize interactivity
(Arango, 2005; Manovich, 2001; Tseng & Lee, 2006; Varnedoe & Gopnik, 1990; Zanni, 2004) to
revolutionize the three-way relationship between cultural creative artists, cultural creative
commodities and consumers.

Interactive artwork presented by integrating tech-function could be defined as being a concept
whereby artworks were completely presented in a format, which enabled consumers to interact
with it. This means cultural creative commodities acted as an integrative vector of information,
which could link people with different cultural backgrounds through purchasing behavior.
Generally, these artworks provided an interaction involving the integrated processes of
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admiration, identification and transmission of concepts to result in consumers’ purchasing
behavior.

Hypotheses: Oliver (1997) believed that satisfaction was the consumer’s evaluation of a certain
service or product. Woodruff (1997) further believed that ‘value’ derived from an individual
perspective was the actual critical factor behind consumer satisfaction. For tech-art and cultural
creative extension products, product image (Kotler, 1994) and visual value (Babin, Darden &
Griffin, 1994; Babin & Attaway, 2000) provided to consumers would be critical factors to
influence their repeat purchasing behavior. The product image represents the image of the tech-
function or cultural creative commodity that persists in the mind, which reorganizes and links
with other relevant objects in the environment as the individual accumulates more experience.
The consumption image of cultural creative work could be viewed as consumers’ expectation
before they experience their visit. This concept would also influence the actual experience and
future desire to spend. Kotler, Bowen & Makens (1996) also pointed out that a cause and effect
relationship exists between the variables of imagery, quality, satisfaction and post-purchase
behavior. More positive imagery induces stronger behavioral objectives in the future (Alnemoud
& Armstrong, 1996). Visual value could be considered as being an intermediate variable between
service quality and satisfaction. The results of an investigation by Patterson & Spreng (1997)
illustrated that visual value was an antecedent variable which was positively correlated to
satisfaction, and would also positively influence the desire to make a repeat purchase. Petrick &
Backman (2002) believed that, if consumers had greater sensory values, this would positively
influence their future desire to make repeat purchases. On the other hand, further investigations
by Murphy, Pritchard & Smith (1999) discovered that characteristics of purposeful products
would also positively influence visual values, and thus, influence the desire to make purchasing
decision because of service quality. Thus, the hypotheses of this research were based on the
investigation results of Alnemoud & Armstrong (1996), Kotler et al. (1996) and Murphy et al.
(1999):

H;: Tech-function can directly influence consumers’ purchasing behavior.

H,: Cultural creative commodity characteristics have a direct and positive influence on
consumers’ purchasing behavior.

Digital creative industries were the first to utilize new technology as a media to conceptualize
their ideas. Interactivity was the main feature of cultural creative commodities made by creative
artists by incorporating digital tech-function (Arango, 2005; Manovich, 2001; Tseng & lee, 2006;
Varnedoe & Gopnik, 1990; Zanni, 2004). According to Ascott (2003), ‘emerging’ aesthetics from
applied digital technologies have replaced the traditional ‘externalist’ aesthetics. Traditional
aesthetics were concerned with the absolute value of the appearance and tangible features of an
object, while emerging aesthetics attempted to interact with consumers by means of
transformations in technological culture and evolving techniques. Borsook & Higginbotham
(1991) proposed six points of critical elements for interaction, namely, immediacy of response,
non-sequential access of information, adaptability, feedback, options and bi-directional
communication. Hence, cultural creative commodities which incorporate tech-function
revolutionized and broke the confines of the one-sided sensory interaction of traditional artwork
and removed the barrier between consumers and artworks. Interaction enabled consumers to
recognize their existence and position in the artwork, introducing new life to the work by means
of their personal senses and experiences. Hence, cultural creative commodities which incorporate
with tech-function provide additional connection under consumers’ personal control, and induce
purchasing behavior by immersing them in the artwork. The third hypothesis for this research was
derived from the above information:
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H3: Cultural creative commodities, which incorporate tech-function, can better induce
consumers’ purchasing behavior.

Empirical Results

Sampling Frame and Sample: The sampling frame in this study included questionnaires and
online survey in four major Cultural and Creative Parks located in Taipei, Taichung, Chiayi and
Hualien. To enhance the response rate and accuracy, the questionnaire was delivered in the
sampling frame to inform respondents of the study objectives and to solicit their participation.
The survey required respondents to serve as key informants on the cultural creative commodities
in which they purchased and that was typical of the tech-function embedded in the products. After
deducting 32 invalid survey, the sampling is 328. The effective response rate is 91%. The online
survey questionnaire receiving the effective survey are 93 after deducting 5 invalid responses (
they don’t have any purchasing experience). Consequently, the final valid questionnaires are 421
and the overall response rate is 92%.

Descriptive Analysis: In order to verify the internal consistency reliability of the three major

dimensions of the structural equation model, the study analyzes the relationships among those

three major variables. The result (Table 1) shows Cronbach’s Alpha is 0.867 and [ [ value of
three major variables, tech-function, cultural creative commodities, and customers’ purchasing

behavior, are highly significantly (0.864, 0.852 and 0.854 respectively). Furthermore, the value of

each observing index is higher than 0.8 describing that the structural equation model with highly

internal consistency reliability.

Table 1: the Results of Internal Consistency Reliability

Mean De\sfitz(llt'ion N Cronbach's Alpha if Item Deleted
Tech-function 4.8170 1.31508 421 .864
Cultural Creative Commodities Characteristics 5.0588 1.18230 421 852
Customers’ Purchasing Behavior 4.9477 1.27109 421 .854
Cronbach’s Alpha 0.867

Factor Analysis: A confirmatory factor analysis (CFA) was conducted for tech-function, cultural
creative commodities and the consumers’ purchasing behavior. The result shows the suitability
indices of tech-function with a GFI of 0.9151, AGFI of 0.753 and an RMR of 0.110. The main
components of tech-function as described by Borsook & Higginbotham (1991) include non-
sequential access information, adaptability, feedback, options and other factors which can be used
to evaluate the influence of tech-function on cultural creative commodities and determine whether
or not it would directly or indirectly affect consumers’ purchasing behavior.

For cultural creative commodities characteristics, the result shows the suitability indices of
cultural creative artworks with a GFI of 0.955, AGFI of 0.082 and an RMR of 0.865. This shows
that the characteristics of memory extension, product innovation, exhibition relationship,
marketing strategy and product design are significant for cultural creative commodities and
consumers, and these features can be used to evaluate the features of cultural creative
commodities and determine whether those products will cause to consumers’ purchasing
behavior. The results of survey shows the suitability indices of consumers’ purchasing behavior
with a GFI of 0.916, AGFI of 0.181 and an RMR of 0.495 implicating that the variables of
product influence and product uniqueness can be used as determining factors of consumers’
purchasing behavior. Table 2 shows the covariance matrix of variables in each category.
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The data shows that non-sequential access information and cultural creative commodities are
highly correlated. Consumers will be willing to give cultural creative/artistic workers their
opinion and feedback after purchasing experience. Memory extension, exhibition relationship and
product design had significant positive correlations in the category of cultural creative
commodities. In the category of consumers’ purchasing behavior, positive correlations were
observed in the influence of cultural creative commodities on consumers’ purchasing behavior.
The motives behind the purchase of cultural creative commodities are largely derived from
consumers’ wish to procure products related to the ongoing experience, for instance those
commodities can help to prolong the experience of their visit and expand the features and
memory of the artwork. Thus, memory extension, product innovation and exhibition relationship
would be important factors in deciding whether or not consumers would purchase.

Table 2: Correlation Coefficient

1 2 3 4 5 6 7 8 9 10 11 12 13 14
FM1 FM2 FM3 FM4 FMS5 PD1 PD2 PD3 PD4 PD5 PD6 CS1 CS2 CS3
FM1 1.000
FM2 116 1.000
FM3 137 720 1.000
FM4 182 .641 484 1.000
FMS5 222 .596 391 594 1.000
PD1 .250 .308 233 .194 241 1.000
PD2 .230 .165 144 133 289 440 1.000
PD3 134 .099 117 113 .063 342 387 1.000
PD4 251 171 .100 172 .266 497 367 257 1.000
PDS5 238 174 .011 233 211 237 .090 .203 352 1.000
PD6 516 .068 .084 173 155 352 223 .196 388 240 1.000
CS1 158 .163 .209 102 .164 532 611 421 374 .087 252 1.000
CS2 127 150 .205 174 .160 283 295 462 204 .062 317 435 1.000
CS3 .134 .099 117 113 .063 .342 .387 1.000 257 .203 .196 421 462 1.000

FM]I: Tech-function; FM?2: Non-sequential access information;, FM3: Adaptability; FM4: Feedback; FM5: Options. PDI1: Cultural
creative commodities characteristics ; PD2: Memory extension; PD3: Product innovation;, PD4: Exhibition relation; PD5: Marketing
strategy; PD6: Product design. CS1: Customers’ purchasing behavior; CS2: Product influence; CS3: Product unique.

Structural Equation Model (SEM) Analysis

Relationship between tech-function and cultural creative commodity characteristics The route
between tech-function and cultural creative commodities characteristics was 0.33, with t-value
attaining a significant (0.01). This shows that a direct correlation exists between tech-function
and value-added to cultural creative commodity characteristics. The numerical data shows that
cultural creative workers could provide consumers with a higher level of interactivity by using
cultural creative commodities which were embedded tech-function. The economic value-added to
these commodities will also be increased due to new characteristics providing by new adoption of
technology. Relationship between tech-function and consumers’ purchasing behavior The
direction between tech-function and consumers’ purchasing behavior was 0.05, but the result was
failed to achieve significance (0.01). The results implied that tech-function does not have a direct
relationship with the ability to induce consumers’ purchasing behavior. The above-listed data
shows that, although tech-function can create new realms in art and aesthetics, it is insignificant
in inducing consumers’ purchasing behavior.
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Therefore, this research concludes that, although tech-function can integrate the interface of art
media, the main objective of interactivity of tech-function cannot be achieved if consumers lack
relevant experience, sensory response and feedback about the extension product. Relationship
between cultural creative commodity characteristics and consumers’ purchasing behavior The
path between cultural creative commodity characteristics and consumers’ purchasing behavior
was 0.61 and reached significant level (0.01). This shows that a direct correlation exists between
cultural creative commodity characteristics which incorporate tech-function and consumers’
purchasing behavior. The data shows that cultural creative commodity characteristics which
incorporate tech-function can significantly improve consumers’ motives of purchasing behavior.
The results show that tech-function not only provides artistic workers with new material to
develop new products, it also improves the diversity of cultural creative commodity
characteristics and those characteristics providing more interactions with consumers.

CONCLUSION

On the one hand, cultural creative extension products which incorporate tech-art have the ability
to resolve the financial crisis faced by museums, and on the other hand, they provide an
opportunity for museums to transmit their culture and knowledge of their collection by the sale of
these products. Repeat purchases by consumers could be induced by prolonging relevant
experiences, and such measures have become the main creative language and marketing method
utilized by modern cultural creative art workers. With this premise in mind, this research mainly
focused on investigating the influence of extension products based on tech-art on consumers’
repeat purchasing behavior. This research firstly used interviews targeting cultural creative art
workers in the country and investigated the model of value creation of cultural creative extension
products, elaborating the means by which cultural creative art workers incorporate tech-art to
create value and marketing models for extension products. Quantitative questionnaires coupled
with a factor analysis and structural equation model analysis enabled an understanding of how the
extension products developed by these art workers could resolve the financial difficulties of the
cultural creative industries. A further analysis of the critical factors for the success of extension
products from the consumer perspective proposed product concepts and relevant marketing
techniques which the cultural creative industries in this country could rely on to expand their
market, induce repeat purchasing behavior and resolve the issue of insufficient funding.

This research utilized physical and online questionnaires and achieved an effective sample
recovery rate of 75.2%. The results showed that a positive correlation exists between
incorporating tech-art by art workers and extension products. Consumers’ repeat purchasing
behavior would be induced as a result of the interactivity introduced by tech-art. From the
perspective of extension products, those products which incorporate exhibition themes would not
only help to provide a memory extension in their added value, but they would also improve
consumers’ motivation to repeat purchase.

Limitation and Future Research Directions

The model of cultural creative commodities focuses on the adoption of tech-function and
products’ characteristics that improving the willingness of consumers purchasing behavior.
However, because cultural creative industries include 15+1 cultural creative categories, it is also
necessary to examine the specific field in fostering this process. Further research should (1)
concern the questionnaire design including different combinations and (2) study how the value-
added process moderate the main effects of cultural creative commodity characteristics on new
product development.
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POSITIONING FOR INTERNATIONAL MARKET
SEGMENTS: A CASE STUDY OF SALMAN BIN
ABDULAZIZ UNIVERSITY
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ABSTRACT

The purpose of this study was to identify target segments and positioning attributes for Salman
Bin Abdulaziz University (SAU) to achieve objectives related to recruitment of high performance
students and distinguished faculty. As a newly established institution, SAU strives to occupy a
niche in the increasingly competitive academic marketplace of Saudi Arabia in response to
globalization and quality assurance standards. Thus, positioning and brand building are
important aspects of SAU strategic planning. The research followed a qualitative method based
on internal survey. The sample size comprised 92 faculties with a representative diversity of
international and local contracts. Positioning attributes aligned with SAU mission, vision,
strategic goals and objectives were analyzed and compared to perceptions of internal
stakeholders with regards to value categories designed to target segments of high performance
students and distinguished faculty.  The research yielded practical outcomes for the
implementation of SAU Strategic plan. Findings proved that SAU has recognizable strengths to
build distinctive brand assets for identified international segments. However, the University
should strategize its internal values to capitalize on these advantages in the long run and benefit
from stable enrollments, greater students’ retention and less faculty turn-over.

JELM30
KEYWORDS:Positioning, Higher Education, Strategic Planning
INTRODUCTION

Within the new global environment characterized by increasing competition, higher education
institutions are emerging as organizations driven by the commercial imperative of market-led
forces. In a highly competitive educational market, differentiation and effective positioning
appear to be key success factors pertaining to the choice of study and work destination.
Universities all over the world compete to recruit international students and faculty in response to
globalization and quality standards. Therefore, there is a need for higher education managers to
build strong brands locally and globally, in both short and long term. Positioning an organization
in the environment of its industry is one of the most important phases of the organizational
strategic planning. Universities currently face complexities in external variable environments to
which their internal structures are under pressure to adapt in an effective way. It forces
universities to use strategic planning and strategic management to be responsive and supportive
of stakeholders’ needs.

Backeround and Problem

Higher education sector in the Kingdom of Saudi Arabia has grown substantially since late 1990s
in response to high demand for higher education and national development plans for a qualified
workforce. The number of public universities increased from eight universities in 2000 to 25
universities in 2012. This expansion of the higher education sector went along with establishing
of the National Commission for Assessment and Academic Accreditation (NCAAA) that
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obligates all universities to create a long-term strategic plan to meet national higher education
quality standards that are consistent with international accreditation.

Research Gap

The boom in the number of Saudi Universities created competition for students, faculty, and
financial support among higher education institutions. However, universities in the public sector
of Saudi Arabia lack experience in positioning higher education institutions to forge strong and
individual identities. As a newly established institution, Salman Bin Abdulaziz University faces a
need to raise the quality of the educational process by means of recruiting professional employees
and high achievement students to meet the criteria of NCAAA accreditation standards.SAU
strives to occupy a niche and develop distinctive positioning strategy that enables to achieve its
strategic goalsin the increasingly competitive academic marketplace of Saudi Arabia.

Problem Statement

The problem of this research is to identify potential international target segments and the specific
positioning attributes that should be implemented as a part of the University strategic plan to
achieve the objectives related to the recruitment of high performance students and
distinguishedfaculty. This problem can be stated in the following research questions:

1.What potential positioning attributes can be aligned with SAU mission, vision and strategic
goals?

2.What target segments can SAU reach to recruit high performance students and distinguished
faculty?

3.What are the key positioning attributes SAU can capitalize on to recruit international students
and faculty?

LITERATURE REVIEW

The authors consider that it is important to highlight the following applicable ideas from the
overview of the related literature.

Branding of Higher Education Institutions

There is a general consensus among scholars that branding is as important for educational
institutions as it is for commercial businesses. However, marketing in education provoked a lot
of discussions. Driscoll and Wicks (1998) point out differences between the markets for
traditional commodities and the university education. Chapleo (2006) holds that the brand
management in higher education is similar to nonprofit brands, but it may not necessarily be
suited to the specific needs of the university sector due to greater competition in the market.
Harrison-Walker (2009) emphasizes that strategic positioning which has a critical application to
marketing in higher education, is often mismanaged. A substantial number of published studies
address the subject conceptually (Aaker & Shansby, 1982; Lowry and Owens, 2001; Mashhadi et
al., 2008; Harrison-Walker, 2009; Manhas, 2010). Positioning has been acknowledged as a core
branding activity (Aaker & Shansby, 1982). By directing all of its marketing efforts towards a
desired positioning, a university maintains a coherence and unity in its activities and establishes a
specific image (Lowry & Owens, 2001). The characteristics of a good position for the brand are
thought to be perceived uniqueness, prevalence, and strength (Aaker, 1991).

A quality-oriented approach toward strategic positioning in higher education has been discussed
by Mashhadi et al. (2008). Some researchers make attempts to differentiate service branding to
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avoid the danger of adopting product based branding strategy in developing positioning in higher
education (Padgett & Allan, 1997; Morrison & Grane, 2007). Padgett & Allan (1997) emphasize
that the experiential aspect of services play an important role in conceptualizing in a service
brand image because it represents the customers’ perspective.According to Morrison & Crane
(2007), emotional dynamics plays a powerful role in the customers’ selection, satisfaction and
loyalty toward service brands.

Branding builds an institution identity (Chapleo, 2005; Guzman et al., 2006; Goi Mei, 2010;
Lockwood & Hadd, 2007). Chapleo (2005) argues that among universities insufficient effort has
been done to clearly differentiate their institutions from competitors. Lockwood & Hadd (2007)
reiterate that much of the branding work in higher education has been in peripheral areas, such as
assessing logos, creating and disseminating marketing materials, or selling licensed merchandise.
So, improvements should take place along dimensions of marketing communications, reputation,
and public relations activities. Researchers emphasize that building brand identity begins within
the organization and requires coordination of branding communication efforts (Schiffenbauer,
2001; Schultz, 2002; Judson & Aurand, 2009). Schiffenbauer (2001) contends that the brand
message will lose its credibility if it is not supported by the employees within the organization.
Hence, internal branding efforts are essential for employees to understand and take ownership in
the brand.

Brand messages conveyed to employees of an organization have been recognized as an important
aspect of an organization’s positioning to ensure that the brand messages sent internally to
employees closely match those sent to customers (Judson & Aurand, 2009). This becomes even
more critical for service organizations because consumer loyalty is typically challenged by
service quality, which is often much more variable and more difficult to control than product
quality (Schultz, 2002). Another line of research has been evolving to help brands achieve
differentiation with respect to social values. Guzman et al. (2006) present a reference group
influence model which considers brand building with social values by leveraging brand equity
with public services. Developing the brand identity is important for both public and private
universities. Goi Mei (2010) explored the difference in service branding model between private
and public higher educational institutions. The finding of the study showed that positioning of
private universities is better developed than in public higher educational sector (Goi Mei, 2010).
This observation confirms the author’s premise about the similar situation in Saudi public
educational sector.

Creating Customer-Based Brand Equity in Higher Education

Within the context of higher education, customer-based brand equity is concerned with the ways
prospective students, employees, legislators, other stakeholders, and general public perceive the
value added to an institution by associating it with a brand name. Customer-based brand equity is
a multidimensional construct. In general, customer-based brand equity comprises brand loyalty,
brand awareness, perceived quality, brand associations, and other proprietary brand assets, such
as trademarks and patents(Aaker, 1991). Taylor and Reed (1995) hold that marketing in higher
education should not take a totally student-centric perspective, but ought to balance needs of
various stakeholders. Although the key target for a university’s positioning program is
prospective students, faculty and staff represent an important public (Lowry & Owens, 2001).
McAlexander & Koenig (2010) situate brand community framework in the context of higher
education marketing investments. As loyalty to the institution depends largely on a sense of
belonging, it is one of the critical aspects to determine students’ choice.An effective brand
management strategy can be maximized only if the brand carries a promise and if every member
of the academic community is committed to fulfilling that promise (Lockwood & Hadd, 2007).
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The value of a brand image to attract prospectiveapplicants is a topic that has garnered most
interest in recent years (Lowry & Owens, 2001; Rapert et al., 2004; Bennett & Ali-Choudhury,
2009; Judson et al., 2009). Bennett & Ali-Choudhury (2009) argue that branding facilitates
decisions in selecting of an institution, particularly in the promise of outcomes. A strong brand
increases the institution’s ability to compete for the best students, gain alumni membership and
financial support from donors (Judson et al., 2009). Consequently, success in the educational
marketing environment depends on the ability of an institution to recruit and retain the best
students, faculty and staff (Jevons, 2006; Melewar & Akel, 2005).

Rapert et al. (2004) argue that students are uniquely qualified to assess the quality of their
educational experience. This aspect has acquired more significance due to the globalization of
higher education associated with the creation of national and international brands by universities.
Empirical studies focus on universities’ branding initiatives by institutions of higher education in
United States (Judson, et al., 2009; Jevons, 2006), United Kingdom (Chapleo, 2007; Melewar &
Akel. 2005). There is a body of research that deals with specific problems of positioning Asian
(Gray et al., 2003) and Australian universities (Whyte, 2001; Shanka et al., 2005) for
international markets. Based on the literature review, the author holds that internal branding is
vital for educational institutions as service organizations where employee’ ownership in the brand
should match customers’ needs. It is the premise that can be built upon to position SAU.

METHODOLOGY AND DATA

This case study follows a qualitative method to analyze data from primary and secondary sources,
and the internal survey that offers descriptive statistics applicable to the study.

Survey Design and Development: A survey using a structured questionnaire was developed to
elicit responses within internal environment of SAU. The questionnaire contained multiple items
related to two dimensions. First, it evaluated employment criteria for the current faculties at SAU,
as well as problems they encountered while the job recruitment process. Second, it was used to
investigate perceptions of SAU faculty with regards to thepositioning attributes applicable for
SAU to attract prospective international students and faculty. The attributes were selected to
identify perceived target regions to recruit high performance international students for SAU. A
hand-delivered version of the survey was conducted forl9 faculties as a pilot survey design. A
necessary modification was made before administering the on-line and email final version based
on the input from the pilot study response.

Survey Implementation: The survey was distributed using two channels. An English version of the
survey was posted online. An Arabic version was offered for additional convenience via the
university website mail system.

Survey Data Analysis: Analysis of data collected in the English version of the survey was done
through the website summary and Excel charts that highlight trends displayed by the data
collected. Statistic from the Arabic survey version was added manually to the online data. The
overall sample size comprised 92 faculty at SAU. The only relevant personal data considered for
the research was the type of contract the employees have. The overwhelming majority of the
respondents (74%) have an international contract, while only 26% of the respondents were hired
locally, which means that such a sample gives a representative diversity for the research purposes.

Institution Documentation Analysis: Data in respect to SAU potential attributes to strategize the
recruitment of high performance students and distinguished faculties were obtained from the
primary sources, in particular SAU Strategic Plan 2012-2021 and Strategic Plan PMO report.
Data comprised information on SAU mission, vision, and strategic goals that have been analyzed
and compared to the perceived strength as viewed by the faculty.
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RESULTS AND DISCUSSION

Job contract criteria were viewed as important by current SAU faculty. The majority of the
respondents (78%) who filled out the survey placed salary at the top of the list, while professional
development and research opportunities ranked second and third with corresponding 68% and
62%. This means that though financial benefits are the priority for the job seekers, employees in
academia are very much concerned about a professional setting the university can offer. Other
criteria such as career promotion, friendly and cooperative environment and satisfaction for
family needs were ranked on average between 44% and 48%. As a conclusion drawn from the
above mentioned data, offering opportunities to pursue professional growth in the contracts for
prospective employees would be a positioning strength for SAU.

International Target Segments for Students: 90% the respondents in this study strongly agreed
that international faculty and students are important for the University. The chart below shows
preferable regions for recruitment of high performance international students as perceived by
SAU employees.

Figure 1: Distribution of Geographic Regions For Recruitment of High Performance International
Students
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An important assumption can be made that SAU should attempt to recruit students from
diversified locations around the world, rather than focusing on the Middle East. While the Middle
East is still on the top position (3.61), it is narrowly followed by Asia (3.42) and Europe (3.26),
which is in close proximity too. 92% of respondents unanimously agree that academic records is
the most important criteria for admitting international students to a Saudi university, while 42%
consider that majoring in Islamic studies and Arabic language is another significant factor. It
should be added to these selective criteria, that 25% of the respondents consider religion and 17%
- nationality as valid criteria for students’ recruitment. Income status and gender are rated equally
low at 8.47%. These data present a perceived student’s profile targeting, to a large extent,
international segments that are either affiliated with the Islamic world or pursue studies in the
correspondent fields with no gender or income discrimination.

Value Categories As Potential Positioning Attributes

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 171



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢ Number 1 2014

Value categories of a Saudi University were appraised to indicate strength variables for
positioning SAU. Three value categories were identified as intersecting for the purpose of
categorization:

A. Quality standards/ quality of educations
B. Tax free salary/ scholarships and financial aid
C. Standard of life/ availability of housing and recreation activities

The charts below summarize value out of 5 points for the categories perceived as strength for
attracting high performance international students and distinguished faculty to a Saudi University.

Figure 2: Distribution of Value Categories For SAU Target Segments
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As displayed by the chart, there are a few patterns among responses common for both target
segments, such as quality of the educational process and living standards with a slight
overarching significance for the student segment. The respondents also agree that financial
benefits are the key attractive category for both target segments, and it is a dominant factor for
prospective international students. The results of this cross-checking chart are consistent with the
previous conclusion that faculty value equally financial benefits and professional opportunities
with the ranking of the salary (3.44) and research facilities (3.33). Additionally, Islamic culture
was rated at the value of 3.27 for the students, and security and safety at 2.82 for the faculty. It
can be concluded that internal institutional factors are ranked above the advantages of the external
environment. Finally, respondents suggested that the best way for advertising SAU is
participation in educational fairs (87%) and the institutional website (74%), followed by utilizing
advertising in media (53%) and social networks (55%).

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 172



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

SAU Positioning Attributes Aligned with the Strategic Plan

To evaluate positioning messages aimed at external and internal branding, a brief analysis of
SAU Strategic plan has been done. The SAU strategic plan gives a holistic and shared
understanding of how the University adapts to the education policy, environment and develops its
activities. From SAU Vision: “To become a distinctive university in education and community
partnership”, the perceived uniqueness of the brand revolves around social, communitarian and
public values that underlie services in the educational sector. Thus, “community partnership” can
be associated with values that could help develop SAU equity by relating to citizen’s concerns, as
well as by establishing meaningful relationships with international customers. However, this most
important aspect has been under communicated to SAU stakeholders. Interpretation of a
community partnership should be extended broader to capitalize on its strength more. SAU
mission suggests a promise to meet customer expectations: “Salman bin Abduaziz University
endeavors to produce competitive graduates through internationally recognized education
standards within an academic and research environment, distinguished human resources,
effective community partnership and supportive administrative systems . These promises correlate
with the target needs of prospective students and employees as perceived by the respondents of
the internal survey

The perceived strength of SAU is highlighted in the adopted Core Strategic Values:

1. Quality: A level of performance that engenders stakeholder satisfaction and ensures future
continuous improvement.
2. Justice and integrity: All employees are treated fairly and equally.
. Teamwork and cooperation: A culture of teamwork and collaboration is highly
emphasized.
4. Transparency and accountability: The University’s performances, and any response to all
enquiries regarding that performance, are fairly published.

W

The Core Strategic Values give clear implications for unique assets that SAU can capitalize on to
develop a distinctive positioning strategy with a clear message for internal stakeholders,
prospective students and faculty, including international target segments.

CONCLUSION AND IMPLICATIONS

Within the limitations in the research scope, we encourage the expansion of this initial study to an
approach that gives a better representation of customers’ needs involving the student body.
Nevertheless, the internal survey yielded clear results regarding applicable positioning attributes
to target international market segments at SAU. The findings of the research proved that SAU
Strategic plan has recognizable positioning strength to build the University brand asset. However,
as can be implied from the study, SAU should strategize its internal values rather than benefits of
the external environment to capitalize on these advantages in the long run. Moreover, a need for
aligning accurate positioning messages of SAU Strategic plan with perceptions of internal
stakeholders has emerged. It will enable effective communication between employees and
customers. If SAU pursues active positioning, the University will benefit from stable enrollments,
including identified international segments, greater students’ retention and less faculty turn-over,
and as a result, increased students’ achievement and quality assurance of the educational process.
Finally, SAU has to develop clear advertising strategies to reach target segments of high
performance students and distinguished faculty that will enable University to fulfill the promises
delivered to the customers at the current stage of the implementation of the Strategic plan.

REFERENCES

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 173



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

Aaker, D. (1991), Managing Brand Equity: Capitalizing on the Value of a Brand Name. The Free
Press, New York, NY.

Aaker, D. andShansby, G. (1982), Positioning Your Product. Business Horizons, 25, 56-62.

Aurand, T.; Gorchels, L. and Bishop, T. (2005),Human Resource Management’s Role in Internal
Branding: an Opportunity for Cross-functional Brand Message Synergy. Journal of Product &
Brand Management, 14(3), 163-169.

Bennett, R. and Ali-Choudhury, R. (2009), Prospective Students’ Perceptions of University
Brands: An Empirical Study. Journal of Marketing for Higher Education, 19(1), 85-107.

Chapleo, C. (2006), Barriers to Brand Building in UK Universities? International Journal of
Nonprofit and Voluntary Sector Marketing, 12(1), 23-32.

Chapleo, C. (2005), Do Universities Have ‘Successful’ Brands? International Journal of
Educational Advancement, 6(1), 54—64.

Driscoll, C., and Wicks, D. (1998), The Customer-Driven Approach in Business Education: A
Possible Danger? Journal of Education for Business, 73(1), 58—61.

Goi Mei, T. (2010), Service Branding Model Difference between Private and Public HEIs.
Review of Business Research, 10(2), 82-87.

Gray, B.; Fam, K. and Lalnes, V. (2003), Branding Universities in Asian Markets. Journal of
Product & Brand Management, 12(2), 108-120.

Guzman, F.; Montaa, J. and Sierra, V. (2006), Brand Building by Associating to Public Services:
A Reference Group Influence Model. Journal of Brand Management, 13(4/5), 353-362.

Harrison-Walker, J. (2009), Strategic Positioning in Higher Education. Academy of Educational
Leadership Journal, 13(1), 103-113.

Jevons, C. (2006), Universities: a Prime Example of Branding Going Wrong. Journal of Product
and Brand Management, 15(7), 466-467.

Judson, K.; Aurand, T.; Gorchels, L. and Gordon, G. (2009), Building a University Brand from
Within: University Administrators’ Perspectives of Internal Branding. Services Marketing
Quarterly, 30 (1), 54-68.

Lockwood, R. and Hadd, J. (2007), Building a Brand in Higher Education. Gallup Management
Journal, 7, 1-6.

Lowry, J. and Owens, B. (2001), Developing a Positioning Strategy for a University. Services
Marketing Quarterly, 22(4), 27-42.

Manhas, P. (2010), Strategic Brand Positioning Analysis Through Comparison of Cognitive and
Conative Perceptions. Journal of Economics, Finance & Administrative Science, 15(29), 15-33.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 174



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

Mashhadi, M.; Mohajeri, K. and Nayeri, M. (2008), Quality-Oriented Approach Toward Strategic
Positioning in Higher Education Institutions. /nternational Journal of Social Sciences, 2(4), 237-
243.

McAlexander, J. and Koenig, H. (2010), Contextual Influences: Building Brand Community in
Large and Small Colleges. Journal of Marketing for Higher Education, 20(1), 69-84.

McAlexander, J.; Koenig, H. and Schouten, J. (2006), Education: A Strategic Framework for
University Advancement International. Journal of Educational Advancement, 6(2), 107-118.

Melewar, T. andAkel, S. (2005), The Role of Corporate Identity in the Higher Education Sector:
A Case Study. Corporate Communications: An International Journal, 10(1), 41-57.

Morrison,S. andGrane, F. (2007), Building the Service Brand by Creating and Managing an
Emotional Brand Experience. Journal of Brand Management, 14(5), 410-421.

Padgett, D. and Allan, D. (1997), Communicating Experiences: A Narrative Approach to
Creating Service Brand Image. Journal of Advertising, 26(4), 49-62.

Rapert, M.; Villiquette, A.; Smith, S., and Garretson, J. (2004), The Meaning of Quality:
Expectations of Students in Pursuit of an MBA. Journal of Education for Business, 80(1), 17-24.

Rouse, W. and Garcia, D. (2004), Moving Up in the Rankings: Creating and Sustaining a World-
Class Research University. Information Knowledge Systems Management, 4(3), 139-147.

Salman Bin Abdulaziz University (2012), Strategic Plan 2012-2021. Salman Bin Abdulaziz
University, Al-Kharj, Saudi Arabia.

Schiffenbauer, A. (2001), Study all of a Brand’s Constituencies, Marketing News, 35(11), 17-18.

Schultz, D. (2002), Study Internal Marketing for Better Impact: New Forum Researches What
Motivates Workers. Marketing News, 36(21), 8-9.

Shanka, T. ; Quintal, V. and Taylor, R. (2005), Factors Influencing International Students’ Choice

of an Education Destination: A Correspondence Analysis. Journal of Marketing for Higher
Education, 15(2), 31-46.

Taylor, R. and Reed, R. (1995), Situational Marketing: Application for Higher Education
Institutions. Journal of Marketing for Higher Education, 6(1), 23-36.

Whyte, A. (2001), Positioning Australian Universities for the 21st Century. Open Learning,
16(1), 27-35.

BIOGRAPHY

Dr.Yasine A. Qandile is a Professor of Curricula & Educational Technology at Salman Bin
Abdulaziz University, Saudi Arabia. He is also working as a Chief consultant for Academic
Affairs and Executive Director for the University Center for Academia Development (CAD).
He can be contacted at: Vice Rectorate for Educational & Academic Affairs, P.O. Box 173, Al-
Kharj 11942, Saudi Arabia. Phone:+966-11-488-3332. Email:y.qandile@sau.edu.sa or
ygandile@yahoo.com

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 175



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢ Number 1 2014

Dr. Natalia Oganesyants is an Associate Professor of English Education. She is currently
working as a Senior Instructor at Saudi INTERLINK Orientation Program, Al-Yamamah
University, Saudi Arabia. She can be contacted at: INTERLINK, P.O. Box 45180, Riyadh
11512, Saudi Arabia. Phone: +966-11-224-2222 ext. 4619.
Email:n_oganesyants@interlink.edu or oganat@gmail.com

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 176



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 | 2014

INCREASING YOUR CULTURAL AWARENESS

William A. Stahlin, Stevens Institute of Technology
Peter Harris, New York Institute of Technology
Katherine Kinkela, Iona College

ABSTRACT

The world has become increasingly interrelated in the past three decades. Technology and the
internet have dramatically facilitated communications, there is increased foreign investment,
global trade barriers have been minimized and outsourcing of work is common. As Thomas
Friedman says ‘the playing field is flattening.’

In order to service clients and subsidiaries in all parts of the world, CPAs need to know how to
deal effectively with those from other cultures. According to the 2010 census, 13% of the US
population is foreign born. The US workplace is becoming increasingly diverse. Understanding
how cultures differ can enable us to interact more effectively with those from other cultural
backgrounds.

JEL: M49
KEYWORDS: Cultural Awareness, CPA
INTRODUCTION

This article will focus on several areas of cultural differences. The intent is to make the reader
more aware of these differences and to heighten cultural awareness and sensitivity. Also, the
implications of culture awareness on the CPA will be addressed.

RESULTS
Why it’s important to understand culture and how it impacts us

Culture can be said to be the shared norms of a society based on values, beliefs and customs
passed on over generations. Often people from other cultures will act differently and in ways we
do not anticipate.

Take the case of an American company that acquired a foreign subsidiary. It had a large
receivable from a local company that was seriously overdue. A collection agency was hired and
they promised quick action. The next week the collection agency indicated that the money would
be arriving shortly. When asked how they got such quick results, the agency said ‘We kidnapped
the president’s infant son.” The Americans insisted the infant be returned immediately. They did
collect their receivable within a month. The collection agency’s values were different from the
American company’s in unanticipated ways.

Past AICPA chairman Paul Stahlin says that thirty years ago it was the exception rather than the
rule to have overseas dealings. Today it is the opposite. He believes that Americans are getting
better at recognizing cultural differences. But he recommends that if you are to work with other
cultures, it is important to invest time in studying the culture, history, political and business issues
that the country faces.
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CPAs must deal with cultural differences not only when operating overseas but also when
managing today’s more diverse workforce.

Building relationships is even more important in many cultures than in US. In China, for
example, the rule of law is not the practice. A strong relationship can be more important than a
contract. Without a solid relationship between partners, it is difficult to do business successfully
in the Chinese workplace. Developing such a relationship requires time and patience, something
short term oriented Americans are not well accustomed to.

Adapting to local culture is a must if you are to be successful working in another country. A
hurried French-speaking American’s request for a Paris train ticket is likely to be met with a
“Don't you want to say good morning?" Americans are too much in a rush to pay attention to the
requisite niceties. There are many websites and books which provide insights to familiarize you
with local customs.

Sidebar

An Expatriate’s Experience

Bern Kuelker, a Canadian partner currently working in KPMG’s Short Hills, New Jersey, spent twelve
years working in Germany and Russia. Bern found his international experience enjoyable and
interesting, but not always easy. He had to learn to deal with unfamiliar situations and cultures. He
improved his German-speaking ability but used translators in Russia. When dealing with complex
accounting issues, there can be misunderstandings due to a translator’s lack of familiarity with the
terminology. It is important to speak more simply, recap conversations and test for understanding to
minimize the miscommunications.

His spouse greatly encouraged him to take the first assignment abroad. For both husband and wife, the
international assignment was a very rich life experience. Having a supportive spouse was essential in
the decision to relocate overseas. Not only does the employee face the challenges of living abroad, but
so does the family.

He noted a difference in the balance between work and personal life while overseas. There was more of
an emphasis on ‘working to live.” Americans are said to’ live to work.” While the Europeans were on
vacation, it was easier for them to disconnect from work.

Upon moving to Russia his found his expectations of the people were off the mark. He also found that
there were significant changes happening quickly as the country moved to a market economy. He noted
that CPAs must understand and deal effectively with people regardless of their culture. Bern says “It is
essential to be open-minded, to show respect for the other culture and be observant of how people
interact.”

Ethnocentrism

One of the major problems when dealing with other cultures is the natural feeling that my way is
better. We expect others to behave as we would behave. When we believe that our approach to
management is the better way, it is known as ethnocentrism. However what works in one culture
does not necessarily work in another. Attempting to motivate staff with individual rewards might
work well in US, but would be poorly received in a collectivistic society, where the group rather
than the individual is to be rewarded.
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Ethnocentricity can lead to a disregard or contempt for other cultures. Imposing our management
approach in another culture may be ineffective. Some resistance to the adoption of IFRS may be
the result of an underlying ethnocentrism. Especially for accountants, change brings on a
significant set of issues and challenges.

Sidebar

Tips for managing cultural differences

Be culturally sensitive

Respect cultural differences

Be nonjudgmental

Establish trust

Understand that no culture is inherently superior
Be patient and diplomatic

Know before you go

Expect the unexpected

Be open to new experiences

Attitudes toward Time

Americans tend to be deadline driven (monochronic.) They do one task at a time. Schedules are
all important and strictly observed. Punctuality is essential. Time is money and is limited.
Meetings should stay on topic and attendees should stick to the agenda. There is a sense of
urgency in accomplishing what needs to be done. A monochronic person will be impatient with
the perceived rudeness of the Brazilian sales clerk who is talking on the phone, while sipping a
soda, and ringing up the sale. A Brazilian would have no problem with this behavior.

People from time insensitive cultures (polychronic) see time as plentiful and have a more relaxed
view of schedules. They are multi-taskers and easily distracted. Social relationships take
precedence over adherence to a rigid schedule. Polychronics might consider strict adherence to
the schedule as inflexible because it may interfere with their social relationships which are far
more important adherence to schedule. Meeting times are not strictly observed. An American
executive would be frustrated and angry when a Middle Eastern counterpart shows up for a noon
lunch at 2:30 PM. The Middle Easterner doesn't understand why the American is mad. This is an
example of a time-based culture clash.

Sidebar

Time Sensitivity

Insensitive (Polychronic) Sensitive (Monochronic)
Arabian Countries Germany

France United States

Latin Countries Scandinavian countries
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Communication Issues

Even when the same language is spoken there are often differences in meaning. When a UK
accountant talks about turnover, she is referring to revenue not how quickly inventory or
receivables turn over. Idioms are often not understood in different cultures. When translated
literally, ‘it's raining cats and dogs’ will confuse someone from another culture.

Humor does not travel well across cultures and there are other complications with
communications. Americans tend to be more informal and familiar in their communications and
could offend someone from a more formal culture. Some cultures do not express feelings or
thoughts explicitly. Another aspect of communication that differs among cultures is the amount of
directness used.

Directness of Communication - High context vs. Low Context Communication

In the US, we tend to be direct and explicit communicators. Information is more readily available
and straightforward. This is referred to as a low context culture. One says what one means. In
indirect or high context communication, feelings and thoughts are not explicitly expressed. The
context in which something is said says more than the words. People seem to talk around the
issue. Asian and Middle Eastern countries tend to be high context communicators.

When dealing with a high context person, a low context person may think to himself," why can’t |
get a straight answer?" The high context person may be viewed as sneaky, hiding something and
a time waster. The low context person must be sensitive to the subtle clues given by the high
context speaker. This requires considerable effort on the part of the listener. Low context speakers
focus on information rather than context. When a high context person says, "That will be
difficult." It is a polite way of saying "no."

The high context person views the direct speaker as unnecessarily talkative, rude, impatient and
not a good listener. They may be seen as too aggressive to be trusted.

Communication differences can make reaching an understanding a challenge. It is important for
direct communicators to recognize that when you are dealing with a high context person you need
to adjust expectations and to understand the context of what is said.

Direct, embarrassing questions or statements should be avoided when dealing with high context
people. Saving face is important to high context speakers.

Sidebar
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Directness of communication

Indirect (High Context) Direct (Low Context)
Japan Switzerland

Middle East Germany

Latin America North America

Saving Face

In many Eastern cultures, harmony is greatly valued. There is a desire to avoid embarrassment or
to save face, even at the expense of being truthful. Many Westerners cannot appreciate the
importance of saving face. In other cultures, disagreeing publicly or having a loud confrontation
has severe consequences in a negotiation.

Saving face is also related to a cultural disinclination to say no. Those who grow up respecting
the need for harmony will seemingly agree even when they don't. Frustrations and hard feelings
can ensue. Frequently in Eastern and Middle Eastern cultures, yes means ‘I understand what
you're saying’ rather than’ I agree with you.” When asked “Do we have a deal?" Responses such
as:

Yes, approval appears likely

You will know soon

That is a difficult question

We can't answer that question at this time

are all polite ways of saying no in many cultures. The speaker wants to maintain harmony and not
cause the questioner embarrassment. A failure to respond is another way of saying no. This is
understood in the high context cultures but not so well understood in low context cultures.

Individualism vs. Collectivism

Collectivism refers to the interdependence of community members. Do people think of
themselves as I or we? Individualistic cultures are loosely knit. People look after themselves.
They are expected to be self-reliant and display initiative. Collectivistic societies value the group
over the individual. One doesn't want to stand out. It is viewed as disloyal to the group. The nail
that sticks out is the first hammered. In a collectivistic society, one would not want to show up a
fellow worker. Providing individual incentives to reward a collectivistic worker generally
backfires.

In the US, providing direct, frank feedback is viewed as an effective way of improving
performance. In a collectivistic culture, such an approach would be viewed as disrespectful,
insensitive, and disgraceful. In a collectivistic society, the family of an employee fired by an
American boss might go to the boss to beg for the rehiring of the family member. The employee
was too disgraced to face the boss himself.

Sidebar
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Highly Individualistic Cultures Highly Collectivistic Cultures
United States Singapore

Australia Korea

United Kingdom Pakistan

The Impact of Culture Awareness on the CPA

In today’s ever expanding global business environment, the understanding, respect, interaction
and adaption of different cultures is inherent for every CPA at all levels. At the staff level
position, the CPA will be working with individuals from a multiple of cultures. At the senior and
management levels, culture understanding is critical for the planning and testing phases of an
assurance engagement. As an example, it would be unlikely to include the testing of a defined
benefit plan of an Asian subsidiary, as these plans are basically existent only in USA. Bribery is
quite common in many non US countries. The CPA must be aware of this potential in such
countries. Additionally, managers supervise individuals with diverse cultural backgrounds. The
manager thus needs to instill multi-cultural awareness and make the workplace a respectful,
friendly, collegial environment.

At the partner level, meetings with clients and prospective clients who come from differing
cultures is commonplace. The partner needs to understand and adapt to differing cultural behavior
if she wants to maintain good client relations. Successful and effective marketing strategies are
culture related. In short, cultural understanding, respect and adaption is critical to every CPA firm
in securing a good working environment, which will perform its services in a most efficient and
effective manner, while ensuring a most profitable “bottom line”. It is also highly recommended
that the CPA firm provide ongoing in house seminars for its most relevant cultures; describing its
history, political and religious makeups, acceptable and unacceptable behavior, as well as an
email domain for employee reference .

CONCLUSION

When John Kennedy went to Berlin he made his famous comment “Ich bin ein Berliner.” The
crowd sheered and appreciated his attempt to relate to them, especially in their language. He
should have said however, ‘eine Berliner.” What he said was “I am a jelly doughnut.” People
from other cultures appreciate the effort and are tolerant of a foreigner’s mistake.

Cultural awareness is best used to explain behavior that is different than ours rather than to
anticipate behavior. Cultural sensitivity can help us interact more effectively with the increasing
number of cultural backgrounds in today’s workplace. It is imperative for the CPA firm to
embrace cultural awareness as a critical aspect of its business model.
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THE PRESENT AND FUTURE OUTLOOK OF THE
LAST IN FIRST OUT INVENTORY METHODS

Peter Harris, New York Institute of Technology
Katherine Kinkela, Iona College
William Stahlin, Stevens Institute of Technology
Liz Washington Arnold, The Citadel

ABSTRACT

Until very recently, the Last in First out Method (LIFO) was under severe scrutiny from the
financial community, and its repeal as an acceptable accounting method seemed imminent. There
were pressures from the Securities and Exchange Commission and the International Financial
Accounting Standards Board to standardize accounting standards worldwide. In addition, there
were political pressures imposed by US Congress to raise additional revenues. Both groups
strongly oppose LIFO. However, an SEC Report issued in July 2012 has greatly renewed the
lifeline of LIFO indefinitely. In the unlikely case of its ultimate repeal, the author presents some
tax opportunities available in this transition period.

JEL: M48, M49
KEYWORDS: LIFO, IFRS, US GAAP, SEC July 2012 Report

INTRODUCTION

The Last in First out (LIFO) method has been an acceptable, popular accounting method since its
inception in 1939. Since then, many have and continue to argue against LIFO as a viable,
economic accounting method. Until recently, LIFO faced a possibility of its elimination by the
year 2015, as political forces coming from the International Financial Accounting Standards
Board, the world financial community and the US administration strongly oppose this method.
The International Financial Reporting Standards (IFRS) prohibits LIFO as an acceptable
accounting method, and the Obama administration proposed in its 2010 budget to repeal LIFO
altogether in the future. However, given a recent unprecedented report issued by the SEC in July
2012 , which questioned IFRS use altogether , stating that there are too many gaps inherent in
this regime, LIFO's repeal is now very unlikely. Part 2 will give a literature review of LIFO's tax
advantages and financial statement limitations. Part 3 will examine the current state of LIFO, and
Part 4 will investigate the future of LIFO, while Part 5 will provide recommended tax planning
opportunities assuming the possible repeal of LIFO. The conclusion section Part 6, will also
recommend areas for future research.

LITERATURE REVIEW

The tax advantages associated with LIFO have been documented by tax laws, research, literature
and Congress. Internal Revenue Code (IRC) 472 allows for the Last in First Out method of
inventory since its inception date in 1939. Computationally, as the price of inventory increases,
lower income will result under LIFO when compared to all other inventory methods, resulting in
a lower tax payment. This tax advantage has led to the criticism of LIFO resulting in an unfair tax
loophole advantage for a few beneficial industries; leading to poor and inefficient management of
inventories, the need to maintain two sets of accounting records, and finally flawing the balance
sheet presentation.
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White, Sondhi and Fried (2008), state that due to the tax advantages associated with LIFO
resulting in greater cash flows, the choice of inventory method should point towards LIFO.

Dopuch and Pincur (1988) found that the taxation effect was the primary reason a company chose
LIFO.

To obtain the tax benefit, three elements have to be satisfied. First, there has to be a scenario of;
increasing inventory prices (inflation); second, a buildup or increase in inventory, known as a
LIFO reserve; and finally, there has to be an income tax. LIFO use in an inflationary environment
will result in expensing the most current higher cost inventory purchases against revenue,
resulting in the lowest possible income total. The greater the inflation environment, the more
pronounced is the tax benefit. This was observed in the early to mid-1970, a period of double
digit inflation in the U.S, when more than 400 publically U.S companies elected to change their
inventory method to LIFO.

The tax advantage of LIFO is also dependent on inventory additions or buildups, known as
reserves. This has resulted in poor inventory asset management and suboptimal business behavior
as observed by Trackel and Trezevant (1994).

The US government has estimated that presently less than 15% of publically traded companies
use LIFO, and that the corporate tax rate of 35% can be reduced to 30.5% if all of the corporate
tax loopholes such as LIFO were eliminated. The elimination of LIFO is expected to add 100
Billion Dollars in US tax revenue over the next ten years according to the US government. This
figure is very optimistic and inflated when one considers that the overall LIFO reserve is 100
Billion dollars (Compustat) , so at a 35 percent tax rate , this LIFO reserve figure will have to
triple over the next ten years to meet such projections. A more realistic figure will be 35 million
dollars added to tax revenue to the US government over an eight year period.

As a defense to LIFO users, non LIFO firms have the option to adapt the Lower of Cost or
Market Method (LCM). LCM allows inventory to be valued below cost if cost exceeds market
value. Market value is defined as replacement cost and such valuation can be made on an item by
item basis. As an example, a company may use and to take a tax advantage prior to sale by the
use of a non LIFO- LCM method. Given that LIFO adopters tend to experience increasing
inventory market values, this benefit is not really viable to them. Additionally, I believe pressures
in the future by Congress will eliminate this potential advantage if LIFO is repealed, as it
represents yet another tax loophole, primarily for non LIFO users. This method is used by
industries which have obsolete type inventories like computer, chip and food.

The tax deferred argument under FASB 109 can be made in defense of LIFO. One may argue that
this LIFO reserve represents a temporary tax difference which will be paid to the US government
in the future, when this difference reverses causing higher taxable income. This then is similar to
differences resulting in depreciation totals between book and tax purposes, which lead to a
deferred tax liability. This is a weak argument as research has shown that when future earnings
expectations are not available, companies opt out of LIFO and therefore, no reversal of this
deferred tax liability is ever realized.

Finally, one needs to question whether the elimination of LIFO will have any dent on the Federal
Deficit which at present is 16.5 trillion dollars. Repealing LIFO will add per my projection, 35
billion in tax revenue which will reduce the deficit a meager one quarter of one percent. LIFO is
not in any way the culprit of this deficit, and the regulators realize this, as they have eased their
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attack on LIFO in this most recent time. Too many tax loopholes exist, many of which are
political in nature which adds to the problem of a fair tax code. A comprehensive tax policy is
argued as a good starting point to address this lingering and critical problem. However, interest
groups can put a quick end to this potential and hopeful development.

Recent Developments and Current State of LIFO

For the period 2006 to early 2012, LIFO was facing pressures from both: the International
Reporting Standards Board in cooperation with the SEC, and the U.S. Congress for its possible
complete elimination by the year 2014.0n November 15, 2007, the Securities and Exchange
Commission (SEC) exempted foreign firms from including reconciliation from International
Financial Reporting Standards (IFRS) to U.S Generally Accepted Accounting Principles, (U.S.
GAAP) when filing on U.S. Stock exchanges. Foreign public firms were permitted until 2010 to
file using the International Financial Reporting Standards (IFRS) without reconciliation to U.S.
GAAP as previously required. This move created a mandate to converge IFRS and U.S. GAAP
and financial statement requirements (SEC, 2007).

On June, 18, 2008 the SEC issued a press release stating that the world’s securities regulators are
uniting to increase their oversight of international accounting standards. There were plans set
forth by the SEC and the IFRS to standardize accounting standards, on a worldwide basis with a
target date set for periods ending after December 31, 2014. IFRS convergence in the US seemed
manifest .Under IFRS rules, LIFO is not a permitted acceptable accounting method. The Obama
Administration had proposed in its 2010 budget to repeal LIFO altogether in an attempt to
generate greater tax revenues.

On January 1, 2011, more than 100 countries have adapted IFRS or a variation, including our
neighboring country Canada. IFRS curriculum has also penetrated the college curriculum of US
universities as the major testing agencies have greatly incorporated IFRS as required topic
coverage. The Uniform CPA exam tests IFRS and the CFA examination has eliminated US
GAAP altogether from the curriculum and solely tests IFRS. International Accounting courses
have become the norm in US universities. So what happened to change this thinking?

First, the development of a financial crisis in Europe questioned whether accounting information
really causes economic downturns. The European Community adopted IFRS but it did not
prevent a financial crisis. Secondly, different variations of IFRS were adopted for use by many
countries, thus raising the issue of comparability. Third, and most importantly was a report issued
by the SEC in July 2012 questioning IFRS as a viable accounting system, and stating that it has
too many “gaps”?

The SEC questioned a number of items, starting with adequate funding needs in there continued
success. A lack of reporting consistency among IFRS users is also a major SEC concern.
Significant accounting reporting gaps were cited such as the treatment of contingency losses.
Additionally, the report noted that several items of accounting are too much removed from US
GAAP treatment that convergence seems unlikely. These items include, inventory costing,
contingencies, deferred income taxes, depreciation and the presentation of Fixed Assets. These
differences seem irreconcilable and in the case of LIFO, the issue relates to taxation, rather than
accounting policy.
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Most significantly in this report, the SEC announced that it has no target date, if any, for IFRS
convergence. Clearly, the SEC is in no rush and non-enthusiastic about convergence, which is not
likely to happen anytime in the intermediate future. These developments have put LIFO repeal on
the backburner, and the result is that the political pressures against LIFO have eased in a
significant manner and the likelihood of its eventual repeal anytime soon is very unlikely

THE FUTURE OF LIFO

In case 1, LIFO would continue as present. Although dual resistance from IFRS and Congress
exist, recent developments and charges against senator Rangel, coupled with the continued
weakness in the worldwide economy makes the status quo a reality. Although the continued use
of LIFO will greatly and potentially hinder the goal of uniform financial reporting going forward,
the ultimate goal here has moved to convergence and not uniformity, adding to the real
probability of continued LIFO use in the USA. Compromises between US GAAP and IFRS in my
opinion will be the norm rather than the exception going forward.

There are four possibilities of LIFO going forward, and illustrated as follows:

Case Financial Reporting Purposes Tax Purposes
1 Yes Yes

2 No Yes

3 Yes No

4 No No

In case 2, allowing LIFO for tax purposes and not for financial reporting purchases represents the
best of both world, as a company report the highest income for financial reporting purposes and
pay the least amount of tax. The scenario would effectively eliminate the LIFO conformity
requirement. The likelihood of this happening is most unlikely and not feasible.

In case 3, the worst of both worlds for a company; that is, the lowest income for financial
reporting and the highest tax payment. This scenario is also not feasible.

Case 4 represents the complete elimination of LIFO. This will only occur if LIFO is eliminated at
the tax level. If so, then it will be eliminated for financial reporting purposes, as the advantage for
business purposes would not exist. Given the SEC’s non commitment to IFRS adaption in the US
and the spiraling US deficit which now exceeds 16.5 trillion Dollars, LIFO is safe, and it is
unlikely that any repeal will occur in the future. In addition, the continuing worldwide economic
problems, LIFO at this time is just a footnote for the US regulators, which leads me to predict that
this issue will not be addressed well beyond the next US election in 2016. My prediction then is a
status quo on LIFO at this time and in the near foreseeable future.

Tax Planning Opportunities Available for the Current Users of LIFO

Assuming the repeal of LIFO, or a switch from LIFO voluntarily which is more suitable, what are
some of the tax planning opportunities available to taxpayers to help ease in this transition?

Extended Payment Adjustment Period: Under current tax rules, if a taxpayer charges its
accounting period form LIFO to another acceptable method, and it results in a higher inventory
value (income total), the difference in additional tax is payable over a period of four years. Under
the current Obama Administration’s 2010 Budget Proposal, the difference would be spread to
taxable income and payable over eight years. Consequently, the termination of LIFO would be
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mitigated as the resulting extra tax would be payable to the tax authorities over an eight year
period. In an atmosphere of economic slowdown, many entities have chosen this route.

Lower inventory amounts and switch to a Just in Time Inventory purchasing system. Lower
inventory levels will somewhat insulate against increased income (added income tax payments),
and will also lead to a better inventory management approach, resulting in lower carrying costs.

CONCLUSION

The probability of the elimination of LIFO as an acceptable accounting method is very unlikely
any time in the foreseeable future. This paper addressed the present and future outlook of LIFO.
In the author’s opinion, LIFO will continue as is in the indefinite future, and will not be addressed
again until after the 2016 presidential election. Worldwide financial reporting will continue to
have differences with the US, and whether SEC workings with the International Reporting Board
continue remains to be seen. In the event of LIFO’s eventual repeal, the author recommends
several tax strategies to help ease the burden of this change. Additional research examining the
managerial, non-tax advantages of FIFO when compared to LIFO should be addressed, as well as
the effect of the US deficit by the continued allowance of LIFO use.
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INTERNET FINANCIAL COMMUNICATION ON
UNREGULATED MARKETS: QUALITATIVE AND
QUANTITATIVE APPROACHES

Laetitia Pozniak, University of Mons
ABSTRACT

Our doctoral research is interested in the voluntary effort of financial communication on the
Internet realized by companies quoted on Brussels’ unregulated markets. In the absence of
obligation of communication, are companies quoted on these markets proactive regarding
financial disclosure on their website? What are the determiners of the level of internet financial
communication?

Have the characteristics of the SME an impact on this level? What brought the managers of these
SME to disclose or not financial information on the Internet? Do companies quoted in Paris
disclose more financial information on their websites than those quoted in Brussels?
These questions are handled through four scientific papers mobilizing quantitative and
qualitative methodologies. The general methodology of this thesis follows Grounded Theory’s
principle. This paper aims at showing the contribution of an inductive positioning, the
complementary of quantitative and qualitative approaches and the wealth of the results coming
out from the ground.

JEL: M15, G10, C50, 032

KEYWORDS: Financial communication — Websites analyses — Internet financial reporting (IFR)
- not regulated financial markets - Linear Regression — OLS - voluntary disclosure — paired
sample.

INTRODUCTION

The stock exchange of Brussels(The stock exchange of Brussels, created in 1801, called Euronext
Brussels, is a part of the NYSE Euronext since the merger, in 2007, of the NYSE Group and
Euronext NV. Euronext NV who, since 2000, included Paris Stock Exchanges, Amsterdam and
Brussels, to which came to be added the stock exchange of Lisbon and the Liffe in 2002)
accounts two unregulated markets: the Free market and Alternext. These two markets evolve in
the side of a regulated market: Euronext. The study of these unregulated markets seemed to us
interesting in several respects. First of all, the majority of the scientific papers are dedicated to the
regulated financial markets and, to our knowledge; no research (except ours) was interested in the
case of Belgium. Then, the unregulated markets address especially small and medium-sized
enterprises (SME) which are an important part of the Belgian economic frame. These markets
give to SME the possibility of a first stock-exchange experience, without satisfying all the
obligations related to a quotation on a regulated market, and offer them to raise capital.

The absence of obligation regarding internet financial communication leads to the question of the
voluntary effort realized by these companies. Four scientific researches were led around this
problematic. Quantitative and qualitative approaches were mobilized to answer at best the
researches’ objectives. The general methodological approach of our doctoral thesis is inductive
and joins the principle of Grounded Theory.

The first point of this article exposes the stakes of financial communication and will lead to our
research questions. Then we present the different methodology mobilized in our four papers. The
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results which these various researches allowed to bring to the foreground are developed in the
point 4. Finally, the avenues of research, revealed thanks to our fundamentally inductive and
exploratory approach, are exposed.

LITERATURE REVIEW

The financial communications had, originally, for function to answer a legal obligation
compulsory for listed companies and aimed at a public of initiated. Since the 1990s, the approach
of companies evolved well. Beyond the simple disclosure of financial information, the financial
communications became one of the elements of the global strategy of the company (Westphalen
& Libaert, 2009). The stock exchange is a market as the others where the exchanges take place
according to the law of supply and demand. The product which sells the company, even if it is a
share, requires a communication plan (Heldenbergh & Scoubeau, 2005). «For the listed
companies, it is not any more a question of contenting itself with the compulsory financial
information [] a real plan of financial communication must be developed according to the
financial objectives that settled the company» (Malaval, Décaudin & Benaroya, 2009: 496). A
distinction is made thus between financial information which ensues directly from legal
obligations governing the publication of the annual accounts of companies and financial
communication which is "any activity of financial information and promotion of the financial
image of the company" (De Bruin, 1999: 16). The financial communications allow the companies
to differ, it is the strategic element which becomes inseparable of any approach of financial and
stock-exchange marketing (Léger, 2008).

Several arguments are moved forward in favor of the financial information disclosure:

- Agency Theory: the context of agency finds its application within the framework of the
financial information disclosure. According to Jensen & Meckling (1976), the disclosure of
financial information allows to limit the agency conflicts and to reduce the agency costs. The
transparency aims at reducing the information asymmetry and preventing the opportunist
behavior, by a control and supervision increased (Chaher & Gnichi, on 2007). Schapiro-Neil
(2011: 57) reminds that "financial communication aim at limiting the risks attached to the
company and at managing the uncertainties of the market".

- Signal Theory: In a context of information asymmetry, signal allows the company to put
additional information on the market. For example, debt level and paying dividends are used to
show the good health of the company (Leland & Pyle, 1977).

- Financial markets transactions: On financial markets, the investors ask for a risk premium
to compensate for the information asymmetry. By disclosing voluntary information, the company
reduces the risk associated with its share and thus decreases the cost of the capital (Merton,
1987).

However, several researches demonstrate that the decision of disclosing information is influenced
by proprietary costs: costs affecting the holder of the information. Indeed, the disclosure of
information can damage the competitive position of the company on the market (Verrecchia,
2001; Dye, 2001). These studies demonstrate that companies are incited not to communicate to
preserve their competitive position, even if raising capital will be more expensive afterward and if
the investors interpret the withholding of information as a signal of bad news. «The financial

information is arbitration between disclosing information to the investors and to competitorsy
(Fasse & Schapiro-Neil, 2011: 57).
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Internet as a Tool of Financial Communication

More than two billions 400 million persons were users of the Internet on the 30 of June 2012;
against 360 millions in 2000, that is a 566, 4 % growth in 12 years
(www.internetworldstats.com/stats.htm).

Internet offers three types of tools: the website, the e-mail and the advertising banner. Other
means of communication such as blogs, social networks, forums, virtual worlds, online videos,
and wikies are also offered to companies (Westphalen & Libaert, 2009).

Within the framework of this PhD research, we concentrate on the website of the company.
Carrier in terms of image and sharp tool of direct marketing, the website is a " space created by
the company to inform and to introduce a relation, the website is the starting point, the heart of
the system" (Westphalen & Libaert, 2009: 98).

In matter of financial information this new communication tool appeared near to other traditional
support such as annual report, press release and shareholder assembly. The Internet gives to
individual investors the access, at low cost, to the same information as other investors (Brissy,
Guigou & Mourot, 2008). As Westphalen & Libaert (2009: 337) say, “The Internet participated
in the democratization of the stock-exchange life: it offers to the shareholders the real equality of
access to the information”.

The internet communications tool presents several advantages (Geerlings et al. 2003; Branco &
Rodrigues, 2006; Léger, 2008; Jahdi & Acikdilli, 2009):

- Spread a more important quantity of information, at a lower cost, at reduced time;

- Reach several targets at the same time and send them specific information;

- Archive the information, update them, and make them available at any time and
accessible at low-cost.

Thanks to a financial space on its traditional website, the company can show the financial
information and go away from the presentation of its activities and from its marks (Malaval,
Décaudin, Benaroya, 2009: 481).

Andrikopoulos & Diakidis (2007) explain that some possibilities are exclusively offered by the
Internet as for example: the distribution of videos of shareholder assembly, of roadshows, a space
of storage and archivings of documents over several years, the subscription to a newsletter, a
space of dialogue via a forum of the shareholders or the possibility of raising questions. A
company can choose to disclose financial information to all the Internet users, without distinction,
so favoring the transparency. However, the communication of particular information with certain
targets, such as institutional investors and particular investors, can be an asset for the company
(Heldenbergh & Scoubeau, 2005: 196).

The efficacy of a financial information website (Malaval, Décaudin, Benaroya, 2009: 482) can be
evaluated by: referencing, user-friendliness, personalization, interactivity, information and links.
A website ’stake is " to inform and to seduce, to explain and to convince, to attract and to
develop loyalty " (Léger, on 2008: 92), to anticipate the questioning of the investors and to
answer it in a clear and complete way, to supply to the financial community the necessary
information to estimate the company’s value and especially feed a relation with the investors
(Barredy and Darras, on 2008: 3).

CONTEXT OF THE STUDY AND RESEARCH QUESTION
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The Free market and Alternext are legally considered as MTF (multilateral trading facility) since
November 1st, 2007. They are unregulated markets in the sense of European directives or Belgian
financial legislation. Listed companies on these markets are not thus forced to publish their
accounts in the standards IAS / IFRS or to conform to the Belgian Code of governance. Rules are
established by Euronext Brussels and approved by the Financial Services and Markets Authority
(FSMA). On the unregulated markets, the conditions of membership and the obligations were
voluntarily relieved to allow the companies to concentrate firstly on the development of the
business (Euronext, 2006).

To be listed on the Free market, the company has to satisfy no preliminary condition, except the
approval of the IPO prospectus by the FSMA.

To be listed on Alternext, firms have to exist for two years, raise a minimum of 2, 5 million euro
on the market and choose a listing sponsor who will help the firm to prepare the IPO.

Once quoted, the companies of the Free Market have no legal obligation of information, except
the accounting obligations been imperative by their social shape, such as the disclosure of the
annual report.

On Alternext, companies have to disclose periodic account and information susceptible to
influence the stock market price. Furthermore, the legislation regarding transparency plans that
the Alternext shareholders who hold an important participation, have to let it know. They have to
indicate to the FSMA and to the listed company the crossing of the thresholds of participation of
25,30, 50, 75 and 95 %.

Contrary to companies quoted on Euronext, companies evolving on the unregulated markets do
not have to have a web site (FSMA, 2012).

Pourtier (2004) explains that by defining what is required, we define by default what is voluntary.
Given that no disclosure of financial information on the Internet is required, any internet financial
communication from listed companies on unregulated markets results from a voluntary effort.
From then on, in the absence of obligation of communication, are companies quoted on these
markets proactive regarding financial disclosure on their website?

The exploratory study of Arnone, Colot, Croquet, Geerts & Pozniak (2010) was the first to focus
on this question: what is the level of internet financial communication of companies quoted on
the Free market of Brussels? Thanks to a literature review highlighting the recommendations
concerning financial communication on the Internet, the authors created an analysis grid of
websites. This grid is used to evaluate the quantity of communication of every company quoted
on the Free market at the end of 2008 (27 SME). For every items of the analysis grid available on
the web site of the company, a point is awarded. A final score of financial communication is
obtained for every company.

The authors of this exploratory work discover that certain elements such as a press review or the
board of director’s presentation are very present, whereas the stock market price and the
dividends, for example, are rarely communicated.

A certain disparity in the level of financial information disclosure between companies is
observed. Some companies communicate a lot of financial information on their website whereas
others present hardly their activity and some key figures. What elements explain these differences
of Internet financial communication degree? What are the determiners of the Internet financial
communication score?
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Then, no company shows all the elements of the analysis grid on its website and the average of
obtained score is relatively low. We can wonder then if it is the due to the fact that they are SME.
All are SME below what recommend the scientific papers in terms of Internet financial
disclosure? Have the characteristics of the SME a link with the distribution of financial
information on Internet?

Or maybe it is the case for all the companies quoted on unregulated market, doesn’t matter in
Brussels or Paris? These two stock markets are governed by the same rules; do the companies
which are quoted there present the same degree of communication? Have the characteristics of
the unregulated markets a link with the internet financial communication?

Finally, the authors (Arnone and al., on 2010) underline the voluntary effort realized by these
companies which are nevertheless hardly forced to disclose financial information on their

website. What is the origin of this voluntary effort? What brought these SME to publish financial
information on their web site?

All these questions, raised up thanks to exploratory work of Arnone et al. (2010) are the start of
our doctoral research.

METHODOLOGY AND DATA

This section presents the field we analyze in our doctoral thesis and the methodology we use in
our four papers.

Study Field in Evolution

Through the articles which built this thesis dedicated to companies quoted on unregulated
markets of Brussels, the field analyzed is evolutionary:
Article n° 1 (Pozniak, 2010) studies all the companies quoted on the unregulated markets of
Brussels in 2009.
Article n°® 2 (Pozniak & Croquet, 2011) compare all the SME listed on the unregulated
markets of Brussels to unlisted SME.
Article n° 3 (Pozniak & Guillemette, 2013), 10 managers of SME listed on the Free Market
of Brussels has been interviewed.
Article n° 4 (Pozniak, 2013) compare companies listed on the unregulated markets of
Brussels in April 2012 to companies listed in Paris.

Figure 1: Research Questions
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Preliminary article to the thesis: Arnone et al. (2010)
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Figure 1 shows the questions, raised up thanks to a preliminary study, which are at the beginning of our doctoral research.

Table 1: Study Fields in Evolution

Article n°1 Article n°2 Article n°3 Article n°4
Analyzes of websites Feb 2009 Nov 2009 09-12 April 2012
Financial data 2007 2008 no 2010
Composition of corpus
SME listed on the Free Market of Brussels 28 26 10 23
SME listed on Alternext Brussels 9 9 11
Unlisted SME 35
SME listed on the Free Market of Paris 23
SME listed on Alternext Paris 11
Number of SME studied 37 70 10 68

Table 1 shows the sample of firms studied in each paper of our doctoral thesis. It also mentions when the data are collected and when

the websites are analyzed.

The number of companies studied change in every article for two reasons:

On one hand, because the objectives of research sometimes required to widen the corpus of
companies in the study. It was the case in article n°2 (Pozniak & Croquet, 2011) where
unlisted SME were added and in article n°4 (Pozniak, 2013) where French companies were

added;

On the other hand, there are IPO and Bankruptcy on the unregulated markets as on other

stock exchange.

Methodology
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Each articles of this thesis uses the most appropriate methodology to answer its research question.
So articles n°1, n°2 and n°4 use a quantitative approach, indicated when the research aims at
measuring, at explaining as well as at testing theories (Cooper & Schindler, 2006).

These articles use two methodologies.

First of all, the literature review relative to the recommendations in terms of internet financial
communication (Pervan, 2006; Euronext, 2006; Dutta & Bose, 2007; Léger, 2008; Barredy &
Darras, 2008) and elements discovered during the consultation of some websites allow the
construction of an analysis grid. Thanks to this grid, we analyze companies’ websites and give
one point for each item of the grid available on the website (Debreceny & Rahman, 2005;
Khadaroo 2005; Paturel, Matoussi & Jouini, 2006; Abdelsalam, Bryant & Street, 2007; Jouini,
2007; Gabteni, 2011). The analysis of contents of websites aims at obtaining an Internet financial
communication score (Allam & Lymer, 2003; Oyelere, Laswad & Fisher, 2003; Xiao, Yang &
Chow, 2004; Gowthorpe 2004; Khadaroo, 2005; Lybaert, 2005; Abdelsalam, Bryant & Street,
2007; Oyelere & Mohamed, 2007; Gabteni, 2011)

Then, this financial communication score is regressed by means of the explanatory variables
stemming from research hypotheses (Debreceny & Rahman, 2005; Paturel et. al., 2006; Ben
Rhouma & Cormier, 2007; Jouini, 2007).

Futhermore, articles n° 2 and n°4 use the paired samples technique (Thietart, 2003; Evrard, Pras
& Roux, 2009; Malhotra, Birks & Wills, 2012; Caby, 1994; Bughin & Colot, 2008).

Paired sample means the two samples are similar with regard to certain characteristics (in this
case, the size and the sector) who allow to assure that the observed effect came from the studied
variable (in article n°2, the listing status; and in article n°4, the market of quotation) and not from
the difference in sample composition. The structure of samples is a priori controlled to obtain
samples presenting identical structures. From then on, the errors due to the differences of
composition of the groups are reduced (Thietart, 2003).

The article n°3 follows a qualitative approach, adequate when the understanding of the real-life
experience of the persons is pursued (Paillé, 2007).

Table 2: Methodology of Each Paper

Article n° 1 Article n° 2 Article n° 3 Article n° 4
Approach Quantitative Quantitative Qualitative Quantitative
Methodology Paired sample Interviews Paired sample
Content analysis Content analysis Content analysis
Linear regression Linear regression Linear regression
Tools Stata 10.1 SPSS WeftQDA Stata 10.1
Stata 10.1

This table shows the methodology used in every paper of our doctoral thesis. It also mention the software used.

Our doctoral research clearly defend the complementarity between the quantitative and
qualitative methodologies such as numerous methodology (Malhotra, Décaudin & Bouguerra,
2004; Evrard, Pras & Roux, 2009 ; Gauthy-Sinéchal & Vandercammen, 2010 ; Baines, Fill &
Page, 2012 ; Lendrevie & Lévy, 2012 ; Malhotra, Birks & Wills, 2012).

The general methodology of our thesis follows the Grounded Theory. Indeed, the methodological
progress leading of an article to the following one is resolutely iterative and inductive. From an
exploratory research, we let data talks and we follow avenues of research revealed by the ground.
Every article had ambition to try to answer the questions raised by the previous article. As for the
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research problematic, it is defined only at the end of the study (Guillemette, 2006; Evrard, Pras &
Roux, 2009; Guillemette & Luckerhoff, 2009; Luckerhoff & Guillemette, 2012; Plouffe &
Guillemette, 2012).

RESULTS AND DISCUSSION

This section aims at finding answers to our research questions (presented in Figure 1) in the four
thesis paper and demonstrate how rich and complementary both qualitative and quantitative
approaches are.

The first question asked was: what are the determiners of Internet financial communication level?
Article n°l, dedicated to companies quoted on unregulated market of Brussels; reveal the
negative impact of the performance and the positive impact of the membership in the IT sector on
the Internet financial communication score. The market of quotation also influences the score:
companies quoted on Alternext inform more that those quoted on the Free market.

Article n°2, where SME unquoted were matched to SME quoted on Brussels’s unregulated
market, establishes the positive effect of the size of the company and its quotation and the
negative effect of the debts on the level of financial communication through the company’s
website.

Article n°4, where companies quoted in Paris were matched to companies quoted in Brussels,
demonstrates the positive influence of the size, the membership in the IT sector and the market of
quotation on the degree of financial information discloser on the Internet and the negative
influence of the age of the company.

Focusing on the Belgian sample, it is variables size, membership in the IT sector and the
performance that show to have a positive influence on the Internet financial communication
score.

Focusing on the French sample, it is variables size and age of the company that turns out to have
an impact, respectively, positive and negative on the level of financial information disclosure on
the company’s website. Through our various researches, certain variables turn out to be recurring
determiners of the Internet financial communication score:

he size has a positive impact in the article n°2 and the article n°4: more the company is big more
its Internet financial communication score is high. Besides, the managers met within the
framework of the article n°3, talk about their low human and financial resources they can
dedicate to the Internet financial communication. In most of the cases, the manager takes care
himself of the company’s website.

The membership in the IT sector has a positive impact in the article n°1 and the article n°4: the
companies of the IT sector have a higher Internet financial communication score. Besides, the
managers of IT companies, met within the framework of the article n°3, demonstrate a use more
pushed by the Internet, among which it is Core Business. These companies presented the best
scores, except when the manager explained that he fears to reveal information to competitors.

The influence of the performance on the level Internet financial communication listed in Brussels
seems to evolve in time: in the article n°l, its impact is negative, whereas in the article n®4, its
impact is positive. The more successful companies in 2008 were rather suspicious and disclosed
less financial information on their website. In 2012, the more companies are successful, the more
they disclose financial information on the Internet. When we dive back into the data, we notice
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that the Internet financial communication score increases very slightly with an average of items of
12.76 in 2008 (standard deviation 6.13) and 13.21 (standard deviation 6.95) in 2012.

On the other hand the average performance fell. The average ROE passes of 4,71 % in 2008
(standard deviation 45,85) to 3,28 % in 2012 (standard deviation 35,12) and the average ROA
passes of 8,18 % in 2008 (standard deviation 11,96) to 2,27 % in 2012 (standard deviation 19,42).
In this context of economic crisis, we can suppose that the more successful companies realized
more financial communication efforts to distance itself from ailing firms and reassure the
investors.

The second question asked concerned the characteristics of the SME and the link with the level of
Internet financial communication. Do listed SME inform more than unquoted SME?

Article n°2 shows that SME have a higher level of Internet financial communication comparing
to their unquoted peers. Although having no obligation of disclosing financial information on the
Internet, companies quoted on unregulated markets of Brussels realizes a voluntary effort of
communication.

Then, we wondered if the characteristics of the unregulated markets had a link with the level of
Internet financial communication. Do companies quoted in Paris inform more that those quoted in
Brussels?

Article n°4 allows answering negatively this question. Companies quoted on Brussels’
unregulated markets present an upper level of Internet financial disclosure than their peers quoted
in Paris. The voluntary effort of financial communication on the Internet is thus upper within
companies quoted in Brussels. This result is against our forecasts. The notices of the managers of
companies quoted in Brussels (see article n°3) as well as the data of Euronext relative to the
Brussels and Paris markets let us suppose an upper level of financial communication on the
French companies’ websites.

Figure 2: Results
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What are the voluntary effort of Internet financial communication of firms quoted on unregulated markets?

Exploratory study of Arnone, Colot, Croquet, Geerts & Pozniak (2010)
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This figure shows the results of our PhD research and the answers to our research questions rose up thanks to our four-thesis paper.

We were interested in what brought the managers of SME to publish or not financial information
on the Internet. What relation can be established between the information with financial character
available on the web site of a SME and the elements evoked by the managers? The results of
article n°3 confirm the dominating place of the manager in his SME and his influence, in
particular on the disclosure of financial information on the Internet. The elements which brought
the managers to publish financial information on the website of the company are the respect for
the investor and the visibility. The elements, which brought the managers not to publish financial
information, are the threat of the competitors, the skepticism in front of the transparency, the lack
of means, the priority in the business and certain characteristics of the Free market. Article n°3
reveals that the managers fearing the disclosure of information to competitors are the ones whose
web site presents least financial information, whereas the managers mentioning their will to
respect the investors are the ones whose web site presents most financial information.

CONCLUSION

The fundamentally inductive and iterative positioning adopted in this doctoral research allowed to
reveal numerous avenues of research that could be exploited in our future works. The subject of
the determiners of the Internet financial communication level could be improved in different
ways.

At the level of the explanatory variables: the growth potential, measured by the difference
between market value and book value has not much sense for companies quoted on unregulated
markets, which present a low liquidity level. This variable showed itself not significant in the
article n°1 and was not any more used on articles which followed.

The age of the company is used only in the last article and shows it significant only for companies
quoted in Paris. It would be more appropriate to take into account the number of years since the
IPO and not since the creation of the company. Indeed, several researches showed the impact of
the listing status on the level of communication of the company. We could suppose that the
voluntary effort of communication is more important first years which follow the IPO.
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The free float, used in articles n°1, 2 and 4 to measure the dispersal of the capital, is supposed to
represent the percentage of the capital held by the public and thus the shares potentially
exchanged quickly. However on the unregulated markets, the liquidity is lacking and the shares
are exchanged with difficulty. The measure of the free float is thus not the most appropriate. We
could take into account the percentage of the capital held by the manager and his family as the
measure of the concentration of the capital. Indeed, some researchers (Labelle and Schatt, 2005)
demonstrated that companies controlled by a family tend to disclose less information given that
the majority of the shareholders already have the information but also given that the family is
afraid of disclosing information to the competitors. At the level of the population studied then:
The size of unregulated markets of Brussels is relatively small and thus even when we study all
the population, the number of companies in the study exceeds hardly 30. In optics of extension of
the ground in the study but also to continue on the way of the article n°4, we intend to add SME
on AIM London and AIM Italia The understanding of the real-life experience of managers of
SME quoted could be pursued at several levels.

First, we could meet managers of SME quoted on other markets and compare their experience
and their opinion about Internet financial communication.

Second, in an objective of generalization, we could realize a survey with managers of SME
quoted on unregulated markets to encircle their objectives and motivations. A typology could be
defined and the link between the level of Internet financial communication and the reasons
evoked by the managers, discovered in article n°3, could be statistically validated.

The situation of the unregulated markets and their issues could be analyzed. A part of our survey
proposed previously could contain questions relative to the quotation of the company:
Is the manager satisfied by its quotation on an unregulated market of Brussels? Does he intend to
transfer on another market? Why? If yes, which one? Would he like to leave the market? How?

It would come to complete the positive and negative aspects connected to a quotation on an
unregulated market, put forward by the managers of the Free market (met within the framework
of article n°3). By collecting the opinion of managers of Alternext, a comparison could be
realized.

The same survey could be sent to companies quoted on unregulated markets in Paris. On one
hand, in optics of continuity of the article n°4, we could pursue our comparison of the French and
Belgian unregulated markets.

Finally, the analyses grid of websites, used in articles n°1, n°2 and n°4, were built thanks to a
literature review of papers making the inventory, of the financial information which should, in the
ideal, be available on website. At no time, the opinion of the investors was requested. However,
the targets of financial communication are varied and it is important to adapt a communication
plan to each of them. In a future research, it would be interesting to meet the investors of the
unregulated markets, to submit them our analysis grid and to try to understand what they are
looking for on a company’s website.
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PERFORMANCE MEASUREMENT IN PUBLIC
SECTOR
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ABSTRACT

The paper acquaints the reader with the practice of evaluation in the public sector. Main
research materials for this paper are based on data from a survey and follow-up interview of
budgetary managers and accountants. In the survey of some of the indicators set priorities.

KEYWORDS: Public Sector Entities, Key Performance Indicators of Public Sector
INTRODUCTION

It has been said that public sector can not improve what it does not measure. Performance
measurement is only one of the management tools. The basis of this position is simple: if the
organization is complex and consists of many different components, evaluation of this activity
would be complex and multifaceted. The public sector KPIs need to be based on a comprehensive
system of indicators and criteria for public sector, adapted to the strategic goals of the public
policy. Budgetusers (public sector entities) are a special type of organizations, the effectiveness
of which can be judged by special criteria for the public sector. As noted B. Stevens (1984),
"most public organizations need a clear, precise statement of purpose and description of the work
assignment in conjunction with readily identifiable responsibility for the quality of their work ...
"In this case one of the main effectiveness criteria should be an assessment how well they manage
to outcomes and/or outputs. From this point of view, the possible ineffectiveness of budget should
be acknowledged to be admissible if they are coping with the features built-in stabilizer
macroeconomic and social proportions. We have chosen to approach understanding changes in
public sector reform by focusing on the performance-based budgeting in Russia.

STUDY RESULTS

For the purposes of this study, we have developed a questionnaire. The questionnaire consisted of
several questions which were important to characterize the attitude of Russian public sector
reforms. We made a relative short but informative one-page questionnaire. This questionnaire
was composed from 16 questions, but in this paper we are considered seven of them only. The
questionnaire was distributed to 17 participants during a workshop and follow-up interviews. The
survey took place on July 11th 2013 in Perm (Russia) consisted of practicing managers and
public sector accountants from different types of organizations such as educational establishments
(e.g. colleges, universities, schools), health care institutions, employment institutes, etc. Finally,
we received 13 completed questionnaires (76%). Basic information about respondents in this
survey is provided in Table 1. Respondents mostly working in a budget area with between 5 and
15 years’ practical experience (46%), between 30 and 50 years (46%). It is important to notice
that 77% of the respondents have taken higher economic education.
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Table 1: Number of Responses in the Survey

Experience in a budget

Age area Type of entity Funding budget Scope
Subiect
Between Less More Govern .
Yanger Older Between Autono Budgeta of Educati Employ
than 30 30 and than 50 than 5 5and 15 than 15 mous ry Agency Federal Federati Local ment Healthy Culture on ‘ment
50 years years on Manage
3 6 4 2 6 5 4 8 1 2 3 8 1 2 2 7 1

We have asked about the significance of some indicators. These indicators were chosen as a result
of many interviews with professional public sector accountants in the setting of a competence
improvement course. In our opinion, there are following ten indicators: a) Social significance of
the entity; b) Accessibility of rendering services to population; ¢) Quality of rendered services; d)
Financial result; e¢) Duration of service delivery; f) Resource endowment; g) Share of the
financing to buy fixed assets; h) Level of assets acquired by the budget; i) Share of unused fixed
assets in total assets; j) Number of KPIs used to evaluation. These indicators we are marked in the
questionnaire and then participants rated them on a 5-point scale. The average ratings of these
indicators are shown in Figure 1.

Figure 1: Rating of Entities' Kpis

The social significance of the entity |L J43

Accessibility of rendering services to population |l J 3.8

Quality of rendered services |l J 4.5

Financial result |t P43

Duration of service delivery |l J 3.4

Resource endowment |t J 3.7

The share of the financing to buy fixed assets |l J 34

The level of assets acquired by the budget |l J 3.0

The share of unused fixed assets in total assets EI:I 1.7

The number of KPIs used to evaluation

OAverage Rating

We can see the highest rating of all is the quality of rendered services (4,5) and the second two
are Social significance of the entity (4,3) and Financial result (4,3). It seems the public sector has
to offer people more quality services and they have to start demanding from their government
better opportunities. Social significance should be lead to encourage public sector entities to do
their services better. But a term “Financial result” is not defined in Russian public sector policy
and therefore we have some problem with this.

CONCLUSION
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Through the questionnaire we were able to deduce the weight of some performance indicators in
the public sector. In particular, we found several obstacles while doing the survey: understanding
of what is the essence of effectiveness; to the fact that the list of indicators was not always
accurate. The result of this study will allow comparisons of the public sector KPIs among
different budgetary areas.
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WHAT IMPACT DOES THE APPLICATION OF
IFRS 11 HAVE ON (EUROPEAN) COMPANIES? AN
EMPIRICAL STUDY OF THE IMPACTS ON
SELECTED FINANCIAL STATEMENT FIGURES
AND KEY FINANCIAL RATIOS
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ABSTRACT

Following the adoption of IFRS 11 “Joint Arrangements”, IFRS reporting entities are facing new
challenges regarding the classification and accounting of joint ventures. As a consequence of the
short-term convergence project between the IASB and the FASB, the accounting option for joint
ventures has been eliminated in the new standard in order to reduce the differences between these
two major accounting principles. However, the abolition of the accounting option for joint
ventures has affected financial statement figures and key financial ratios, as some (European)
companies have to change from the proportionate consolidation method to the equity method.
This paper examines how the transition from the proportionate consolidation method to the
equity method will affect (European) companies. It describes the relevance and preferred
accounting methods for joint venture investments and explores whether the effects on several
financial statement figures and key financial ratios are material for (European) companies. Thus,
this paper provides (European) companies as well as the users of financial statements — auditors,
financial analysts, banks and investors — first evidence of these expected effects.

JEL: M40, M41, M42, M48

KEYWORDS: IFRS 11, Joint Arrangements, joint ventures, proportionate consolidation, equity
method, materiality

INTRODUCTION

To achieve economic goals, joint ventures have gained international importance in recent years.
Therefore, the International Accounting Standards Board (IASB) published IFRS (International
Financial Reporting Standard) 11 — a new standard for accounting for joint arrangements — to
replace IAS 31, which was endorsed by the EU in 2012. With the goal of improving the quality of
financial reporting, the revision of IAS 31 concentrated on two major aspects. First, the
identification, classification and accounting requirements now focus on the rights and obligations
of the parties as central criteria for demarcation. Second, the accounting option for joint ventures
has been eliminated to reduce differences between IFRS and US-GAAP (United States-Generally
Accepted Accounting Principles) and to improve the comparability of IFRS reports. Therefore,
the proportionate consolidation (PC) method for joint ventures is prohibited, which means that all
joint ventures have to be included in the consolidated financial statements using the equity
method (IFRS 11.24 as well as Kiiting/Seel, 2011).

Through this harmonization between IFRS and US-GAAP, as well as the new requirements of
IFRS 11, European companies are facing new challenges in accounting for joint arrangements.
On one hand, they have to apply the new classification rules and therefore have to re-evaluate all
existing joint arrangements. Especially for companies in industries where the use of know-how
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and financial resources is an important factor (e.g. in the construction and food industries), re-
evaluation causes a significant workload. On the other hand, the abolition of the accounting
option affects financial statement figures and key financial ratios. These effects can be justified
by a change from the PC method to the equity method.

The structure of the paper is organized as follows to cover the aforementioned topics. In the first
step, this paper shows the readjustments of IFRS 11 compared with the previously prevailing
legal norm IAS 31, followed by a critical analysis of the abolition of the accounting option based
on the general opinion in the literature and in practice. The empirical part of this paper analyses
the practical relevance of joint ventures and consolidation methods. It then provides information
about how many of the sampled European companies account for joint ventures using the PC
method and consequently are concerned with the effects of the transition. In the main part, the
effects of the abolition of the accounting option on selected financial statement figures and key
financial ratios for European companies are analyzed and compared with the formulated
hypotheses using a deductive empirical study.

LITERATURE REVIEW

Since the beginning of the 21* century, standard setters worldwide have called for research to
investigate the impact of different joint venture accounting methods. Nevertheless, there is little
extant literature on accounting for joint venture investments. According to the categorization of
Biddle et al. (1995), the following studies explain the relative information content based on a
multiple regression model. Therefore, the conformation content of an accounting method is
measured by the predictive value of an elected earnings ratio. The study of Kothavala (2003)
provided market-based evidence that financial statements based on the equity method are more
relevant for bond ratings. Even based on the same regression model as Kothavala (2003), the
results of Bauman (2007) showed that financial statements prepared under the PC method are
more relevant for explaining bond ratings. However, the samples differ due to differences in
reporting methods used in the financial statements (US-GAAP, Canadian GAAP), bond rating
methodologies and sample composition (Bauman, 2007).

The findings of the study by Stoltzfuss and Epps (2005) pointed out that the PC method for
accounting for joint ventures should be used if there is evidence of guarantees and/or other
agreements. These results indicated that financial data prepared under the PC method have a
stronger association with bond risk premiums than financial data prepared under the equity
method. For a set of Canadian firms, Graham et al. (2003) found evidence that financial
statements prepared under the PC method have more relative information content for predicting
future returns on shareholder equity than financial statements prepared under the equity method.
Based on the same regression model, the study of Leitner-Hanetseder (2010) indicated that the
PC method provides greater predictive power of future profitability than the equity method for
German listed companies. The findings showed that the intended elimination of the PC method
would not improve the relative information content for users of financial statements prepared
under IFRS. However, the findings also proved that additional disclosures to calculate PC data
would improve the relative information content of future profitability under the equity method.

Richardson et al. (2011) found that the elimination of the choice of joint venture accounting
method does have value relevance implications. Similarly, the findings of the study by
Soonawalla (2006) proved that the separate recognition of the disclosure of joint ventures and
associate companies provides value relevance. According to previous research, the elimination of
the choice between the PC method and equity method decreases value relevance. Furthermore,
the use of the PC method provides stronger information content than the use of the equity
method. However, few studies investigate the relevance of the equity method or PC method for
accounting for joint venture investments within single industries. The study of Keitz (2005)
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indicated, for example, that the equity method is preferred in the automobile and transport
industry and that the PC method is preferred in the construction industry. Nolte et al. (2007) and
Leitner (2009) investigated the impact of the change from the PC method to the equity method on
financial figures and/or ratios. However, the studies mentioned were carried out only for German
and/or Austrian listed companies. Similar results for listed companies in the EU are missing.

METHODOLOGY

As shown above, the transition from the PC method to the equity method affects financial
statement figures and key financial ratios. However, the extent of these impacts has been
analyzed to a limited degree for European companies. As potential effects are still known
theoretically (see IASB, 2011; KPMG, 2011), this study provides a detailed descriptive overview
and quantifies these impacts in practice using data on 350 European companies from different
indices, industries and countries in the EU. The following cross-sectional study is characterized
as a deductive analysis, which means that hypotheses introduced will be confirmed or rejected.
Descriptive deviation analysis was elected as the methodology, whereby selected financial
statement figures and key financial ratios are calculated twice, using the PC method and a
fictitious equity method. For the fictitious calculation of the equity method, the impacts on assets,
liabilities, income and expenses can be directly seen in the Notes.

As the study examines the effects on total assets and liabilities as well as income and EBIT, these
financial data were converted. To convert liabilities and sales under the equity method, the
liabilities and sales of joint ventures had to be subtracted. To ascertain the fictitious equity in joint
ventures, the share of liabilities decreases the amount of total assets. The fictitious total assets
under the equity method are increased by the amount of the net book value of the joint venture. A
calculation is only possible if European companies provide information about their jointly
controlled entities in the Notes as required by [AS 31.56. Furthermore, the results are based on
the assumption that jointly controlled entities under IAS 31 will be joint ventures under IFRS 11
otherwise an evaluation of the results is impossible. However, this will be expected in most cases
(IASB, 2011; KPMG, 2011).

The aim of this study is to answer the following questions:

1. What practical relevance do joint ventures have for European companies, i.e. how many
European companies account for joint ventures in their consolidated financial statements?

2. Which accounting method do European companies use for joint ventures, i.e. what
accounting method is relevant in practice and how many European companies account for
their joint ventures

3. using the PC method and therefore were affected by the transition to the equity method?

4. How does the transition affect the selected statement figures according to the concerned
European companies in point two, i.e. to what extent do financial statement figures

change?

5. What quantitative impacts do the changes in financial statement figures have on key
financial ratios, i.e. to what extent do key financial ratios change due to the transition?

RESULTS AND DISCUSSION
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This section evaluates the impacts on the consolidated financial statement figures caused by a
change from the PC method to the equity method for the financial year 2010 (see Table 1).

Based on the changes in financial statement figures, the impacts on key financial ratios can be
derived. In this regard, each financial ratio was calculated twice, first using the PC data and
second using the data from the conversion to the equity method. Thus, the analysis of the impact
of conversion was possible. We concentrate on financial ratios according to the advanced DuPont
model, as the cause and effects of the impacts can be shown with this model. Table 2 presents the
differences in financial ratios based on the financial data for 2010.
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Table 1: Descriptive
Figures

Statistics of the Effects of Conversion

on Selected Financial Statement

Impact on Impact on Impact on Impact on

total assets in % liabilities in % sales in % EBIT in %
n* 82 80 54 64
Mean -3.17 -5.75 -7.87 -16.51
Median -1.70 -3.13 -4.43 -2.75
Std. Deviation 5.24 9.20 9.38 83.70
Maximum -39.70 -58.21 -43.40 -662.50/+85.75
Null hypothesis rejected confirmed confirmed confirmed
Impact according to
industry
Oil & Gas immaterial material ** immaterial material
Basic Materials immaterial material material immaterial
Industrials immaterial immaterial material material
Consumer Goods immaterial immaterial immaterial material
Health Care immaterial immaterial immaterial immaterial
Consumer Services immaterial material immaterial material
Telecommunications immaterial immaterial material material
Utilities immaterial material material material
Finance immaterial material material material
Technology immaterial immaterial no information *** material

Based on financial data for 2010, Table 1 points out the relative differences between financial data under the equity method and under
the PC method *n means the number of companies using the PC method and disclosing the data required for the financial year 2010

**material means that the impact was more than 5% on average ***no information means that none of the companies in the industry
selected disclosed the information required

Table 2: Descriptive Statistics of the Effects of Conversion on Key Financial Ratios

Impact on Impact on profit Impact on Impact on asset Impact on financial
ROE 11 margin I profit margin 11 turnover leverage

n* 39 54 39 54 82
Mean -1.90 2.84 1.16 -2.05 -13.62
Median -0.88 0.39 -0.01 -0.85 -4.47
Std. Deviation 2.63 12.86 9.75 3.07 33.02
Maximum -11.00/+0.05 -0.21/494.61 -4.34/+59.70 -13.76/+0.20 -272.72
Null hypothesis rejected rejected rejected confirmed
Impact according to
industry
Oil & Gas immaterial immaterial immaterial immaterial material
Basic Materials immaterial immaterial immaterial immaterial immaterial
Industrials immaterial immaterial immaterial immaterial material
Consumer Goods immaterial immaterial immaterial immaterial immaterial
Health Care immaterial immaterial immaterial immaterial immaterial
Consumer Services immaterial immaterial immaterial immaterial material
Telecommunications immaterial immaterial immaterial immaterial immaterial
Utilities immaterial immaterial immaterial immaterial material
Finance not material material ¥* material immaterial material
Technology no information***  no information no information  no information material

Based on financial data for 2010, Table 2 points out the relative differences between financial data under the equity method and under
the PC method *n means the number of companies using the PC method and disclosing the data required for the financial year 2010
**material means that the impact was more than 5 percentage points on average ***no information means that none of the companies
in the industry selected disclosed the information required

CONCLUSION

As shown herein, the application of IFRS 11 influences European companies. First, they have to
re-evaluate all their joint arrangements due to the new classification rules on rights and
obligations. Second, European companies using the PC method are affected by the change in
accounting method. Hence, financial statement figures and key financial ratios will change
following the transition from the PC method to the equity method. The presented empirical
results indicate that joint ventures are highly relevant in practice because approximately 70% of
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the European companies sampled account for at least one joint venture. In particular, in the
materials, consumer goods, consumer services, utilities and finance industries, more than 75% of
the European companies sampled account for joint ventures in their consolidated financial
statements. The results also show that the equity method is preferred for accounting for joint
ventures. Nevertheless, approximately 40% of sampled firms use the PC method, and therefore
they are concerned with the impact of the change to the equity method. In particular, more than
half of the companies listed on the Euronext 100 index and those from the basic materials,
industrials, utilities and finance industries have to change their accounting methods and are facing
impacts due to that fact.

By analyzing the impacts on selected financial statement figures, H,, H; and H, were confirmed,
which means that liabilities, sales and EBIT are all influenced materially by the discussed change.
H,; was rejected, however, meaning that there is no material impact on total assets. These results
also indicate that in several industries changing from the PC method to the equity method causes
material impacts on selected financial statement figures. However, not all industries are affected
in the same way. Owing to these changes in financial statement figures, the impacts on key
financial ratios using an advanced DuPont model were then derived. The results show that these
impacts are in the single-digit range on average, except for financial leverage. As a consequence,
Hs, Hg and Hg were rejected, which implies no material impact on profit margin I and II, asset
turnover and ROE II. However, H; was confirmed, suggesting that financial leverage changes
materially due to an accounting change.

It must be noted here that in single cases impacts were material on both financial statement
figures and key financial ratios; therefore, these cases are relevant for the companies and
stakeholders involved. Although the results of the present study provide the first evidence of the
expected effects, the extent of the impact still depends on the year of transition. As this study was
designed as a cross-sectional investigation, further research is thus necessary. For example, the
methodology of this study could be changed to a longitudinal study design to measure, for
example, the correlations between accounting methods and their predictive power, or to analyze
the impacts of economic development on the accounting change. In summary, the results of this
paper are highly relevant for practice and for scientific discourse. On one hand, they provide a
first reference point on the impacts that can be expected when applying IFRS 11 for the first time.
On the other hand, they open up further scientific discussion on the impacts of changing from the
PC method to the equity method.
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BUILDING AN ETHICAL CIVIL SERVICE IN THE
PACIFIC: EXPLORING THE EFFECTIVENESS OF
FIJI’S PUBLIC SERVICE CODE OF CONDUCT
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ABSTRACT

In the Pacific region, public service codes of conduct often establish standards by which behavior
is often judged proper, or otherwise, for public service officials. However, current research
indicates there is very little evidence within Pacific Island Countries (PICs) to demonstrate
whether approved Public Service Commission (PSC) codes of conduct are really ensuring that
public service officials are able to maintain even minimal standards of professional and personal
conduct. One of the promises of the early 1990’s civil service reform in Fiji was to build a highly
ethical and professional civil service. A Code of Conduct for all public service officials in Fiji
came into effect under the Public Service Act of 1999. This study aims to examine and describe
the perceived effectiveness of code of conduct in Fiji’s public service. There are in fact external
controls in place to keep public officials in line; however, there seems to be limited awareness
and weak monitoring of the code in individual ministries and line departments to ensure it is
strictly and constantly upheld. Special measure to support understanding, awareness and
adherence to code of conduct also seems to be missing.

INTRODUCTION

Contemporary social psychological research indicates that proper codes of conduct can often
guide behaviors in developing countries that are essential to a functioning civil service (White,
1999 cited in Gilman, 2005). In fact, such codes are often the first formal structure that is
established and recognized when attempt is made to elevate the profile of an organization
(Larmour, 2001). Within the Pacific region, public service codes of conduct establish standards
by which behavior is often judged proper or otherwise. In this line, it is anticipated that an
effective code of conduct will promote good governance, transparency, accountability and
integrity among public officials of the Pacific Island Countries (PICs) whilst improving the
reputation of the public service among the community and current and potential international
partners, on who support for public officials depend. Previous studies on codes of ethics or
codes of conduct, (Cressy & Moore, 1983; Mathews, 1987; Weave et al, 1999) have targeted
private sectors in more developed economies like the United States of America (USA) or the
United Kingdom. Only more recent studies (Svensson & Wood, 2004; Svensson & Wood, 2009)
have targeted code of ethics studies in the public sector organizations of Sweden.

While the above studies were carried out mostly in the developed economies, no study, to this
date, has been carried out on the codes of conduct for public sector organizations in Fiji. Fiji’s
civil service has been subjected to public criticism and humiliation for unethical acts in the past
and in recent years. The Commodity Development Framework scandal in the late 1990s; the
Agriculture scam in 2001; and the Water and Sewerage Department mishap in 2003 are some of
the many incidents that reflect unscrupulous practices in the country’s public service. In
aggravating the situation, most of those senior officials at the centre of these scams were spared
while their junior colleagues were taken to task. It is evident that such an environment is
conducive to encouraging unethical conduct in the country’s civil service. In light of the recurring
dishonest practices in the country’s civil service in the past, the numerous declarations by
successive governments including the present regime to build an ethical and professional civil
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service; what then are the changes that have been made in recent years to combat corrupt and
unethical behavior in the civil service; and how effective are such measures? This is the query
that is central to this investigation. It is beyond contention that unethical conduct is a concern in
Fiji’s civil service and if the words of successive governments and the current regime are to take
seriously, one would assume that this area should be one of the priorities. The main objective of
this investigation is to examine and describe the perceived effectiveness of the Fiji’s public
service code of conduct. It is hoped that the findings will provide the various Ministries and
enforcing authorities with the necessary information to be able to strengthen and improve their
internal control mechanisms to better enforce and promote the ethical values enshrined into their
codes of conduct.

METHODOLOGY

An essential part of this task included carrying out interpersonal interviews with the senior
officials of the Public Service Commission (PSC), Fiji and various other ministries that are bound
by the Fiji public service code of conduct. Meeting appointments were made over emails and
phone, and the researchers themselves were available to carry out the interviews at the scheduled
times. Face to face interviews were mostly carried out with the deputy secretaries of the various
ministries overseeing the affairs of the corporate and administration divisions. Where deputy
secretaries were unavailable for the interviews, officials mainly responsible for the human
resources and disciplinary sections were interviewed. Our target group was mostly deputy
secretaries, as they are entrusted with the power by the Public Service Commission (PSC) of Fiji,
to oversee the awareness, monitoring, consultation and enforcement of the public service code of
conduct within their individual ministries.

Each of the interviewees was briefly introduced to the research study to stimulate their interest
and willingness to be interviewed. The interview questions were mostly semi-structured in nature,
with both open and closed ended questions. Where there were closed-ended questions,
respondents were requested to provide further explanations. For example, if an answer is
restricted to “Yes / No / Don’t Know” then further “Why” or “Please Explain” questions
followed. Some of the areas of questioning were: Year of establishment? What are the
mechanisms used to enforce the code? Who is responsible for its enforcement? What oversight
mechanisms are there to ensure this enforcement process within their ministry? How often is the
code of conduct reviewed or re-adopted? What are the possible consequences of non-compliance
or breach of the code by public officials? There are a total of eighteen (18) amalgamated
government ministries in Fiji. This was our initial sample size for the interviews which later got
reduced to twelve (12) because six (6) other ministries were unavailable for interviews despite
repeated calls and emails.

RESULTS AND DISCUSSION

Mechanisms Used For Effective Enforcement of the Code

Different mechanisms are employed by ministries to effectively enforce the code of conduct
within their individual ministries. 67% of the ministries utilize disciplinary committees. The
methods that organizations institute to enforce their codes tend to reveal their level of
commitment to the process. If they adapt to existing processes, then it is indicative of their level
of commitment and if new processes are created, then there is visibility of higher level of
commitment towards implementation or enforcement of the code. Wood and Rimmer (2003)
related existing processes to things like discipline, communication of the code to employees,
induction, staff appraisal and strategic planning. A higher level of commitment, on the other
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hand, is associated with new initiatives like ethics committees, ethics education committees and
ethics education.

Dissemination of Information About the Code

Respondents were asked to state the channels through which they disseminated information to
their ministry staff on the requirements of the code of conduct. 50% of the respondents revealed
that they do it by uploading the code of conduct on the ministry website or advise staff to visit the
Public Service Commission (PSC) website for information about the requirements of the code.
42% of the respondents stated that a major way of dissemination of this information was by away
of “issuing a copy of the booklet”. Many ministries seem to be more reliant on internet
technology and most of their responses being “code is on the website” is a bit worrying. Follow-
up trainings and discussions on the code of conduct with existing employees is also seems to be
lacking. How an employee is then meant to know that their code of conduct is important, if it is
not discussed or timely education not given or feedback taken?

Consequence or Discipline For The Breach of the Code

The most common consequence for breaching the code is suspension being at 40%. 15% of the
ministries highlighted termination as the most common outcome of a breach of code, within their
ministries, while 25% of the respondents also talked about prosecution as one of the
consequences. Some 12% and 8% of the ministries highlighted most common consequence or
disciplinary action as counseling and caution letters, respectively. Several studies, Sims (1991),
Fraedrich (1992), and Stoner (1989) suggests that within a code, enforcement provisions for those
that do not uphold the code should be outlined. The organization, by having these types of
procedures will signal to the employees the significance of the need to abide by the code for both
themselves and the organization. It seems that the code currently adopts a reactive rather than a
pro-active approach. Whilst most employees get punished for breaching the code by way of
suspension, termination and/or prosecution, no employee is rewarded for adherence to the code or
reporting others on the breaches.

CONCLUDING COMMENTS

The results seem to indicate that while Fiji’s public service code of conduct has been in formal
existence since 1999, it does not sufficiently detain a formalized periodic and comprehensive
review process for a timely review and re-adoption of their code. Whilst more emphasis is placed
on disciplining staff and employing basic means of communicating the code to employees, there
is still an absence of other informal methods like social norms of the organization, ethics
education committees and ethics education, which are likely to yield greater awareness about the
code and its importance, and greater commitment by staff to its values.
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ABSTRACT

This paper investigates the dynamic relationship between Exports and Economic growth, in
addition to some other macroeconomic variables in Saudi Arabia, a major developing country
and oil exporter. We use a non-linear ARDL approach to investigate the asymmetric relationship
and the difference in the changes in economic growth rates due to the nature of macroeconomic
shocks. We find evidence that the impact of changes in exports, and the other macroeconomic
variables, varies given the nature of the change (whether positive or negative). Such asymmetry
exists in both the long and short run. We also discuss the dynamics of the transmission of
economic growth from one equilibrium point to another by constructing the cumulative multiplier
effect for each explanatory variable.

JEL: F140
KEYWORDS:Exports, Economic growth,Non-linear ARDL
INTRODUCTION

The role of export in economic growth in developing countries has become a major concern in the
literature of international trade especially as degree of openness and market liberalization
significantly increased during the last few decades. On first instinct, it was natural to refer to
international trade theories when examining such relationship. Research, in deed, confirmed the
argument that exports growth has a significant positive impact on output growth. However, that
trade theories has not offered enough guidance in regards to the direction of the causal
relationship between the two variables. Consequently, two streams of thoughts in regards to the
causality direction emerged that are essentially opposite to each other. The export-led growth
(ELG) claims that exports are a determinant of economic growth. That is, faster growth is an
outcome of more exports. On the other hand, the growth-led exports hypothesis assumes the
reverse and states that higher growth rates allow for more exporting activities.

Our intention in this paper is to address the non-linearity issue between exports and economic
growth in Saudi Arabia. We use a non-linear ARDL approach to investigate the asymmetric
relationship and the difference in the changes in economic growth rates due to the nature of
macroeconomic shocks.

LITERATURE REVIEW

The starting point of investigating the issue of exports and economic growth, in the literature, was
to employ standard regression techniques and analyse the correlation coefficient between the two
variables (see for example, Balassa, 1978; and Krueger, 1978). These studies however were still
imposing a priori assumption on the direction of causality (mainly enforcing the ELG
hypothesis). However with the introduction of time series analysis, researchers began to apply
cointegration analysis and causality test to examine the validity of these hypothesis (see among
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others; Love and Chandran, 2005; Huang and Wang, 2007; Nain and Ahmad, 2010; Kubo, 2011;
and Pistoresi and Rinaldi, 2012). Such, relatively, new approaches were able to reveal new
evidence in regards to the causality direction between exports and output growth. Yet, they still
suffered some shortfalls. First, most studies that followed these approaches were focused on
bivariate correlation analysis between the two variables ignoring the possibility of some omitted
variables and a multivariate relationships. This, as Edwards (1993) indicate, may result in
misleading findings. Second, the time series data and techniques used in early studies were not
capable of addressing both causality and reverse causality issues together. Last, but not least, it
has been realized that up to the last few years, most, if not all, of the studies focused on a linear
causality relationship avoiding the possibility that variables may be non-linearly related. Such
linearity assumption may cause total invalidation of the any findings, had the assumption proved
to be untrue. Consequently, the case of non-linearity must be considered or at least tested for
before assuming otherwise.

Some of the recent ELG studies have encountered the first two shortcomings by working within
the framework of the neoclassical production functions as well as using econometric models that
account for some time series properties such as cointegration and non-stationarity (see for
example Marin, 1992; Yamada, 1998; Awokuse, 2003). However, the third critique was not
explored in recent literature even though many, such as Ocampo (1986), Kohli and Singh (1989),
and Edwards (1993), claimed that a possible nonlinear relationship, such as a diminishing return
relationship, may very well exist between exports and economic growth.

METHODOLOGY

Following the work of Shin, Yu, and Greenwood-Nimmo (2011), the empirical analysis in this
paper is based on the nonlinear cointegration framework and applies the asymmetric ARDL
cointegration methodology.

Model

In the empirical analysis we apply dynamic time series methods for examining the linkage
between Exports and economic growth. The basis of the model is the general aggregate
production function:

Y = [(K,L)EX, G,IM)] (1)

where Y represents real GDP, K is real gross capital, L is labour force. Following the previous
literature such as (Balassa 1978, Feder 1982, sheehey, 1992; Awokuse 2008), the export variable
has been added. G is real government expenditure and IM is real imports. We test for nonlinear
cointegration by estimating the following general form NARDL (p,q) models as follows:

ALnGDP; = cons + pInGDP,_; + 0 LnK; | + 07 LnK_, + 65 LnL{_; + 65 LnL;_,
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+0FLnEX; | + 03 LnEX;_ 1 + 0 LnG | + 0, LnG;_, + 03 LnIM} | + 65 LnIM;_,

p-1 q q q
+ z ®; ALnGDP,_; + z i ALnK ; + Z mALnK ; + Z w3 ALnLE_;
i=1 i=0 i=0 i=0
q q q q
+ Z myALnL;_; + 2 n3ALNEX] ; + 2 n3ALnEX; ; + Z myALnG;
i=0 i=0 i=0 i=0
q q q
+ Z T, ALnGy_; + Z nd ALnIM;; + 2 mgALnIM;_; + e, . (2)
i=0 i=0 i=0
Where LnK;,LnK; ,....LnIM{ LnIM; are partial sums of positive and negative changes in
InK,....., InIM respectively, where Ln is the natural logarithm.

CONCLUSION

The present paper investigates the dynamic relationship between exports and economic growth in
Saudi Arabia, along with some other macroeconomic variables. We propose to the account for the
asymmetric impact by applying the non-linear ARDL approach recently proposed by Shin et al
(2011) on macroeconomic time series, to study the impact of such variables on the rates of
growth in the Saudi Arabian economy. The data spans a forty year period from 1970 to 2010. Our
investigation reveals that there is significant asymmetry in the reaction of economic growth to
positive and negative shocks in major macroeconomic variables. in the short-run time, we find
statistically significant evidence of asymmetric effects of several macroeconomic variables on
economic growth.
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ABSTRACT

This study examines the impact of changes in homestead exemption levels upon the consumer
bankruptcy filing rate. This relationship is examined through the creation of an interrupted time-
series multiple regression model. Regression analyses were implemented using several predictor
variables to detect any relationship between changes in homestead exemption levels and their
effect on the applicable dependent variable. Four dependent bankruptcy variables were
employed: per capita total consumer-bankruptcy filings, per capita Chapter 7 consumer-
bankruptcy filing rate, per capita Chapter 13 bankruptcy filing rate, and Chapter 7 consumer-
bankruptcy filings as a percentage of aggregate consumer-bankruptcy filing rates. Analyses
indicate that consumers clearly prefer utilizing a Chapter 7 discharge method over Chapter 13.
Additionally, these consumers do not find changes in homestead exemption levels as a source of
wealth insurance to the extent that filings are significantly increased. Finally, consumer filing
rates do not appear to be positively affected by the wealth effect that a risk-averse consumer
might choose in bankruptcy choice.

JEL: G, K
KEYWORDS: Bankruptcy, Chapter 7, Chapter 13, Homestead Exemption
INTRODUCTION

Exemptions laws occupy a long and varied history as state and federal laws developed in
America. These laws grew from a basic protection of a debtor’s property from legal collection
practices during the 1800s to myriad additions developed and implemented at the state level
during the 1900s (Hansen & Hansen, 2012). Sullivan, Warren, and Westbrook (1989) identify
exemption laws as a method of protecting a debtor such that he or she has the necessary property
for survival, although this is subjective across states and other jurisdictions. (Buckley & Brinig,
1998). Bankruptcy exemption laws follow largely the same logic in protecting and supporting the
basic premise of survival and are intended to protect debtor assets from liquidation with the intent
of allowing the debtor and family a sustainable basis for emerging from discharge (White, 2007;
Fay, Hurst, & White, 2002). Exemption protection is normally 100 percent for basic items such
as clothes, but varies widely from state to state for homesteads (White, 1998). Federal exemption
levels are constant across all states. Most states require that debtors use state exemption levels
but some states allow the use of the federal exemption (Sullivan, Warren, & Westbrook, 1989).

The fact that state laws are not uniform and offer higher or lower levels of debtor protection,
especially when expressed in terms of the value of the home (Landry, Boozer, & Lowe, 2012),
suggests that variations in homestead exemption levels may affect consumer decision-making.
Logically, consumers make financial decisions that maximize their financial benefit relative to
cost. The decision to file consumer bankruptcy or to what extent that a consumer will file chapter
7 as opposed to chapter 13 rests in part on these financial incentives. In fact, when considering
the process of filing bankruptcy as a consumer choice, homestead exemption levels appear to
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impact behavior as a major financial incentive. Higher homestead exemption levels apply to both
chapter of consumer bankruptcy and are positively correlated with higher filing rates (Domowitz
& Sartain, 1999a). Households as well as individuals are impacted by this incentive in individual
states and in the aggregate (Fay, Hurst, White, 2002). A point of discussion, however, is to what
extent the incentive shifts filing between bankruptcy chapters, especially when a change in the
exemption level occurs. Several states increased their homestead exemption levels in the early to
mid-1990s and have often increased again in the 2000s or been indexed.

Financial incentives may be static at an initial level or may change over time, thus affecting the
relative benefit of bankruptcy protection. A key component of this argument is to what extent
changes in financial benefits affect consumer decision-making not only after the incentive
changes, but also preceding and during the change. Homestead exemption levels are normally
relatively static but have been increased in several states (White, 1998), allowing for measure of
this changing incentive on the decision to file consumer bankruptcy. Ample research has
identified homestead exemption levels in relation to consumer bankruptcy filing rates
(Domowitze & Sartain, 1999a; Shepard, 1984), but relatively sparse research in changes in the
level of homestead exemption. From this aspect this research analysis proceeds. The research
questions are as follows: 1) To what extent do changes in homestead exemption levels impact
consumer bankruptcy filing rates in selected states? 2) To what extent do changes in aggregate
homestead exemption levels impact aggregate consumer bankruptcy filing rates? For each
research question these relationships will be explored in terms of total consumer filings for each
chapter (chapter 7 and chapter 13) and as a percent of chapter 7 and percent of chapter 13 for a
period of time before and after a change in state level exemptions. The next section reviews prior
literature pertaining to the measurement of homestead exemption levels in emphasizing consumer
choice. To follow an interrupted time series model is developed that measures changes in filing
rates before, during, and after a change in homestead exemption levels for selected states and in
the aggregate. Lastly, findings of the research are expressed and concluding remarks are offered.

LITERATURE REVIEW

Consumer bankruptcy filings have maintained a steady increase over the last several decades.
Numerous studies have examined the relationship between filing rates and legal changes
surrounding bankruptcy code amendments, while others introduce socio-economic variables in
explaining the increase (Buckley & Brinig, 1998). Chapter 7 and Chapter 13 are the two primary
procedures by which consumer debtors address obligations that they have to their creditors. The
primary difference between the two chapters is that Chapter 13 requires debtor repayment from
future income, while Chapter 7 only requires repayment from assets or relinquish through
discharge. Provisions of the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005
replaced the debtor’s freedom to choose either chapter with a means test for determining
eligibility (White, 2007).

Financial incentives drive and promote behavior to the extent that consumer choice impacts
bankruptcy filing, especially regarding the choice of chapter and the level of resources at stake
(Domowitz & Sartain, 1999a). For Chapter 7 cases the financial benefit of filing is the difference
between the value of the outstanding debt that will be discharged and the cost of the non-exempt
assets that must be relinquished. Homeownership is only protected to the extent of the homestead
exemption relative to home equity, with no limit on the amount of debt that may be discharged
(Domowitz & Sartain, 1999a). Conversely, Chapter 13 cases do not require that debtors
relinquish assets but as part of their plan they must repay a portion of their debts from future
income over a time period of up to five years. Debtors have a financial incentive to choose
Chapter 7 over Chapter 13 if debtor assets are less than the level of exemption allowed within
their state of filing (Faye, Hurst, & White, 2002). Individuals or households will only file
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bankruptcy if the amount of debt discharged exceeds the amount of non-exempt assets that they
must relinquish. Before changes in bankruptcy law in 2005 consumers had a choice and thus this
logic applied to both chapters 7 and 13, while after 2005 the choice of chapter is based on the
ability to repay debt. When considering this financial benefit to filing over a ten year period from
1984 to 1994, about 18 percent of households would experience a financial benefit of up to $2500
to filing, while ten percent would gain between $2500 and $10,000. Three percent would gain
more than $10,000 from filing. In each case the relationship was statistically significant and
indicated that financial incentives guide bankruptcy decision-making (p. 712).

Two primary approaches to measuring exemptions are by the use of dichotomous variables or by
using the actual dollar amount of the exemption, with the former limited in capturing the change
in dollar amounts of the exemption level (Fisher, 2001). Hynes (1998) concurred with this
measure and favored the use of dummy variables, although with reservations about shortcomings
surroundings the use of either a dummy variable or a continuous variable. Shifting the incidence
of Chapter 13 filing relative to Chapter 7 is a desirable trend before 2005 but gained traction
when means testing factors were applied (White, 2007). Nevertheless, property exemption levels
may be used as a tool to manipulate the choice, with lower exemption levels associated with
higher incidences of Chapter 13 filings. In fact, if exemption levels were lowered across the board
by 50 percent, the result suggests that the probability of choosing Chapter 13 over Chapter 7
would increase by 18 percent (Domowitz & Sartain, 1999b).

METHODOLOGY

For the model six states are considered, AK, CO, MN, MS, and NH, where changes in the level of
homestead exemption were made. AK and MN allow filers to choose the federal exemption, but
in each state the state level exemption is larger; thus, filers would choose the state exemption. In
four of the five states the level of homestead exemption was increased; the only exception is MN,
where the level decreased from unlimited to $200,000. For each state the year that the homestead
exemption changed was in the early 1990s, thereby minimizing the effect of national economic
trends across different periods of time. For each state chosen other changes in state exemption
levels did not occur within a six year period of time before or after the change indicated in the
early 1990s. Additionally, this selection was made to avoid factors associated with the
tremendous jump and subsequent decline in the number of consumer bankruptcies filed leading
up to and after the Bankruptcy Reform Act of 2005 (Evans & Lewis, 2008). Representing a
broad footprint of the U.S., through the dispersion of states the model tests each research question
for each state and compares to aggregate totals. Table 1 offers a summary of each state chosen
that includes the following: the name of the state chosen; the change year for exemption allowed;
and exemption levels for six years before and six years after the change year. The nominal
exemption level listed represents the amount of each state level exemption.

Table 1: Nominal State Exemption Levels Analyzed

State Pre-change exemption Change year exemption Post-change exemption level
AK $27,000 1991 $54,000

(¢[¢) $20,000 1992 $30,000

MN unlimited 1993 $200,000

MS $30,000 1992 $75,000

NH $5,000 1993 $30,000

Source: U.S. Courts

This study employs a methodology that is similar to the interrupted time-series analysis model
used by Kellough (1990); Netter, Wasserman, and Kutner (1990, pp. 370-375); and Miller and
Pierce (1997). As Kellough noted, the limited number of pre and post data points suggests that
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time-series is preferred to another modeling technique known as autoregressive integrated
moving average (ARIMA). The interruption in the model for this study is the change in
homestead exemption levels for the selected states as illustrated in Table 1. The model examines
if the change in homestead exemption changes the bankruptcy filing rate or shifts the filing rate
from one bankruptcy chapter to another. Changes to the applicable bankruptcy filing rate may be
short or long-term depending on the impact of changes in homestead exemption on consumer
personal financial choice.

Data are entered as cases in a year-by-year format for a total of 13 years for each state: six years
before the change in homestead exemption; the contemporaneous year of the change in
homestead exemption; and six years after the change in homestead exemption. Each state is
considered independently. Four independent variables are employed. A counter variable is
employed that is coded one for the first year of the analysis, two for the second year, and three for
the third year, four for the fourth year, etc. This counter variable is called BEFORE. The second
independent variable is dichotomous in nature and is coded zero for the six years of analysis
before and including the year of the change in homestead EXEMPTION (Table 1), and one for
observations for the six years immediately after the change year. This variable is called
CHANGE. The remaining independent variable is a post-intervention counter that is also coded in
the following manner: coded as zero for observations six years prior to and including the
contemporaneous year of change of homestead exemption, one for first year after change in
homestead exemption, two for the next year, three for the next year, and so forth. This variable is
called AFTER.

The intercept for the multiple regression equation describes the value of the dependent variable at
the beginning of the time period. The coefficient, or slope, for the BEFORE variable describes
the annual increase or decrease in the dependent variable that was happening before the change in
homestead exemption. The estimated increase or decrease in those years is unaffected by the
counter AFTER variable, as that variable is coded zero for all years prior to the change in
homestead exemption. The coefficient for the policy variable (CHANGE) estimates the one-time
increase or decrease in the value of the independent variable that came about in the first year
following the change in exemption levels. The coefficient, or slope, of the AFTER variable
estimates the increase or decrease in slope that occurred after the change in homestead
exemption. The coefficient for the counter AFTER variable must be added to the coefficient for
BEFORE to get the estimated slope after the change.

For the analysis four interrupted time-series regression analyses were run for four dependent
variables: per-capita total consumer filings, per capita Chapter 7 consumer-bankruptcy filing rate,
per-capita Chapter 13 bankruptcy filing rate, and Chapter 7 consumer-bankruptcy filings as a
percentage of aggregate consumer-bankruptcy filing rates. The bankruptcy filing rates were
collected from the Administrative Office of U.S. Courts and population data from various
editions of the Statistical Abstract of the United States. Autocorrelation may be present in a
model when serial data is utilized (Miller & Pierce, 1997). The existence of autocorrelation
violates a basic assumption of Ordinary Least Squares (OLS) regression. Autocorrelation leads to
an underestimation of the variance of the error terms and an overestimation of the significance of
the coefficients. The Durbin-Watson statistic is a test statistic used to detect the presence of
autocorrelation in the residuals from a regression analysis (Durbin & Watson, 1950) and is used
in this study to indicate if autocorrelation is present. If the Durbin-Watson statistic is outside an
acceptable range, transformation of the data, through the Cochrane-Orcutt (CORC) estimation
procedure, is necessary to take into account the correlation of the error terms (Cochrane & Orcutt,
1949).

Research Findings & Analyses
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The results of this study are grouped and presented in an analysis for the four multiple regression
analyses performed. FEach individual multiple regression equation employs the same four
predictor variables and compares them to a different dependent variable. Table 2 reports the
regression results for the interrupted time-series analysis of the reform act and the per-capita total
consumer-bankruptcy filings employing Kellough’s regression model. Both the BEFORE and
CHANGE coefficients are statistically significant at the 5% level, one tail, in the model. The
EXEMPTION and AFTER variables are not statistically significant. The Durbin-Watson statistic
(1.4695) is within an acceptable range.

Based on the BEFORE coefficient the per-capita total consumer-bankruptcy filing rate was
increasing .314 per one thousand people per year prior to the change in homestead exemption.
This is expected and consistent with the trend of increasing rates most years from the 1990s until
today. The CHANGE coefficient reflects a large drop in the per-capita total consumer-
bankruptcy filing rate of -1.356. This decline is unexpected in that more individuals would be
expected to seek bankruptcy relief in anticipation of financial benefits to be gained from an
increase in homestead exemption. Although the AFTER variable is not significant, the
coefficient is negative and this is slightly inconsistent with an expected upward trend in filings
after the one time drop. However, this negative trend is very small. Table 3 reports the regression
results for the interrupted time-series analysis of changes in homestead exemption and the per-
capita Chapter 7 consumer-bankruptcy filings. Both the BEFORE and CHANGE coefficients are
statistically significant at the 5% level, one tail, in the model. The EXEMPTION and AFTER
variables are not statistically significant. The Durbin-Watson statistic (1.5356) is within an
acceptable range.

Table 2: Time-Series Regression — Total Consumer Filings (Per 1000)

Regression Variables Coefficient t-statistic p-value Durbin- R-square
Watson

Consumer Filings (per 1000) p<.01* 1.4695 225
Constant 1.518 3.18 p<.01

EXEMPTION 0.000 0.23 .822

BEFORE 0314 3.05 p<.01*

CHANGE -1.356 -2.15 .035

AFTER -0.033 -0.20 .845

* significant at the .05 level

Table 3: Time-Series Regression — Chapter 7 Bankruptcy

Regression Variables Coefficient t-statistic p-value Durbin- R-square
Watson

Chapter 7 Bankruptcy p<.01* 1.5356 .330

Constant 1.164 4.09 p<.01

EXEMPTION -0.000 -0.09 927

BEFORE 0.236 3.84 p<.01*

CHANGE -1.047 -2.79 p<.01*

AFTER -0.010 -0.10 919

* significant at the .05 level

Based on the BEFORE coefficient the per-capita Chapter 7 consumer-bankruptcy filing rate was
increasing .236 per one thousand people per a year prior to the change in homestead exemption.
This is expected and consistent with the trend of increasing rates most years from the 1990s until
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today. The CHANGE coefficient reflects a large drop in the per-capita Chapter 7 consumer-
bankruptcy filing rate of -1.047. Like the analysis of total consumer filings, this decline was not
expected. Although the AFTER variable is not significant, the coefficient is negative. Although
this is slightly inconsistent with an expected upward trend in filings after the one time drop, this
coefficient is quite small.

Table 4 reports the regression results for the interrupted time-series analysis of changes in
homestead exemption and the per-capita Chapter 13 bankruptcy filing rate. Overall, the multiple
regression model was found to be statistically insignificant. The high p-value (.537) indicates the
four independent variables used in the model are not valid predictors of explained variance in per-
capita Chapter 13 bankruptcy filing rates. This analysis is strengthened in that none of the
predictor variables are individually significant and contribute to a robust regression model.
Additionally, the Durbin-Watson statistic (0.2918) is near an acceptable range at the 10% level.
As such, it is possible that autocorrelation exists in the model.

These results are contrary to the expected results. It is logical for Chapter 13 filing to be
increasing before a change in homestead exemption, but at a rate less than increases in Chapter 7
filings that allow discharge of the entire debt. We expected the CHANGE coefficient and the
AFTER coefficient to be positive and reflect increases in filing with a higher level of homestead
protection afforded. Chapter 7 filers typically experience greater benefit from higher homestead
exemption levels. Therefore, we are not surprised that these variables were found to be
insignificant, essentially not adding to the robustness of the regression model. Chapter 13 filing
would not necessarily be expected to change greatly with changes in homestead exemption, so the
lack of statistical significance for CHANGE and AFTER is logical.

Table 4: Time-Series Regression — Chapter 13 Bankruptcy

Regression Variables Coefficient t-statistic p-value Durbin- R-square
Watson

Chapter 13 Bankruptcy .537 0.2918 .050
Constant 0.356 1.35 181

EXEMPTION 0.000 0.51 .610

BEFORE 0.078 1.39 170

CHANGE -0.309 -0.90 373

AFTER -0.022 -0.25 .806

* significant at the .05 level

Table 5 reports the regression results for the interrupted time-series analysis of changes in
homestead exemption and Chapter 7 consumer-bankruptcy filings as a percentage of aggregate
consumer-bankruptcy filings. The regression model was not found to be statistically significant
at the 5% level. The high p-value (.594) indicates the independent variables used in the model
are not valid predictors of explained variance in per-capita Chapter 7 filings as a percentage of
aggregate consumer-bankruptcy filings. Often in a multiple regression model that is insignificant,
certain variables could be individually significant and strengthen the overall model.
Unfortunately, none of the four independent variables were found to be significant. The Durbin-
Watson statistic (0.1999) is far outside an acceptable range indicating that autocorrelation among
the four independent variables is almost certain.

Table 5: Time-Series Regression — Chapter 7 Bankruptcy Percentage

Regression Variables Coefficient t-statistic p-value Durbin-Watson  R-square
Chapter 7 Bankruptcy Percent .594 0.1999 .045
Constant 82.411 16.73 p<.01
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EXEMPTION -0.000 -1.48 .143
BEFORE -0.530 -0.50 .619
CHANGE -0.999 -0.15 .878
AFTER 1.304 0.76 449

* significant at the .05 level
CONCLUSIONS AND FUTURE RESEARCH

The purpose of this study was as follows: 1) To examine to what extent do changes in homestead
exemption levels impact consumer bankruptcy filing rates and 2) To what extent do changes in
aggregate homestead exemption levels impact aggregate consumer bankruptcy filing rates?
These relationships were explored in terms of total consumer filings for each chapter (Chapter 7
and Chapter 13) and for Chapter 7 as a percent of aggregate consumer bankruptcy filing rates.
Homestead exemptions offer a level of protection to debtors that protect the value of the home
(Landry, Boozer, & Lowe, 2012) in similar ways that exemption laws in general protect and
support debtor survival after discharge by offering a level of financial sustainability (White,
2007). Finding that a positive correlation exists between homestead exemption levels and
consumer filing rates (Domowitz & Sartain, 1999a), it is logical to expect consumers to find a
financial benefit from higher levels of homestead exemption. Whether changes in state-level
homestead exemption levels produce an incentive for consumers to change filing behavior as a
consequence was a key area to this analysis.

Results of this analysis reflect that total consumer filings in the aggregate were increasing before
the change in bankruptcy exemption, but then decline during the change in exemption and
slightly thereafter. The decline in coefficient both during and after the change in exemption was
not statistically significant as a predictor but should be addressed, nonetheless. These results are
consistent with increases in aggregate filing rates (White, 2007), but do not explain why filing
rates do not maintain the level of increase or even accelerate after a higher homestead exemption
level was implemented (Faye, Hurst, & White, 2002). Domowitz and Sartain (1999a) offer a
possible explanation in that the consumer choice of filing or not filing bankruptcy is a function of
the level of equity protected. Thus, homeowners with more equity experience a greater benefit
from higher homestead exemption levels. Landry, Boozer, & Lowe (2012) introduced a novel
approach for considering this variable from the perspective of a rational consumer and found that
the value of the home protected increases the validity of empirical results by offering a more
accurate measure of what is actually protected. The logic extends to this analysis, but is not
reflected statistically when measuring changes in homestead exemption levels over time.

Although this analysis avoided the changes in bankruptcy reform and filing by considering states
that made changes in their homestead exemption levels more than a decade before
implementation of the 2005 Bankruptcy Abuse Prevention and Consumer Protection Act, one of
the major provisions of the Act was addressed in our analysis of selection of bankruptcy chapter
before, concurrently, and after changes in state-level homestead exemption levels. White (2007)
found that the implementation of a means test replaced the debtor’s freedom to choose whether
they would seek discharge of all debts through a Chapter 7 or make repayment of a least some
level of future income through a Chapter 13.

Our analysis considers changes in consumer filing rates by chapter to the extent that consumers
have a financial incentive to file Chapter 7 as opposed to Chapter 13. The results of our analysis
reflect that consumers were filing more Chapter 7 petitions before the change in homestead
exemption. However, in a manner similar to aggregate effects, filing rates declined during the
change in exemption and after. The fact that no variables in the model were statistically
significant when considering Chapter 13 filing rates shows that consumers clearly prefer a
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Chapter 7 discharge of consumer debt but that consumers do not find changes in homestead
exemption levels as a source of wealth insurance (Fay & White, 2003) to the extent that they file
more actively. These findings are consistent with Domowitz and Sartain (1999b) in that if
exemption levels were lowered consumers would file Chapter 13 rather than Chapter 7 in
increasing numbers. That our analysis of consumer bankruptcy filing rates as a function of
changes in homestead exemption levels did not indicate a strong association between consumer
choice and assets protected indicates that this variable (i.e. changes in homestead exemption
levels) may not capture other financial incentives surrounding this issue. It is clear that borrowers
will act rationally and make financial decisions for their benefit. Gropp, Scholz, and White
(1997) show this through the supply and demand for credit, where higher exemption levels
redistribute assets from borrowers with fewer assets to borrowers with more assets. Thus, our
analysis offers evidence that consumer bankruptcy filing rates are not positively affected by the
wealth effect that a risk-averse consumer (Fan & White, 2003) would seek when making
consumer choices, but establishes a foundation for future research.

Prior research shows that aggregate economic and financial conditions play a role in consumer
filing rates (Berkowitz & Hynes, 1999; Domowitz & Sartain, 1999b) that may validate the
expected positive relationship with higher homestead exemption levels. From our model that
established the role of homestead exemption levels as a predictor variable, future research could
address cross-sectional changes in filing rates after the 2005 Act. Other opportunities are
beginning to materialize to analyze if the Act has increased the level of Chapter 13 petitions
relative to Chapter 7 over time. Comparisons of post 2005 reforms with homestead exemption
changes in the 1990s could offer a method for testing and isolating individual states, by
controlling for state level effects and capturing if bankruptcy reform initiatives to change
consumer behavior are challenged by homestead assets protected.

REFERENCES

Berkowitz, J., & Hynes, R. (1999). Bankruptcy Exemptions and the Market for Mortgage Loans.
Journal of Law and Economics, 42(2), pp. 809-830.

Buckley, F.H., & Brinig, M.F. (1998). The Bankruptcy Puzzle. Journal of Legal Studies, 27(1),
pp. 187-207.

Cochrane, D. & Orcutt, G. H. (1949). Application of Least Squares Regression to Relationships
Containing Autocorrelated Error Terms. Journal of the American Statistical Association, (44),
pp- 32-61.

Domowitz, 1.,& Sartan, R.L. (1999a). Incentives and Bankruptcy Chapter Choice: Evidence
from the Reform Act of 1978. Journal of Legal Studies, 28(2), pp. 461-487.

Domowitz, 1., & Sartan, R.L. (1999b). Determinants of Consumer Bankruptcy Decision. Journal
of Finance, 54(1), pp. 403-420.

Durbin, J. and Watson, G. S. (1950). Testing for serial correlation in least squares Regression.
Biometrika (37), pp. 409-428.

Elias, S. (2006). The new bankruptcy: Will it Work for You? Nolo Press.

Evans, T., & Lewis, P.B. (2008). An Empirical Analysis of the 2005 Bankruptcy Reforms. Emory
Bankruptcy Developments Journal, 24, pp. 327-360.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 230



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

Fan, W., & White, M.J. (2003). Personal Bankruptcy and the Level of Entrepreneurial Activity.
Journal of Law and Economics, 46(2), pp. 543-567.

Fay, S., Hurst, E., & White, M.J. (2002). The Household Bankruptcy Decision. American
Economic Review, 92(3), pp. 706-718.

Fisher, J.D. (2001). Personal Bankruptcy Filings: The Effects of Government Transfer Programs
and Bankruptcy Exemptions. Ph.D. dissertation. University of Kentucky.

Grant, C., & Koeniger, W. (2009). Redistributive Taxation and Personal Bankruptcy in U.S.
States. Journal of Law & Economics, 52, pp. 445-465.

Gropp, R., Scholz, J.K., & White, M.J. (1997). Personal Bankruptcy and Credit Supply and
Demand. Quarterly Journal of Economics, 112(1), pp. 217-251.

Hansen, M.E., & Hansen, B.A. (2012). Crisis and Bankruptcy: The Mediating Role of State Law,
1920-1932. Journal of Economic History, 72(2), pp. 448-468.

Hynes, R.M. (1998). Three Essays on Consumer Bankruptcy and Exemptions. Ph.D. dissertation.
University of Pennsylvania.

Kellough J. E. (1990). “Federal Agencies and Affirmative Action for Blacks and Women,”
Social Science Quarterly, 71(1), pp. 83-91.

Landry, R.J. 11, Boozer, B.B.Jr., & Lowe, S.K. (2012). Measurement of Homestead Exemption
Utilizing Home Values. Journal of International Finance Studies, 12(3), pp. 84-93.

Landry, R. J. III, & Yarbrough, A. (2007). Global Lessons from Consumer Bankruptcy and
Healthcare Reforms in the United States: A Struggling Social Safety Net. Michigan State Journal
of International Law, 16(2), pp. 343-383.

Miller, D. E. & Pierce, P.A. (1997) “Lotteries for Education: Windfall or Hoax?” State and Local
Government Review, 29 (1), pp. 34-42.

Netter, J., Wasserman, W., & Kutner, N.H. (1990). Applied Linear Statistical Models (3"
edition), Burr-Ridge, Illinois: Richard D. Irwin, Inc.

Peterson, B.M. (2003). Exemption Stacking in Montana bankruptcies — Windfall or Fresh Start.
Montana Law Review, 64, pp. 543-561.

Shepard, L. (1984). Personal Failures and the Bankruptcy Reform Act of 1978. Journal of Law
and Economics, 27(2), pp. 419-437.

Sullivan, T.A., Warren, E., & Westbrook, J.L. (1989). As We Forgive our Debtors: Bankruptcy
and Consumer Credit in America. NY: Oxford University Press.

White, M.J. (1998). Why Don’t More Households File for Bankruptcy? Journal of Law,
Economics, & Organization, 14(2), pp. 205-231.

White, M.J. (2007). Bankruptcy Reform and Credit Cards. Journal of Economic Perspectives,
21(4), pp. 175-200.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 231



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

AUTHOR PROFILES

Dr. Benjamin B. Boozer, Jr. earned his Ph.D. from Auburn University in 2008. Currently he is an
Assistant Professor of Finance at Jacksonville State University in Jacksonville, AL. Dr. Boozer
has published in several scholarly journals including the Journal of Business and Economics
Perspectives, Journal of Business Management and Entrepreneurship, the Journal of Healthcare,
Leadership Management and Research, and International Journal of Business and Public
Administration.

Dr. Keith Lowe earned his Ph.D. from The University of Alabama in 2001. Currently he is an
Associate Professor of Statistics at Jacksonville State University in Jacksonville, AL. Dr. Lowe
has published in several scholarly journals, including the Journal of International Finance Studies,
International Journal of Business Accounting, & Finance, Journal of Legal, Ethical, and
Regulatory Issues, E-Business Review, International Journal of Business Research, and Business
Journal for Entrepreneurs.

Dr. Robert J. Landry, III earned his Ph.D. from Auburn University in 2005 and his J.D. from The
University of Alabama in 1994. Currently he is an Associate Professor of Finance at Jacksonville
State University in Jacksonville, AL. and he is the editor-in-chief of the Journal of Legal Studies
Education. Dr. Landry has published in several academic journals including Virginia Law &
Business Review, Policy Studies Journal, and Municipal Finance Journal.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 232



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 | 2014

INDIA’S SATYAM SCANDAL: SOME EVIDENCE
THAT THE TOO LARGE TO INDICT MINDSET OF
ACCOUNTING REGULATORS IS A
GLOBAL PHENOMENON

Kalpana Pai, Texas Wesleyan University
Thomas D. Tolleson, Texas Wesleyan University

ABSTRACT

This paper examines the capture of government regulators using the case of Satyam Computer
Services Ltd., one of India’s largest software and services companies, which disclosed a $1.47
billion fraud on its balance sheet on January 7, 2009. The firm, which traded on the New York
and Bombay Stock Exchanges, was required to file financial reports with the SEC. Price
Waterhouse of India, the local member of PricewaterhouseCoopers (PWC), served as its auditor.
After news of the scandal hit the airwaves, Price Waterhouse of India issued a press release and
stated that its audit was conducted in accordance with applicable auditing standards and was
supported by sufficient audit evidence. Because Satyam shares were quoted on Wall Street, SEC
rules prohibited auditors from having business relations with their clients. U.S. regulators failed
to take action against PWC. Is this lack of enforcement related to PWC'’s size and the impact that
the failure of a Big 4 firm would have on the global financial marketplace? We question whether
government regulators have been captured by the key market players in the auditing services
market. One outcome of this “capture” is moral hazard, which implies that the Big 4 accounting
firms, or their local affiliates, may place less emphasis on quality audits. Such an approach to the
audit function places the self-interests of the audit firm above the public interest. We also
question whether foreign companies that are listed on US Stock Exchanges fall under the purview
of US Laws and if these companies and their auditors face the same regulatory scrutiny as
publicly-traded US Corporations. In addition, the paper provides suggestions to protect the
public interest while citing lessons learned from this scandal.

JEL: M42, M48, M41
KEYWORDS: Auditing, Capture theory, accounting regulation

INTRODUCTION

Regulation of business has always been a topic of considerable debate. Regulatory proponents
call for more regulation of the private sector in order to protect the public good, while regulatory
opponents claim that additional regulation further damages a free-market economy by unduly
constraining business. The theory of regulatory capture posits that regulators, including
government bureaucrats who oversee the regulatory process and legislators who write the
regulations, are routinely and predictably “captured” and manipulated to serve the interests of
those who are supposed to be subject to them.

For public choice theorists, regulatory capture occurs because groups or individuals with a high-
stakes interest in the outcome of policy or regulatory decisions can be expected to focus their
resources and energies to gain their preferential policy. Meanwhile, members of the public, each
with an insignificant individual stake in the regulatory outcome, will either ignore or pay scant
attention to the regulatory process altogether. Regulatory capture results when this imbalance of
focused resources devoted to a particular policy outcome is successful at “capturing” influence
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with elected officials or regulatory agency bureaucrats so that the preferred policy outcomes of
the special interest(s) are implemented. A captured regulatory agency serving the interests of its
invested patrons and wielding the power of the government behind its decisions is often worse
than no regulation. Galbraith (1955) posited that captured regulators were part of the problem
rather than the solution. He suggested that regulators were vigorous in their youth, moving to
complacency in middle age, until they became in old age either senile or arms of the sector they
are supposed to regulate.

Ample evidence suggests that regulatory capture is indeed widespread and takes a variety of
forms. The Big 5 accounting firms were reduced to the Big 4 with the criminal indictment of
Arthur Andersen in 2002 and the firm’s ultimate collapse. The vacuum created by the demise of
Arthur Andersen and, ironically, the constraints of the Sarbanes-Oxley Act of 2002 (SOX), i.e.,
the unlinking of audit and consulting services, have contributed to increased market power for the
remaining Big 4 firms. One negative aspect of this increased market power is the reluctance of
government regulators to indict any of the Big 4 for criminal actions, creating moral hazard.
Corporate executives, government regulators and politicians have all expressed concerns about
the lack of choices that large public companies have when selecting a public accounting firm. In
response to these concerns, the U.S. Congress, as part of the Sarbanes-Oxley Act of 2002,
required the General Accounting Office, now the General Accountability Office (GAO), to
examine the effects of the consolidation on competitive forces, audit costs and quality, and audit
independence in the public accounting industry.

Since the initial charge by Congress for the GAO to examine the market structure of audits for
large public companies, the GAO has issued two reports, the first Public Accounting Firms:
Mandated Study on Consolidation and Competition (GAO, 2003) and a second Audits of Public
Companies: Continued Concentration in Audit Market for Large Public Companies Does Not
Call for Immediate Action (GAO, 2008). Among other findings, both of these reports stated that
the Big 4 audit 97% of all public companies with sales between $250 million and $5 billion
dollars (GAO, 2003, 2008). Dominance by the Big 4 is global in scope, not just a U.S.
phenomenon. Affiliates of the Big 4 are also the largest auditing firms in Turkey, South Korea,
India and the Philippines. The Big 4 audit all of the Financial Times Stock Exchange (FTSE) 100
companies in England (Simms & Oram, 2002). They also audit more than 80% of the public
companies in Japan and two-thirds of those in Canada. According to the International Accounting
Bulletin, they hold over 70% of the European market by fee income (The Economist, 2004).
Although the collapse of one of the Big 4 firms could have dire consequences for participants in
the financial markets, it appears that the GAO has discounted the impact of not only the current
lack of competition facing the Big 4 but also the possible capture by the Big 4 of government
regulators charged with the oversight of the accounting profession.

The authors provide anecdotal evidence that the capture of accounting regulators by special
interests is a global phenomenon. The Satyam case is presented as an example. Societal
implications of moral hazard are discussed and in the last section, the authors discuss the
implications for the public interest and propose alternatives for accounting regulators and their
“captured” mindset.

Evidence of Regulatory Capture: Too Large to Indict

When the U.S. government deems that a company’s failure would have significant ramifications
for the national economy, elected officials make the argument that the company is “too big to
fail.” This reasoning is used to justify government bailouts and, in some cases, the loosening or
repeal of regulatory policies. The bailouts of Chrysler in the late 1970s and Long Term Capital
Management in the late 1990s provide examples (Cunningham 2006). More recently, the U.S.
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Treasury loaned in excess of $700 billion to several of the nation’s largest financial institutions
and other large non-banking companies such as American Insurance Group, General Motors and
Chrysler. Once again, government officials argued that the failure of these large corporations,
either together or individually, would have a dire negative impact on the economy. Once the “too
big to fail” mentality becomes the modus operands of government, large firms may get a “leg up”
on their smaller competitors. In other words, government regulators give the special interests
favorable differential treatment.

In July of 2002, the Financial Economists Roundtable met to discuss the crisis in corporate
governance, auditing and accounting that followed the scandals at Enron, Adelphia and
WorldCom. As part of their deliberations, the attendees asked...“might they [the Big 4] perceive
that they were ‘too-big-to-fail’ and, consequently, have incentives to engage in moral hazard
behavior?” (Journal of Applied Finance, 2002) Perhaps the engagement in moral hazard
behavior came sooner rather than later. Recently, global financial markets were sent into a
tailspin by the subprime mortgage crisis. One of the first investment banks to fail as a result of
this crisis was Lehman Brothers. On December 21, 2010, Andrew Cuomo, New York Attorney
General, filed a lawsuit accusing Ernst & Young (E&Y) of helping Lehman Brothers hide its
declining financial health for several months before its implosion in September 2008. Cuomo’s
suit against E&Y is a civil suit, not a criminal indictment like the one brought against Arthur
Andersen, and may, as many suggest, be settled out of court. E&Y responded by stating that the
Lehman bankruptcy resulted from a series of unprecedented adverse events in the financial
markets. A spokesman stated that E&Y stood by its December 31, 2007 audit of the company
(Frean and Spence, 2010).

A couple of observations are in order. First, the Arthur Andersen (AA) effect appears to be
impacting regulators. Once AA was served with a criminal indictment, SEC rules prohibited the
firm from auditing SEC registered companies. As a result, most of its large clients (and some
partners) left AA in search of one of the other four international audit firms. Regulators learned
their lesson. Repetition of this scenario with E&Y would create turmoil in global financial
markets which are just now beginning to show signs of recovery from the subprime mortgage
crises. Regulators have decided to bring a civil indictment against E&Y rather than a criminal
indictment, allowing the firm to continue auditing its SEC clients. Second, the disintegration of
one of the remaining Big 4 firms would result in an audit services market that would be even
more concentrated than it is today. An increase of just 50 points in the Herfindahl-Hirschman
Index (HHI) would put the accounting industry in violation of antitrust guidelines (Sloan 2010).
Feldman (2010) estimated that the failure of E&Y would add 733 points to the HHI, unacceptable
to the Department of Justice’s Antitrust Division. Regulators may punish E&Y with significant
monetary fines and perhaps suspend them from accepting new clients for a short period of time,
but regulators and those clients seeking the services of one of the Big 4 accounting firms want
E&Y to survive. Once again, it appears that one of the Big 4 accounting firms is too big for a
regulator to protect the public interest, i.e., serve E&Y a criminal indictment.

Global Phenomenon: the Satyam Case

The Satyam scandal highlights the importance of securities laws and accounting regulation in
emerging markets. It provides insight into the problems that emerging markets face when they
transition from locally controlled corporations to globally traded corporations. There is wide
consensus that emerging markets must strive to create a regulatory environment in their securities
markets that fosters effective corporate governance. India has managed its transition into a global
economy well, and although it suffers from corporate governance issues, it is not alone as both
developed countries and emerging countries experience accounting and corporate governance
scandals (Winkler 2010).
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In October 2009, the World Bank accused Satyam of installing spy systems on its computers and
stealing assets and issued an eight-year ban against the company. In December 2008, Ramalinga
Raju, the Chairman of Satyam, announced that Satyam would spend $1.6 billion to purchase
Maytas Properties and Maytas Infrastructure, two companies unrelated to the information
technology field. Efforts in this direction were withdrawn under pressure from shareholders who
viewed the transactions as an attempt to siphon money out of Satyam into the hands of the Raju
family since the Raju family held a larger stake in Maytas Properties and Maytas Infrastructure
than it did in Satyam. On December 30, analysts with Forrester Research advised clients to stop
doing business with Satyam because of the fear of widespread fraud. Satyam hired Merrill Lynch
to advise it on ways to increase shareholder value. On January 7, just hours before Mr. Raju
disclosed the fraud, Merrill Lynch sent a letter to the stock exchange indicating that it was
withdrawing from its engagement with Satyam because during the course of its representation it
learned of material accounting irregularities (Winkler 2010).

Mr. Raju claimed that he overstated assets on Satyam's balance sheet by $1.47 billion. Nearly
$1.04 billion in bank loans and cash that the company claimed to own was nonexistent. Satyam
also underreported liabilities on its balance sheet. Satyam overstated income nearly every quarter
over the course of several years in order to meet analyst expectations. The results announced on
October 17, 2009 overstated quarterly revenues by 75 percent and profits by 97 percent. For the
third quarter, Satyam reported 50.4 billion rupees ($1.03 billion) of cash and 3.76 billion rupees
of earned interest that were fictitious. Receivables were overstated and liabilities were
understated by 4.9 billion rupees and 12.3 billion rupees, respectively.” Numerous bank
statements were created to advance the fraud and bank accounts were falsified to inflate the
balance sheet with balances that did not exist. The income statement was inflated by claiming
interest income from the fake bank accounts. Fake salary accounts were created and the money in
them was appropriated after the company deposited the salaries. The company's global head of
internal audit created fake customer identities, generated fake invoices against their names to
inflate revenue, forged board resolutions and illegally obtained loans for the company. It also
appeared that the cash that the company raised through American Depository Receipts (ADRs) in
the United States never made it to the balance sheets (Kahn 2009).

Global auditing firm PWC audited Satyam's books from June 2000 until the discovery of the
fraud. PWC signed Satyam's financial statements and was responsible for the numbers under
Indian law. Cash is one of the easiest accounts to audit. The question of how the audit of a cash
account failed to disclose a shortage of $1.03 billion dollars remains unanswered. The auditors
also did not independently verify with the banks in which Satyam claimed to have deposits
(Winkler 2010). Suspiciously, Satyam also paid PWC twice what other firms would charge for
the audit, which raises questions about whether PWC was complicit in the fraud. Furthermore,
PWC audited the company for nearly 9 years and did not uncover the fraud, whereas Merrill
Lynch discovered the fraud as part of its due diligence in merely 10 days. Missing these red flags
implied either that the auditors were grossly inept or in collusion with the company in committing
the fraud. PWC initially asserted that it performed all of the company's audits in accordance with
applicable auditing standards (Winkler 2010).

Immediately following the news of the fraud, Merrill Lynch terminated its engagement with
Satyam, Credit Suisse suspended its coverage of Satyam, and PWC came under intense scrutiny
and its license to operate was revoked. Coveted awards won by Satyam and its executive
management were stripped from the company (Agarwal and Sharma 2009). Satyam’s shares fell
to 11.50 rupees on January 10, 2009, their lowest level since March 1998, compared to a high of
544 rupees in 2008. In the New York Stock Exchange, Satyam shares peaked in 2008 at US$
29.10; by March 2009 they were trading around US $1.80. Thus, investors lost $2.82 billion in
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Satyam (BBC News, 2009). Criminal charges were brought against Mr. Raju, including: criminal
conspiracy, breach of trust, and forgery.

Although Mr. Raju initially asserted that he acted alone in perpetrating the fraud, the Indian
authorities also charged Mr. Raju's brother, the company's CFO, the company's global head of
internal audit and one of the company's managing directors. Indian officials acted quickly to try
to save Satyam from the same fate that met Enron and WorldCom, when they experienced large
accounting scandals. The Indian government appointed a new board of directors for Satyam to try
to save the company. The Board worked diligently to bring stability and confidence back to the
company to ensure the sale of the company within the 100-day time frame assigned by the Indian
Government. The Securities and Exchange Board of India (SEBI) appointed a retired Supreme
Court Justice, Justice Bharucha, to oversee the process of an auction for Satyam and instill
confidence in the transaction. Several companies bid on Satyam on April 13, 2009. The winning
bidder, Tech Mahindra, bought Satyam for $1.13 per share—Iless than a third of its stock market
value before Mr. Raju revealed the fraud—and salvaged its operations (Dagar 2009).

There were also several civil charges filed in the U.S. against Satyam by the holders of its ADRs.
Both civil and criminal litigation cases continue in India and civil litigation continues in the
United States. The SEC and the PCAOB fined the affiliate, PW India, $7.5 million in what was
described as the largest American penalty ever against a foreign accounting firm (Norris, 2011).
According to President of the Institute of Chartered Accountants of India (ICAI), “The Satyam
scam was not an accounting or auditing failure, but one of corporate governance. This apex body
had found the two PWC auditors prima-facie guilty of professional misconduct.” The Central
Bureau of Investigation (CBI — India), which investigated the Satyam fraud case, also charged the
two auditors with “complicity in the commission of the fraud by consciously overlooking the
accounting irregularities”. The Registrar of Companies report in India, stated that the directors
and senior officials at Satyam, sold shares ahead of the fraud revelation by Mr. Raju.

The firm, which trades on the New York and Bombay Stock Exchanges, is required to file
financial reports with the SEC. After news of the scandal hit the airwaves, PW India issued a
press release and stated that its audit was conducted in accordance with applicable auditing
standards and was supported by sufficient audit evidence. In 2008, the Public Company
Accounting Oversight Board of the U.S. (ZPCAOB) had inspected selected audits of PW India, but
the PCAOB’s findings were not released.

The Big Four — Deloitte & Touche LLP, Emst & Young LLP, KPMG LLP and
PricewaterhouseCoopers LLP — have long distinguished themselves from second- and third-tier
assurance services firms by marketing themselves as global entities with specific-industry skills
that international companies need in highly competitive markets. The Big Four boast of their
numerous global affiliates and tout the efficiency and responsiveness of these affiliate offices to
current and potential clients. These global professional services firms state that their affiliate
offices provide a global network with tens of thousands of employees who can meet the
accounting, auditing and consulting needs of the world’s largest companies. In essence, the Big
Four sell the idea of a global affiliate network as “we are family,” with each affiliate office
working together to take care of the needs of their international clients. Ironically, the Big Four
quickly disavow this “we are family” concept when a problem surfaces in one of their affiliate
offices. When an audit failure occurs, the international offices of the Big Four issue public
statements reminding accounting regulators that the numerous firms which comprise their
affiliate networks are legally independent. In Satyam’s case, the PWC affiliate was PW of India.
When news of the Satyam scandal broke, PWC’s international headquarters office in London
quickly distanced itself from PW of India and stated that local Indian affiliate offices had
conducted the Satyam audit.
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These PW India affiliates were Lovelock & Lewes, Price Waterhouse Bangalore, Price
Waterhouse & Co. Bangalore, Price Waterhouse Calcutta and Price Waterhouse & Co. Calcutta.
The US Securities and Stock Exchange Commission (SEC) eventually sanctioned these five PWC
affiliates and fined them $10 million, the largest fine the SEC has ever issued to a foreign-based
accounting firm (www.indianexpress.com). Upon payment of the fine, PW India stated that it
neither admitted nor denied wrongdoing in the Satyam case. The PWC affiliate emphasized that
no American accounting regulator “found that PW India or any of its professionals engaged in
any intentional wrongdoing or was otherwise involved in the fraud perpetrated by Satyam
management.” The PCAOB barred two PW India accountants from taking part in audits of
American companies but said it did so because they had refused to cooperate with its
investigation. The $10 million fine, however, pales in comparison to the losses suffered by
Satyam investors and creditors. PWC’s affiliate gladly paid the fine. PWC still has its Indian
affiliates in spite of the fact that “PW India failed to conduct even the most fundamental audit
procedures” (Scarboro 2011). PWC still advertises the expertise and skill set of its global
affiliates found in 159 countries and 776 cities. Given the “slap on the wrist” that PWC received
from accounting regulators, a skeptic might ask if PWC and its global affiliate network, which
comprise the world’s largest professional services firm, have become too big of an international
player to indict for its audit of India’s Enron. Further compounding PWC’s troubles, was the
business relationship between PWC and Satyam in the U.S. Both firms worked on a major IT
contract for Idearc, a spinoff of telecom firm Verizon. Because Satyam shares are quoted on Wall
Street, SEC rules prohibit auditors from having business relations with their clients. U.S.
regulators have yet to take action against PWC. Once again, is this lack of enforcement related to
PWC’s size and the impact that the failure of a Big 4 firm would have on the global financial
marketplace?

Moral Hazard Behavior: Societal Implications

One form of moral hazard behavior may be less quality audits. The absence of quality audits
increases the probability of audit failures. Auditor silence in the face of inordinate corporate risk
taking may also imply moral hazard behavior on the part of auditors. Such actions by auditors are
more than a social issue such as the environment or sustainability. The failure of one large,
publicly traded bank or brokerage house may set up a chain reaction that brings global financial
markets to the brink of ruin (Roth, 2008). The collapse of The Bank of Credit and Commerce
International in 1991, Barings Bank in 1995, and Bear Stearns and Lehman Brothers both in 2008
provide examples. Each of these collapses rattled the financial markets and spurred global
anxiety. Governments and financial regulators around the world coordinated their efforts to
prevent panic and to resolve the financial crisis (Nanto, 2009).

The attitude of the Big 4 toward their social responsibility for quality audits or alerting a board of
directors to an unhealthy level of financial management risk is more than just about the
reputational capital of the Big 4. It has implications for world-wide financial stability. Writing on
the great financial crash of 1929 in the United States, J.K. Galbraith saw the crash as a symptom
of a wider problem. Galbraith believed that the world of finance was incapable of expressing even
the most basic and necessary self-criticism. “The sense of responsibility in the financial
community for the community as a whole is not small,” he observed, “it is nearly nil” (Galbraith,
1955). Turner (2006) noted the fact that Big 4 firm-on-firm peer reviews never resulted in a
negative or qualified report on one of the major international accounting firms, and had engrained
a culture in which one firm had agreed not to tell on the other. When Galbraith’s observation is
combined with Turner’s statement, marketplace stakeholders could question if the Big 4 view
audit quality with a critical eye.
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Neither the global community nor government regulators can afford for the Big 4 to disregard
legal, regulatory and ethical standards. Galbraith (1955) also posited that regulators were part of
the problem rather than the solution. They were, he thought, vigorous in their youth, moving to
complacency in middle age, until they became in old age either senile, or arms of the sector they
are supposed to regulate. A major concern in the marketplace is over the possible demise of one
of the remaining Big 4 firms, especially if one of the firms faces a criminal indictment. Friedland
(2004) noted that the break-up of Arthur Andersen unfolded in a relatively smooth manner. With
this in mind, the authors posit that rather than forming the mentality of “too concentrated to
indict,” government agencies, particularly the SEC, should inform the Big 4 and large
corporations that the agency has formed a mentality of “here is the plan” in case one or more of
the Big 4 are brought to court on criminal charges.

Endnotes
! http://www.economist.com/businessfinance/displayStory.cfm?story id=12898777

? http://www.bloomberg.com/apps/news?sid=aov_laRpSmno&pid=20601109
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IMPROVE THE TARGET PRICE PERFORMANCE
BY THE ENHANCED COMPANY VALUATION
TECHNIQUES

Yanfu Li, Lincoln University
ABSTRACT

The target prices issued by analysts have often been suspected by the market participants and
most of them actually have been found unachievable. This study investigates the underlying
reasons for the underperformance of the target price and attempts to improve its reliability via
the enhanced valuation methods. First, this study improves the performance of the target price by
enhancing the discount rate estimation method. An expanded CAPM model which contains the
shrunk beta, beta-adjusted size premium and firm-specific risk premium has been suggested to
estimate the cost of equity. In this model, the sum of the risk-free rate and the industry systematic
risk premium is actually the average required return on large-cap public equity in a particular
industry, then adding an beta-adjusted average size premium to reflect the average incremental
return on micro-cap peer group, finally the premium to represent the firm-specific risk is added
to arrive at the cost of equity for a particular (smaller) company. In addition, this study
recommends a target price-based multistage Gordon growth model as another cost of equity
estimation method. This method adapts the consensus target price as a proxy of the intrinsic
value per share to better consistent with the assumption of basic Gordon growth model. Second,
due to the limits of absolute and relative valuation models and the different industries have
differing characteristics, this study proposes a so-called industry-specific combined valuation
approach which not only takes advantage of the benefit from the combination of the absolute and
relative models, but also consistent with the unique features of different industries. Third, this
study presents an enhanced target price setting method and provides effective solutions to the
common but unsolved question faced by many equity analysts: how to combine a range of value
estimates when more than one model are used in the valuation. The partial least square
regression approach has been recommended to combine various value estimates, this approach is
more logical than the recent weighted average method and easy to use, automatically generates
time-varying weights and allows the users to customize it by adding or removing any model to
satisfy specific valuation needs. Besides, the Bayesian triangulation approach has also been
suggested as an alternative method to deal with a range of value estimates. After that, the case-
by-case adjustments of combined value estimate have been emphasized and recommended to
better reflect the expected highest price level. Fourth, this study distinguishes the value estimate
with target price (the target price is actually the value estimate after qualitative adjustment), a
reliability testing technique has been introduced to test the performance of both value estimate
and target price. This technique measures the performance of the value estimates based on their
accuracy and explanatory power, and tests the reliability of the target prices by classifying them
into five explicit recommendation groups and then measure their reliability respectively. This
reliability testing technique can also be used to test the reliability of target prices issued by equity
analysts, it helps investors to better understand the information contained in the equity reports
and better measure the performance of equity analysts.

JEL: GI12,G14,C10

KEYWORDS: Target Price Performance, Enhanced Valuation Methods
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EXPORT MARKET ORIENTATION, INTERFIRM
COMMUNICATION, INTERFIRM COOPERATION
AND EXPORT PERFORMANCE

Olimpia C. Racela, Mahasarakham University, Thailand
Amonrat Thoumrungroje, Assumption University, Thailand

ABSTRACT

The purpose of this study is to assess the role of export market orientation on interfirm
communication and cooperation, and ultimately, on export performance. Drawing upon the
resource-based view, cognitive structures in social psychology, and relationship marketing theory
a conceptual model is developed and relationships are tested empirically from a sample of 242
exporters based in Thailand exporting products that represent 10 industries. Structural equation
modeling was used to analyze the data and to determine the relations between these major
constructs. The results show that exporter market orientation is strongly related to
communication frequency and communication quality. However, only communication quality is
related to cooperation, which in turn is positively related to export performance. These results
have significant theoretical implications for academics of international business and practical
implications for Thai exporters.

KEYWORDS: Export market orientation, exporters, communication quality, communication
frequency, interfirm cooperation, emerging market

INTRODUCTION

Exporting is a key activity in most economies, particularly in emerging markets. Many academics
and practitioners have encouraged exporting firms to become more market orientated so as to
develop the necessary organizational capabilities that can lead to better knowledge of export
markets. In addition, with the emergence of the relationship marketing paradigm, relational
behaviors of the exporter-importer dyad have been given a significant amount of academic
attention in the past decade (e.g. Lages et al., 2005, Lages et al., 2009, Nguyen & Nguyen, 2010,
Racela et al., 2007). Although valuable insights have been gained from such prior studies, there
has been very limited attention given to relationship determinants, such as those relevant to
interfirm communication.

Communication has long been recognized as a relational driver in seller-buyer relationships
(Griffith, 2002, Palmatier, 2008). However, much of the relationship marketing research literature
has downgraded the role of communication to a minor component of relational behaviors. There
is prior research to suggest that interfirm communication serves as a primary driver to sustaining
business relationships, with empirical support found from studies conducted in manufacturer-
retailer contexts (e.g. Holden and O’Toole, 2004), industrial marketing settings (e.g. Denize and
Young, 2007) and business partnerships (e.g. Gray, 2005). Consideration of interfirm
communication in export market ventures has only recently been posited in the international
marketing literature (e.g. Oh and Moon 2010). A deeper understanding of the communication—
relationship behavior link in an exporter-importer context would be worthwhile, especially since
engaging in such behaviors may involve considerable organizational resources.

This paper aims to fill this void in the marketing literature by examining the role of interfirm
communication and relational behaviors in the export market orientation—export performance
relationship. Although the export marketing literature has identified numerous relationship
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constructs (e.g. Leonidou and Kaleka, 1998, Sutton-Brady, 2001), we specifically focus on
examining the role of communication quality, communication frequency and the relational aspect
of interfirm cooperation. Our selection of these behaviors is based on their noted significance in
the existing literature, and the sparse attention they have been given in the exporter-importer
business relationship. The context of this study is Thailand, which is an emerging market that is
highly dependent on exports. The country’s exports account for roughly two-thirds of the
country’s GDP. As a result of the global economic slowdown that began around mid-2012,
Thailand’s export growth from January-August 2013 reached a mere one percent, well below the
target of 7.0-7.5 percent (Sriring and Thaicharoen, 2013). Given the importance of the export
sector to Thailand’s growth and the challenges Thai exporters face under a dynamic and fast
changing global environment, this study is not only timely, but provides valuable insights into
firm resources and behaviors that influence the export performance of Thai firms. Thus, our study
contributes to the international marketing literature in two major ways. First, it delineates the
concept of communication from that of relationship, in line with a more detailed perspective of
the two distinct sets of behaviors. Second, our study empirically examines the mediating effects
of communication and relational behaviors that have received little attention in the export market
orientation literature.

Conceptual Model and Hypotheses Development

The development of the conceptual model shown in Figure 1 takes an interdisciplinary approach,
integrating several different theoretical perspectives, including the resource-based view (RBV) of
the firm, cognitive psychology and relationship marketing theory. The model conceptualizes
exporter market orientation as an antecedent of communication frequency and communication
quality, which then lead to interfirm cooperation, which in turn has an influence on export
performance.

Figure 1: Conceptual Model

)
H1a | Communication H2
i Quality
Export Market Interfirm Export
Orientation Cooperation Performance
)
H1b . | Communication H3
Frequency

Export Market Orientation

Export market orientation refers to the activities that firms perform in their efforts to incorporate
the marketing concept into their export operations (Cadogan, Kuivalainen and Sundqvist, 2009).
Behaviors that are associated with an export market orientation include export-focused
intelligence generation, intelligence dissemination, and responsiveness to export market
intelligence, which influences the firm’s ability to develop and offer superior value for its export
customers (Cadogan, Diamantopoulos and Siguaw, 2002). Much of the strategy and marketing
literature recognizes market orientation as an essential marketing capability or strategic marketing
resource that has the potential to enable a firm to gain a positional advantage and to achieve
superior firm performance (e.g. Hult and Ketchen, 2001). According to the resource-based view
(RBV) of firms, resources that are valuable, rare, inimitable, and nonsubstitutable enable the firm
to better perform strategic actions that create a competitive advantage and ultimately enhanced
firm performance (Wernerfelt, 1984, Barney 1991). When an organization adopts and implements
a market orientation, albeit an export market orientation, it adopts an information processing
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perspective, thereby making a market orientation an indigenous key market-based asset in the
form of unique customer and competitor market intelligence that enable the firm to achieve
superior performance (Morgan, Vorhies and Mason, 2009).

A review of prior research on the export market orientation—export performance link reveals that
the relationship is generally a positive one. More recent studies of export market orientation have
focused on examining specific organizational processes through which it influences performance.
For instance, Murray, Gao and Kotabe (2011) found that marketing capabilities (i.e. pricing
capability, new product development capability, and marketing communication capability)
mediate the export market orientation-performance relationship while competitive advantages
(i.e. low-cost advantage, differentiation advantage) partially mediate it. Similar studies have been
conducted to examine the mediating role of relational behaviors (i.e. relationship distance,
cooperation, dependence) (Racela et al., 2007), and relationship quality (e.g. Lages et al., 2009,
Nguyen & Nguyen, 2010). This paper follows this line of inquiry and considers the exporter’s
market orientation as an antecedent of other organizational behaviors rather than as a direct
determinant of export performance.

Interfirm Communication

Interfirm communication, therefore, can be defined broadly as the amount, frequency, and quality
of information shared between exchange partners (Mohr and Sohi, 1996). Successful interfirm
exchanges, which are highly contingent upon good, frequent communication (Bleeke and Ernst,
1993). Generally, communication as a concept is often described as a multidimensional global
construct. However, much of the prior research examines only the dimension of communication
frequency. Although this dimension has been defined in several ways, in this paper, interfirm
communication frequency refers to the number of contacts made between members of the
different parties (Mohr and Nevin, 1990). ‘Good’ communication corresponds mainly with the
concept of communication quality. Many studies in relationship marketing have identified
communication quality as a dimension of a relationship construct. For instance, in the context of
supplier-buyer relationships, Roehrich, Spencer and Florence (2002) find the emergence of a
‘communication quality’ dimension as part of their exploratory study of the relationship
atmosphere construct.

Inadequate communication with exporters has long been identified as a major problem facing
importers (Katsikeas, 1995). Views of cognitive structures from the field of social psychology
may be useful to explain the communication interaction between an exporter and its overseas
distributors. Cognitive structures describe the basic mental processes people use to make sense of
information and give meaning to it. When people with different cognitive structures engage in
interpersonal communication, their differences in knowledge and of meanings often necessitates
greater communication effort to ensure sufficient encoding and decoding of transmitted messages.
In a study of manufacturer-retailer relationships, Hakkio and Laaksonen (1996) found that
differences in the product meanings between manufacturers and those of its retail customers
facilitated more meaningful and frequent communication for the purpose of clarifying and
reconciling product meanings into a shared and common understanding.

In an exporter-importer relationship where cognitive knowledge structures may differ, greater
communication quality and more frequent communication interaction could be more prevalent.
Firms with a strong export market orientation would engage in a form of organizational
information gathering and processing that enhances information quality and information
utilization. This information processing enables the exporter to familiarize itself with the general
cultural peculiarities and specific social exchange norms of its importers. Highly export market
oriented firms are not likely to keep their key importers at arms-length, but rather, would engage
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in more relevant and frequent communications and interactions with them in order for both
parties to gain a common understanding of the foreign market in which the importer is more
knowledgeable and the exporter is less familiar. Therefore, the following is hypothesized:

Hla: Export market oriented firms will have a higher degree of communication
frequency with their overseas distributor.

Hl1b: Export market oriented firms will have a higher degree of communication quality
with their overseas distributor.

Communication Quality, Communication Frequency and Interfirm Cooperation

Cooperation can be broadly described as the process of several parties working together to the
same end. Definitions of cooperation found in the marketing literature are consistent with this
broad description (e.g. Morgan and Hunt, 1994, Leonidou, Katsikeas, and Hadjimarcou, 2002).
The underlying themes of these definitions of interfirm cooperation are that it is a process by
which individuals, groups and organizations come together, interact and that they form
psychological relationships for mutual gain or benefit (Smith, Carroll and Ashford, 1995).
Cooperation is often included in marketing studies as a component or an item of a higher-order
relationship construct, such as relationship quality (Lages et al 2005, Lages et al. 2009) or
relationship atmosphere (Roehrich et al., 2002), implying that cooperation is distinct from other
relationship marketing constructs such as power, conflict, coordination, trust, and commitment.

Communication between two firms is a necessary element of relationship-building. Based on the
relationship marketing paradigm (Morgan and Hunt, 1994), communication helps to build trust
between firms and provides the information and knowledge that is required in order for
cooperative activities to take place. In exporter-importer relationships, cooperation is shaped by
particular norms of behavior, which may differ between the two parties, particularly when
cultural or psychic distance is large. Such differences present major challenges in exporter-
importer relationships to achieving a productive level of cooperation. However, in a study of
international trade intermediaries, it was found that frequent, bi-directional and informal
communication between firms improves cooperation (Balabanis, 1998). Based on this discussion,
the following hypotheses are advanced:

H2: Exporter-importer communication frequency has a positive relationship with
interfirm cooperation.

H3: Exporter-importer communication quality has a positive relationship with interfirm
cooperation.

Interfirm Cooperation and Export Performance

Interfirm cooperation reflects expectations that the parties have about working together in order
to achieve mutual and individual goals jointly. Firms may be motivated to cooperate with their
business customers or strategic partners in order to gain certain benefits such as stretching their
resources, enhancing their knowledge, reducing their costs and improving their performance in
general. Based on the RBV, a firm that is resource-constrained may engage in interfirm
cooperation to overcome related barriers to the firm’s growth (e.g. Zhang et al., 2010). In an
exporter-importer context, an exporter may be resource constrained in terms of market or
financial resources, while an overseas distributor may lack its own manufacturing resources. In
essence, the exporter and their overseas distributor share their resources, with the exporter sharing
its inventory and the importer sharing its market knowledge or financial resources. Accordingly,
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the RBV encourages interfirm cooperation as a means for firms to grow with the aid of a partner
firm’s resources (Combs and Ketchen, 1999).

In terms of the influence of cooperation on firm performance, much of the empirical evidence
supports a positive influence, with a few exceptions of studies that find mixed results. For
instance, Horta, Brito and Brito (2009) find that a firm’s cooperation with its customers positively
influenced firm growth (i.e. market share), but cooperation did not have any influence on the
firm’s profitability. However, in the international marketing literature, the view that exporter-
importer cooperation would have a positive influence on the exporter’s firm performance has
been supported by several prior studies (e.g. Jungbok, 2011, Racela et al., 2007). As a result, it is
hypothesized that:

H4: Interfirm cooperation has a positive relationship with export performance.
RESEARCH METHODOLOGY

The Thailand Exporter Directory, which lists over 4,000 firms, was used as the sampling frame
for this study. Our questionnaire was sent to identified informants of a randomly selected 445
export firms, most of which were situated in the greater Bangkok metropolitan area. From the
initial mailing, 253 questionnaires were returned for a response rate of 56.8 percent. Six
questionnaires had excessive missing values and were dropped from further consideration in the
analysis. The final sample is 247 SBUs within 174 companies representing over 10 industries. A
comparison between ‘first-two weeks’ and ‘after-two weeks’ responses on several firm
characteristics indicated that nonresponse bias was not a concern in this study (Armstrong and
Overton, 1977). Table 1 presents the sample characteristics.

Table 1: Sample Characteristics

Characteristic Proportion (no.) n=247
Functional Area of Respondent
Top-management (e.g. Owner, SBU head, GM, MD, V.P.) 47.8% (118)
Export 23.1% (57)
Marketing 14.2% (35)
Sales 9.7% (24)
Logistics 1.6% (4)
International 1.6% (4)
Other (e.g. IT, Accounting, Product design) 2.0% (5)
No. of full time employees
1 to 60 38.1% (94)
61to 120 18.6% (46)
More than 120 43.3% (107)
Industry
Garments, Textiles, and Clothing 44.1% (109)
Automotive Parts/Accessories 15.0% (37)
Electronics, Electrical Products and Parts 13.8% (34)
Construction/Industrial//Machinery & Equipment Products 7.7% (19)
Chemicals/Medical Supplies/Hygiene Products 57% (14)
Household/Consumer Products 5.7% (14)
Agriculture/Food Products 44% (1)
All others (i.e. Gems/jewelry, Gifts/Handicrafts) 3.6% (9)

Questionnaire Development and Construct Operationalization
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A back translation procedure was employed to translate the original English language scales to
Thai in order to ensure conceptual and functional equivalence (Cavusgil and Das, 1997). The
question sequence and item wording in the questionnaire were refined by a pretest of 10
managers and marketing experts.

Existing measures were sought and adapted for this study. All multi-item constructs were
measured using a 7-point scale. Export Market Orientation (EXPORTMO) was measured from
the 32-item MARKOR scale of Kohli, Jaworski and Kumar (1993), with the items being adapted
to suit the context of an export firm. The EXPORTMO scale was used as a second-order
construct, with three first-order factors: Export intelligence generation (EXPINTGEN)
comprising 10 items, Export Intelligence Dissemination (EXPINTDISS) comprising 8 items, and
Export Responsiveness (EXPRESP) comprising 14 items.

For the exporter’s interfirm interactions, the respondent was instructed to refer to a key overseas
distributor (i.e. importer) of the firm. Communication Frequency (COMMFREQ) was measured
by a single-item ratio scale in terms of the average number of personal contacts the exporter
makes with the importer within a year. Communication Quality (COMMQUAL) was measured
using the 5-item scale of Roehrich et al. (2002), which indicates the degree to which
communications with the importer are amiable and clear. Interfirm Cooperation (INTERCOOQP)
was measured by the 6-item cooperation scale developed by Roehrich and Spencer (2003), which
indicates the extent to which the exporter works closely, shares technical and commercial
information and has compatible goals with the importer.

Export Performance (EXPPERF) was measured using 4-items to assess the exporter’s
performance in terms export sales, export market share, export profits, and rate of new market
entry in relation to the exporter’s major competitors.

Data Analysis and Results

An initial check of the data revealed five outliers, which led to the omission of those responses
from the analysis. From confirmatory factor analysis (CFA), items with factor loadings below
0.50, mostly items that were reverse-worded, were dropped from further analysis. Four items
were used to measure EXPINTGEN. Four items were used to assess EXPINTDISS. Five items
were used to measure EXPRESP. Each of these three refined components shows acceptable
internal consistency: EXPINTGEN (a = .71), EXPINTDISS (a = .81), and EXPRESP (a = .78).
The measures of each component were summated and used as indicators for the EXPORTMO
latent construct. In aggregate, the EXPORTMO construct has adequate internal consistency (o =
.62). Of the six items used to measure INTERCOOP, two were dropped. The CFA measurement
model including EXPORTMO, COMMQUAL, COMMFREQ, INTERCOOP and EXPPERF was
estimated using AMOS v.17. The factor loadings of each individual indicator on its respective
construct are statistically significant (p < .001), presenting support of the dimensionality and
convergent validity of the constructs (Anderson & Gerbing, 1988). Additional analysis of
correlations between items satisfied the » = .85 cutoff (Garson, 2001), indicating the model
demonstrates adequate discriminant validity. Overall, the results indicate that the measurement
model fits the data well and the constructs possess adequate measurement properties for further
analyses. The construct descriptive statistics and correlations are presented in Table 2.

Table 2: Construct Descriptive Statistics and Correlation Matrix

Construct Items Used Mean Std. Dev 1 2 3 4 5
1. EXPORTMO 3 4.80 .87 0.62
2. COMMQUAL 5 4.96 1.10 0.35%%** 0.81
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3. COMMFREQ 1 13.95 22.21 0.09 0.12* -
4. INTERCOOP 4 491 1.17 0.46%** 0.62%** 0.14%* 0.78
5. EXPPERF 4 451 1.22 0.36%** 0.22%** 0.10 0.31%** 0.87

¥*%p <0.01; ¥*p <0.05; *p <0.10 Cronbach’s alphas are placed in the diagonal.

Structural Model Estimation and Results

Having achieved satisfactory fit in the measurement model, the structural model was then
analyzed. A direct path from EXPMO to INTERCOOP was included in the model although it is
not hypothesized. The EXPMO-INTERCOOP parameter estimate is intended to serve as a
baseline to compare direct and indirect effects of EXPMO on INTERCOOP. Path coefficients
were estimated using max1mum likelihood estimation. The overall fitness indices suggest good fit
for the construct model (X a1y = 230.36, p < .01; GFI = .90; TLI = .91; CFI = .93; RMSEA
=.067).

Table 3: Summary of Results for Hypotheses Testing

Expected Standardized
Hypothesis Sign Regression t-value Results
Hla: EXPORTMO -> COMMQUAL + 0.45 421 Supported
Hlb: EXPORTMO -> COMMFREQ + 0.16 2.07 Supported
H2: Commqual -> Intercoop + 0.64 6.87 Supported
H3: Commfreq -> Intercoop + 0.02 0.47 Not Supported
H4: Intercoop -> Expperf + 0.39 523 Supported

Empirical support was found for all but one of the proposed hypotheses. Specifically, Hla, which
predicted that export market orientation would have a positive relationship with communication
quality, is supported with a highly significant effect (0.45, p < .01). Hlb predicted that export
market orientation would have a positive relationship with communication frequency. Moderate
support is found for Hlb (0.16, p < .04). H2 predicted a positive relationship between
communication quality and interfirm cooperation, which is supported with a highly significant
effect (0.64, p < .01). H3 predicted a positive relationship between communication frequency and
interfirm communication. The data provided no support, with a nonsignificant effect (0.02, p >
.10). Finally, H4 predicted a positive relationship between interfirm cooperation and export
performance. H4 is fully supported through a highly significant effect (0.39, p <.01). The results
of the hypotheses testing are presented in Table 3. The additional path of the direct effect of
export market orientation on interfirm cooperation is highly significant (0.35, p <.01).

DISCUSSION AND CONCLUSION

This study was motivated by a desire to gain a better understanding of the relationships between
export market orientation, interfirm communication, interfirm cooperation, and export
performance. In doing so, we integrated the resource-based view, perspectives of cognitive
structures from social psychology, and relationship marketing theory to justify the relationships
among our constructs of interest. Our interdisciplinary approach contributes to the fields of
strategic management, international marketing, and relationship marketing. Our study found that
highly export market oriented firms engage in higher levels of communication frequency and
communication quality with their major overseas distributor. This indicates that exporters with a
strong market orientation have fewer misunderstandings, easily reach agreements on contract
terms, provide sufficient attention to and conduct a higher number of personal meetings per year
with their overseas distributor. While interfirm communication quality has a strong positive
relationship with cooperation in terms of the exporter and importer working more closely
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together, the importer more willingly sharing technical or commercial information, setting
compatible goals with one another, and putting cooperation before one another’s short-term
profits, communication frequency did not. In other words, our data indicate that the number of
personal meetings that the exporter has with its overseas distributor is in no way related to
interfirm cooperation. Lastly, our findings are consistent with much of the prior research,
revealing a strong positive relationship between cooperation and firm performance, at least in
terms of the Thai exporter achieving export sales, export market share, export financial
performance, and export market entry at a level higher than their competitors.

These results also present two additional meaningful practical insights for Thai managers. One
implication of the results is that exporters should establish a high level of cooperation with their
overseas distributor since cooperation positively contributes to firm export performance. An
exporter’s cooperation with their overseas distributor can be improved when the exporter focuses
on communication behaviors that foster clear and relevant information exchanges, which are
based on the exporter’s acquired and utilized market intelligence. The other implication of these
results is that exporters must focus on ‘quality’ rather than ‘quantity’ in communication behaviors
and interactions with their overseas distributors. Export market oriented firms are better off
engaging in purposeful personal meetings (i.e. quality communication) rather than making
personal contacts with their overseas distributor perhaps merely for the sake of ‘keeping in
touch.” Excessive or unnecessary personal meetings between the exporter and the importer may
simply increase the exporter’s administrative or selling costs as well as serve as a misallocation of
resources (i.e. time, effort) that could be better spent elsewhere in the export operation.

Limitations and Directions for Future Research

Although the findings of this study have provided useful insights for academics and managers,
several limitations should be kept in mind. First, although the empirical evidence provided
support for most of the hypothesized relationships between the variables, the cross-sectional
nature of the data cannot be used to establish such relationships over time. Replications of this
study and longitudinal research methods can help to determine the existence of any temporal
impacts. Second, the nonsignificant result of the relationship between interfirm communication
frequency and interfirm cooperation should be given further attention. Though our study could
not identify why the data refutes theory, future consideration of other potential moderating
variables, such as those relating to cultural differences (e.g. psychic distance) or industry
characteristics (e.g. industry type) may lend valuable insights. Third, the study has only examined
the perspective of the exporter. A multiple response method from both parties would provide a
richer understanding of the dyad relationship.
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UNDERPRICING THE PRIVATIZED STATE-
OWNED EGYPTIAN ENTERPRISES: WAS IT
MISLEADING?
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ABSTRACT

According to the poor performance of the State-owned Privatized Egyptian enterprises. And, as
many studies proved the negative influence of underpricing these initial public offerings on the
Enterprises value. This study therefore, examined the relationship between Underpricing and the
informational content of the Initial Public Offerings enterprise's statements. We conducted this
study on 53 State-owned Egyptian Enterprises Privatized during the period (1994/2010) and,
collected All Data needed from Published Statements. By using Correlation and Multiple
Regression, we found: (1) the key determinants interpreting Initial returns were: Volatility,
Proceeds, Offer Ratio, and Timing. (2) The Egyptian Government attracted and compensated
investors to participate by Underpricing to cover the whole offer. (3) Signaling, Winner Curse
Explanation, and Timing participate at interpreting Initial returns respectively.

JEL: G020, G120, G240, G320

KEY WORDS: IPO stock price, Underpricing, Information Asymmetry, Winner curse, Timing,
Signaling, Offer Ratio, Privatization, IPO’s Poor Performance

INTRODUCTION

By 1990, The State-Owned Egyptian Enterprises portfolio consisted of 260 enterprises making
profits and 56 enterprises making losses. It is worth mentioning that this portfolio financed from
the government budget. Despite achieving LE 1.2 Billion as a superficial profit, the accumulated
losses were LE 47 Billion (PSCU, 2002). So, this poor performance of The Egyptian public
enterprises prompted the Government to improve it by carrying out the Privatization program at
the early of 1991. However, not only had the program made a slow progress, but it also couldn't
get the consent of the public opinion. Then, many voices rose and referred the program failure to
the reduced prices these enterprises have sold by. So, this created a long and serious controversy
over the effectiveness of this program. This argument was that we used to draw our main research
question: Does the Initial Public Offering stock price reflect the informational content of the
Initial Public Offerings enterprises’s financial statements? To answer this question, this study
mainly focuses on the initial public offerings or IPOs as an effective tool for privatization. Any
entity wants to issue its capital or part of it; firstly it must value its performance to reveal it to the
potential investors in the market.

Many studies showed the issuing firms underpriced their stocks before issuing. So, at the first day
of trading on their stocks, they have found achieving high initial returns. These high initial returns
began to decline as time passed and finally, causing sharp declines in performance at the long run
(Ritter, 1998, Matecon, Poon, 2009). Regarding to the privatized state-owned enterprises, it have
found to achieve high initial returns too ( Perotti, Oijen, , Tinbergen Ins 1999, Al-Gezeri, 2001).
Many studies showed several explanations interpreting these initial returns. For example; (Rock,
1986) interpreted the underpricing and initial returns as remuneration for the ex-anti uncertainty
of the issuing firm. Benvensite, Wilhelm (1997) backed them to the desire of the issuing firm or
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the desire of the underwriter for compensating the informed investors who revealed their
information. Reuter (2004) interpreted the underpricing using the agency concept. He found the
issuing firm had to underprice its stock when selling it to the underwriter considering it as a proxy
of the cost of this relation regarding to the agency problem. None of these studies addressed the
full explanation for why the issuing firm underprices their stock before issuing direct. The value
of this study lies in two main contributions. The first is interpreting the short run phenomenon
which has a bad impact at the long run in the Egyptian context. In other word; why the issuing
enterprise underprices its issue resulting in high initial returns which declines after a while and
causing the poor performance at the long run. And the second is examining the actual reason lies
behind the ineffectiveness of the Egyptian privatization program. We put four goals to answer
the main research question. First, measuring the initial returns as a proxy for underpricing for the
state-owned enterprises privatized by issuing IPOs. Second, determining the key factors which
may interpret the initial returns. Third, testing the relationship between the initial returns
measured in the first goal and the key factors explored in the second goal. Fourth, exploring
practices that took place in the Egyptian market and the extent of its agreement with the theory of
finance.

We find that: (1) the initial returns of the privatized companies is .036%. (2) The key
determinants interpreting Initial returns were: Volatility, Proceeds, Offer Ratio, and Timing. (3)
The Egyptian Government attracted and compensated investors to participate by Underpricing to
cover the whole offer. (4) Signaling, Winner Curse Explanation, and Timing participate at
interpreting Initial returns respectively. The remainder of the paper is organized as follows. The
next section discusses the relevant literature to the theories interpreting the underpricing
phenomenon. Next in the third section we discuss the data and methodology used in this study.
The fourth section next we discuss the results .Ending our paper with our conclusion.

LITERATURE REVIEW

There were many theoretical explanations interpreting the underpricing phenomenon. Ljungqvist
(2006) divided them into two main approaches; one imposes information asymmetry as a
condition. And the other approach does not need that. The first approach addressed the
information asymmetry between the main participants in the issuing process, in other word the
issuing firm, the investors, and the underwriter. Rock (1986) introduced the Winner curse
Explanation and argued the issuing firm underpricing to compensate the two types of investors;
the informed investors and non-informed investors. It underpriced to compensate the informed
investors to make them stop doing efforts and producing information about the value of the issue.
It compensated the non-informed investors by underpricing because of their lack of information
about the value of the issue. From another perspective, (Benvensite, Wilhelm, 1997) interpreted
the underpricing as a compensation for the informed investors who revealed their private
information about the potential demand of the issue. Consequently the issuer could make changes
in the price range according to this information in the preliminary prospectus as the Information
Revelation Explanation. Reuter (2004) interpreted the underpricing using the agency concept.

He found the informed participant here was the underwriter so, the issuing firm had to underprice
its stock when selling it to the underwriter considering it as a proxy for the cost of this relation
regarding to the agency problem. Another explanation introduced by (Welch, 1989) argued the
issuing firm was the informed participant. So, it did know its performance well and underpriced
its issue to give the market positive signs about its solid performance. So, he linked between the
level of underpricing and the existence of succeeding secondary offerings. He found them related
positively. The other theoretical explanations do not impose existence of information asymmetry
as a condition. Ljungqvist (2006) pointed out to the Tonic's explanation (1988). He argued that
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investment banks became after passing a banking law at 1933 more cautious in case of accepting
the underwriting of small offering, they seemed avoiding any Legal accountability in case the
offering became overpriced. Another explanation provided by (Ruud, 1993) who found the initial
return consisted of two parts. One represented the real initial return and the second was resulting
from the price supporting activity. The underwriters tended to support the price when falling
under the issuing price.

All theoretical explanations discussed above imposed that all participants in the issuing process
are rationale. So, (Welch, 1992) introduced the cascades explanation. The issuing firm or the
underwriter underpriced the offering more for the earliest investors who participated and
subscribed first to affect with their optimistic opinion about the issue on the next investors. Then
the later investors affected in their turn with their opinion on investors next to them. Loughran
and Ritter (2002, 2004) pointed out to the prospect theory as it can predict the increases in the
level of underpricing for the next periods. This explanation tried to interpret changes in the level
of underpricing as time passes. So, (Loughran, Ritter, 2004) showed the higher the market returns
raise, the higher the initial returns achieved for a period ranging between one to two months after
issuing. The investor sentiment was introduced by (Ljungqvist, Nanda, signs, 2006) as another
behavioral explanation for underpricing in which the issuer exploited investors optimism about
the future of the issuing company performance and picked up their demand which driven under
the demand curve and thus set a high price for the issue.

According to that a large number of investors buying in large quantities until the price had risen
and thereafter, they sold their shares. It is noted from the previous discussion the essential role
played by the underwriter of the IPO. But it is worth mentioning that the role of underwriter in
the Egyptian market differs from his counterpart in other markets. The only role of the
underwriter in the Egyptian market is being a broker who markets the offer. If the offer is not
fully covered, he must turn it back to the issuer as in the case of this study. These underwriters are
under control of the government and thus the interpretation of the agency problem does not exist
here. Therefore, the study will focus on testing the winner curse hypothesis, the signaling
hypothesis and the Timing hypothesis.

DATA AND METHODOLOGY

Hypotheses

Ritter (1998) found that most initial public offerings issued in more than 25 countries around the
world as America, Canada, Brazil, Singapore, Germany underpriced. And all achieved initial
returns at the first day of trading. In the context of privatization, the issues were underpriced and
the level of underpricing is much higher than the other IPOs. ( Perotti, Oijen, , Tinbergen Ins,
1999 and Al-Gezeri, 2001). So, we can draw the first hypothesis:

Hy: there is a significant differentiation between the mean of initial returns of Egyptian Sate-
owned privatized Enterprises and the mean of Market returns. Loughuran and Ritter (2004)
proved the positive relationship between Returns on Equity before issuing and initial returns,
while (Barber, Lyon, 1997) used returns on Assets to capture the operating performance avoiding
any effect from the capital structure decisions. Su (2004) also, found a negative relationship
between the initial returns and the degree of leverage, but he did not interpret it as a signal of a
solid performance of the issuing firm. On the contrary, he interpreted this negative relation as a
signal of the poor performance of the issuer.

To capture the operating efficiency of the issuing firm and as once the firm issue completed
successfully it will be a market oriented after issuing, so we can measure its operating efficiency
through examining the relationship between its size as a proxy to the operating efficiency.
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Despite the consensus of most studies on the negative relationship between the issuer size and the
initial returns, (Al-Gezeri, 2001) argued that size cannot interpret the initial returns in the context
of privatization. Jovanic, Rousseau (2003) examined the purpose of issuing and found that if the
purpose from issuing was to raise a new capital, the Tobin Q ratio then, can interpret the issuing
behavior especially the secondary issue.

Adding to these potential proxies the book value of equity to the market value of equity ratio, as
(George, Huang, 2009) proved that despite the lower degree of leverage and the lower potential
of financial distress, the book value of equity to the market value of equity ratio remained
keeping its significance in interpreting the initial returns. And they argued this ratio can capture
the risks of exposure about existing financial distress rather than risks of the financial distress
itself. As for the age of issuer, despite agreeing most studies the older the issuer was, the lower
the ex-ante uncertainty was (Lewellen, 2006,); age cannot interpret the initial returns of the state-
owned privatized enterprises (Al-Gezeri, 2001). Type of industry also could interpret the initial
returns as if the industry was new, the issuer expected to underprice more to remunerate the
potential investors the inability of gathering information about the industry (Sherman, Titman,
2002). Adding to all proxies mentioned above what (Lie, Masulis, 2007) founded. They found
investors have different beliefs about paying out dividends which affect the returns to become a
high volatile. So, we can expect a positive relationship between volatility and initial returns as
(Kumar, 2010) founding's. Despite all factors discussed above were used as proxies for the ex-
ante uncertainty, none of these studies introduce a full explanation for underpricing. This
prompted others to think about the ex-post uncertainty as (Falconieri, Murphy, Weaver, 2009)
and found a significance relation. So, we can draw the second hypothesis:

Hg: Basic IPO Enterprises’s Characteristics have a significant impact on Initial Return of the
Egyptian

Sate-owned privatized Enterprises

Hp,: Profitability has a significant impact on Initial Returns.

Hg,: Solvency has a significant impact on Initial Returns.

Hg;: Operating efficiency has a significant impact on Initial Returns.
Hp4: TQ has a significant impact on Initial Returns.

Hps: BM: EM has a significant impact on Initial Returns.

Hps: Industry Classification has a significant impact on Initial Returns.
Hp7: Volatility has a significant impact on Initial Returns.

Hps: Age has a significant impact on Initial Returns.

Beatty and Ritter (1986) found the positive relationship between the inverse of proceeds and the
initial returns. And (Kumar, 2010) interpret that as the higher the issue size, the higher the
analysts following it, the lesser the guessing side of the returns manipulation, the higher
possibility of issuing a secondary offerings. Chemmanur (1993) pointed out to the issuer as the
most informed participant in the issuing process, so, it tended to underprice as a positive signal of
its solid performance. Perotti and Oijen (1999) , Al-Gezeri (2001) and found the higher the
Offering ratio was, the higher the solid performance of the issuing firm. And this had its
reflection on the government desire to expand the ownership. Kenourgrous, Papathasiou, Rafail
(2007) used the coverage ratio as a proxy which reflected the investors perception about the
offering was underpriced. So, we can draw the third hypothesis:

Hc: Basic IPO Offering’s Characteristics have a significant impact on the initial returns of the
Egyptian Sate-owned privatized companies.

Hc,: The size of the offering has a significant impact on Initial Returns.

Hcy: The offer Ratio has a significant impact on Initial Returns.

Hcs: The existence of secondary offering has a significant impact on initial returns.
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The issuer may exploit the times the market is nourishing to issue his offering. In other word
there were times the investors were optimistic about the future returns in the market. As these
optimism increases, the price of the issue became away from the fair price and rose. Then the
issuer carried out the issuing. And it can be inferred through the accumulated returns achieved by
the market during month before the issuance. (Loughran, Ritter, 2004). So, we can draw the third
hypothesis:

Hp: Timing has a significant impact on Initial Return of the Egyptian Sate-owned privatized
companies.

The dependent variable of this study is the initial return was computed for 60 trading days
beginning from the first day of trading as all previous studies did as follows:

Initial Return

_{Pit - Pit-1 }

IR;; Pi,t-1 (1
Where;

P,; = the closing price for the firm I, at date t

P;.1 = the offer price at first then ,Using the closing price of the firm I, at date t-1

The Accumulated Initial Return

Acc IR ~tPt - PO )
> Pi,0
(2)
Where;
P,y = the closing price for the firm I, at date t

P,y = the offer price

The Adjusted Initial Return with Change in Market Index computed firstly, by using the Egyptian
financial supervising authority Index we computed Percentage of Change in the Capital Market
Index by:

C{It - Tit-1 }

IRewr Ti,t—1

Where;

IRy = Percentage of Change in the Capital Market Index
L = The Capital Market Index at date t
li;1 = The Capital Market Index at date t-1

Second, we computed the adjusted initial Return with change in Market Index by:

Adj-IRCMI = IRi,t - IRemn

3)

The Adjusted Initial Return with Change in Sector Index First, by using The Egyptian financial
supervising authority Sector Index we computed Percentage of Change in the Industry Sector
Index by:
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(It - It-1 )
Iit—1

IR g
Where;

IR;5; = Percentage of Change in the Industry Sector Index

L = The Industry Sector Index at date t

Lii1 = The Industry Sector Index at date t-1

Second, we computed the adjusted initial Return with change in Sector Index by:

Adj.IRig = IR, - IRy 4)

The study has 3 independent variables; Basic IPO Enterprises’s Characteristics, Basic IPO
Offering’s Characteristics, Timing. We measured the basic IPO enterprises’s characteristics by
using the following:
Profitability:
ROE= Return on Equity= % (Net Profit ~ Book Value of Equity)
ROA= Return on Assets= % (operating profits= Book Value of Equity)
Sales= Annual Sales= Natural Logarithm for net sales
Net Income= Natural Logarithm for net income
Operating Income = Natural Logarithm for operating income
Solvency: Liquidation Ratio = (Current Assets+ Current Liabilities)
Degree of Financial Leverage=

DOL,= (Book value of debt before issuing +Book Value of Equity)

DOL,= (Book Value of debt before issuing + Net Assets); Net Assets= (Total Assets-(Accounts

Payable+ any other current liabilities)
{Book value of debt } )

DOL,= ( {Book valu of debt+Market valu of Equity}

Market Value of Equity= total number of common shares X the annual closing price
Operating Efficiency: Assets Turn over=

AT,= %[ operating Sales+ (Book value of equity + Long term Debt) |
AT,=%| operating Sales+ (Market value of equity + Long term Debt) |

Total Assets = Natural Logarithm of Book value of total assets
= Market Capitalization for assets= (number of issued stocks* annual closing price)

Tobin Q= TQ=[ Market value of Equity+ substitution cost of Equity] ; Where substitution cost of
Equity is the Book value of Equity.
Book Value of Equity: Market Value of Equity [BE: ME] =

Total Assets — (Total liabiliteis + Def fered Taxex)
Total number of common stocks X the annual closing price
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Age: the natural logarithm for the difference between issuing data and the birth date for the
issuer

Industry Classification: we talked in to account the industry classification by computing the
adjusted initial return with Change in the Sector Index. Volatility : as a proxy of the ex-ante
uncertainty and computed as the standard deviation for the initial returns for 30 trading days after
beginning the trading on the stock Liquidity: Stock turn over as a proxy for the ex-post
uncertainty =

the value (number) of the traded stocks for a specific firm at time t

Total Value (Number) of the same spicific firm at time t
The second independent variable: Basic IPO Offering’s Characteristics:

Proceeds: Natural Logarithm for the proceeds of the offerings (kimaz, 2000, Khalid, Nasr, 2007),
The inverse of the proceeds (Beatty and Ritter, 1986)

the value (number) of the issued stocks for a specific firm at time t

Offering Ratio =

Total Value (Number) of the stocks for same spicific firm at timet

Dummy Variable for existing of any secondary offerings: talked value of (0) if the firm did not
issue any secondary offerings, and value of (1) if the firm issued a secondary offering The third
independent variable: Timing: The standard deviation for the market return for 30 trading days
before the issuing direct began with the day thirty and ended with the day before issuing. We used
the Capital Market Index of The Egyptian financial supervising authority. This study conducted
on the Egyptian state-owned enterprises privatized between (1994-2010). Issuing a public
offering was the basic condition for any state-owned enterprise to be considered in the
community of this study. Despite the total numbers of the state-owned enterprises issued public
offerings was 64 enterprises, we used 53 state-owned enterprises due to the availability of data
needed to Make the necessary statistical analyzes. All data needed was a secondary data in
published statements for each enterprise and in its prospectus which we obtained from the
Egyptian Stock Exchange and from the Egyptian financial supervising authority. To test the
hypotheses drawn above and perform the statistical analysis such as Pearson correlation analysis
and Stepwise Multiple regression, we used the statistical software SPSS 18.0.

RESULTS AND DISCUSSION

Results of testing the first hypothesis showed there was a significant differentiation between the
mean of initial returns of Egyptian Sate-owned privatized Enterprises and the mean of Market
returns at (0.05) significance level. The initial returns mean were (0.036%) and this consisted
with the previous studies conducted in the privatization context. When testing the second
hypothesis we found Volatility contributed mainly in interpreting the initial return. The enterprise
size, turnover rates and degree of financial leverage registered serious consequences which may
predict with an existence of a serious internal problem in the enterprise. But this effect
disappeared after controlling for the industry sector effect. This result pointed out to a conclusion
there are certain sectors affect the overall performance of the market. We cannot consider the
enterprise age a measurement interpreting the initial return.

We also found sales, return on equity and return on assets contributed to the interpretation of the
initial return. This result suggests doing a future research examining the existence of any earning
management in these enterprises. We may say that the winner curse explanation could be
considered appropriate in interpreting the initial return. For the third hypothesis, we found
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that no relation between conducting secondary offerings and the initial return. But we can
consider the proceeding is the second key determinant after Volatility interpreting the initial
return and thus the underpricing phenomenon. As the higher the proceeding was, the higher the
risks were of being the government not able to cover the whole issue. So, many marketing efforts
will be required. We can conclude from the low offering ratio and its significant relation with the
initial return the government carried out the privatization program gradually. Last, we found a
significant and a positive relationship between timing variable and the accumulated initial return
only. All results are significant at level of (0.05%) or less.

CONCLUSION

This study aimed to address the real reasons behind the poor performance of Privatized state-
owned enterprises in the Egyptian market. Our foundation was (1) the initial returns of the
privatized companies is .036%. (2) The key determinants interpreting Initial returns were:
Volatility, Proceeds, Offer Ratio, and Timing. (3) The Egyptian Government attracted and
compensated investors to participate by Underpricing to cover the whole offer and to reduce the
uncertainty of these offerings because of their ex-ante poor performance in other word before
issuing. (4) Signaling, Winner Curse Explanation, and Timing participate at interpreting Initial
returns respectively.
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THE GAME-CHANGERS: EXPLORING
RADICALLY TRANSFORMATIONAL
CHALLENGES CONFRONTING EDUCATION
BUSINESS LEADERSHIP

Karen Starr, Victoria Teachers Mutual Bank

ABSTRACT

This paper highlights the radical and rapid changes occurring at all levels of education that are
having a profound impact on educational leadership, governance, business and administration.
These far-reaching transformations include: competition from a rapidly expanding unregulated
private sector, the international impact of de-regulation; the demise of union power, secure
education jobs, time-honored hours and working conditions, constant, rapid education policy
change and the proliferation of open access technologies which are rendering physical education
campuses less relevant or obsolete. The paper suggests that at this stage in history we are
witnessing game-changing forces that are fundamentally altering educational provision, the
nature of education work, the education workforce, educational outcomes, educational
leadership, governance and business. Most importantly, it argues that educational leaders and
education business managers need to be ready for them and more instrumental in policy debates
arising in their wake. The paper concludes with ideas for responsive action from education
business leaders.

JEL: H830; 1210; O33
KEYWORDS: Education Game-Changers; Education Business; Educational Change

INTRODUCTION

Worldwide, education is BIG BUSINESS. From kindergarten to higher education, from basic
training to the most sophisticated professional learning, from knowledge transfer to knowledge
creation — no matter what form it takes, where it is conducted or at what level — education
globally is a multi-trillion dollar industry (Everett, Johnson and Madden, 2007). Education
employs millions of people and entails countless assets to supply the world’s insatiable appetite
for learning consumption and production. With formal education requirements expanding to
subsume much of our individual lives and knowledge being in constant need of updating,
education is now an ongoing, lifelong pursuit. The overwhelming scale of demand for education
across the globe is staggering, heightening the impetus for significant transformation at a time
when universal primary education for all the world’s children has still not been achieved (Brown,
2011). There will never be a time when education ceases to be an expanding and integral
component of life and work (Starr, 2012).

Right now, however, educational institutions are experiencing enormous flux and change, the
likes of which have never been so wide reaching and disruptive. Powerful and pervasive
impetuses for change are significantly altering the status quo, prevailing customs, current
thinking, long-held traditions and assumptions, and the way societies work and do things.
Concomitantly we are witnessing education policy and practice transformations that may be
colloquially referred to as ‘game changers’ or ‘rule breakers’. For the purposes of this paper a
‘game-changer’ is defined as: “an event, idea, or procedure that effects a significant shift in the
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current way of doing or thinking about something” (Oxford Dictionary). Education is a
globalized activity, and the impact of globalization provides a rationale for the game-changers
and their rapid emergence. Globalization has intensified international economic competition
spurring governments to increase national growth, productivity, efficiency and knowledge yield
via a well-educated, innovative workforce and citizenry. Education is seen to play a major role in
enhancing the nation’s competitiveness and productivity in a global marketplace (e.g.
Productivity Commission, 2013). As a result, education policies throughout the developed world
have increasingly subsumed economistic imperatives. As a result of globalization, governments
of all persuasions have instigated structural reforms to align national education agendas with the
demands of intensified international competition. Education policy is, therefore, consistent with
the needs, values and underlying philosophy of market economics and neo-liberal political
agendas that valorize a clear set of premises and values: sovereign individualism, competition,
consumer choice, institutional differentiation, innovation/entrepreneurialism, cost efficiency,
user-pays principles, small government and institutional autonomy. In this context, governments
(state and federal) and education “consumers” (parents and students) require greater transparency
and more information to aid choice and accountability in autonomous, locally managed
institutional arrangements, hence the introduction of comparative education websites (e.g.
Australia’s My School website that broadcasts the statistics and test results of every school in the
nation). After the catastrophic and ongoing effects of the global financial crisis (GFC) in 2008,
education has been even more clearly in the sights of governments as a major vehicle for
economic reform, national productivity and growth.

A reinvigorated and fortified /aissez-faire free market economic and neo-liberal policy hegemony
is rapidly changing the operations and behaviors of educational programs and institutions.
Education’s role in national economic fortunes has assumed primacy over its individual, civic or
social benefits (Reid, Gill & Sears, 2010; Smyth & Shacklock, 2004). Education is a contested
and highly political realm of social life. Reforms are “deeply political”, and raise questions about
the fundamental purposes of education (Woods, 2008, p. 80). Globalization has had a profound
effect, forcing education institutions to rethink their operations and behaviours as the world
becomes smarter, faster and smaller (Bush, 2008). In the face of globalization, education is as
fallible and vulnerable, yet as propitiously and opportunely placed to benefit as any other
essential human enterprise. Through the forces of globalization, education everywhere confronts
new challenges and uncertainties (Held & McGrew, 2004), although there are opportunities:
decisions about what to do, how and when rest with educational leaders. In order to achieve
positive outcomes, there are ‘wicked’ determinations to be made at the local level (Kets de Vries,
2001).

LITERATURE REVIEW

A general literature search will attest to the assertion that ‘the business of education’ yields very
little — mostly texts about Business Education. A literature review revealed research that relates to
aspects of the current study, but none that traverses the same territory in its entirety.Researchers
covering complementary terrain include Bonk (2009) whose book The World is Open: How Web
Technology is Revolutionizing Education discusses developments in e-learning and e-demand.
This phenomena raises questions as to how much, if any, physical infrastructure in the way of
campuses and buildings, and features such as rigid timetables and on-site teaching staff may be
necessary for education to occur. In similar vein, Kamenetz (2010) suggests that e-learning and e-
demand are producing the DIY U (do-it-yourself university), with ‘edupunks’ and ‘edupreneurs’
creating coming shifts in higher education. Kamenetz’s research raises issues concerning
educational access and costs associated with traditional universities while focusing on inevitable
transformations created through interactive technologies while providing advice about DIY
education.
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Knight (2008) extends this theme by exposing the rapid changes that are occurring as universities
embrace internationalization and its attendant accouterments such as commercialization,
international institutional competition and quality assurance. Globalizing tendencies are changing
educational leadership, business and governance irrevocably, with universities traversing
uncharted territory as they respond to rampant change. Rothstein, Heywood, Adams & Scott’s
(2009) research focuses on the schooling sector and challenges current strictures around teachers’
employment, including remuneration, employment conditions, vacations, health and retirement
plans, as well as teaching mores, dominant education cultures and the practices of teacher unions
(see also Maslen, 2113). This book discusses increasing needs for educational performance
accountability and its implications, including methods of evaluating teacher performance and
payment by results. Likewise, Meister & Willyerd’s (2010) research on future work and
impending workforce needs canvass emerging employment/employee trends and the challenges
they present for employers. Like Rothstein et al (2009), the authors argue for drastic employment
changes, including increasing mobility, 24/7 global accessibility, flexible hours, work location,
contractual arrangements, and shifts in expectations around entitlements, promotion and
retirement age. Darling-Hammond (2010) raises the issue of closely the achievement gaps
between various classes and segments of American society, finding that current policies and
practices for educational equity in USA - including incessant testing regimes - are failing and
creating further problems. She posits why this is the case and proposes strategies for educational
reform based on improvements achieved elsewhere in the world.

While not solely focused on education, there is much research from the fields of economics and
finance describing their social influences that are also of relevant to this study. For example:
Shiller (2012) describes how finance can be used to create social good. He focuses on re-defining
and re-thinking finance and its role for a good society and interrogates the meaning of social
stewardship for positive social outcomes. Chomsky (1999) analyzes current policies underpinned
by neoliberalism and economic rationalism, the interests they serve and their social and
ecological consequences. Chomsky suggests that transformation towards equality will require
organized social and political activitism. To achieve similar ends, Sukhdev (2012) proposes new
business models to redress ‘market-centricity’ and problems associated with social inequalities,
environmental degradation and political interference in corporate life.

Watson & Freemand (2012) study the trends, opportunities and challenges presented by
relentless, rapid major change. They ponder possible future scenarios and potential problems
while suggesting social actors must actively shape the future to overcome looking problems and
to generate constructive, positive change. Winter (2012) writing on the same theme argues that
organizations must be nimble — adaptive, innovative and high-performing to survive in a volatile,
unpredictable global business environment and provides a ‘blueprint’ for coping with fast,
frequent change to achieve business agility. Currently, the “business of education” is not a
common research area. However, as education both recognizes and seeks to confront
unprecedented business challenges, there is a rapidly growing recognition of its importance by
governments, education systems and policy makers, educational boards and councils, students
and parents and the media.

DATA AND METHODOLOGY

This research involved interview and focus group data gathered from 2010 to 2013. Face-to-face,
semi-structured interviews and focus groups were conducted with 199 participants, digitally
recorded and transcribed.This study originally occurred in Australia but was broadened to
include information from the United Kingdom, the United States, Canada, South Africa and New
Zealand, through participation in international conferences for education business managers, and
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through the Association of School Business Officials’ International Aspects Committee.The
research is an exercise in grounded theory building (Glaser and Strauss, 1967), which supports
examination of individual standpoints within complex contexts. Grounded theory research
considers the inextricability of the macro- (international and national), meso- (state and district)
and micro- (institutional) connections and their effects on the experiences of individuals and
groups. Real life experience is the starting point, connecting individuals with broader structural
arrangements, such as global economics, government policies, national social issues and
historical events. In other words, large-scale social structures affect tangible realities that are
inseparable from contextualized practice or history (Ball, 1994). In this case, for example, micro-
level experience is where the business effects of macro and meso actions, innovations and
decisions are sensed and site-based responses instigated, with institutional experience being
influenced by local, systemic, national or global decisions and events. In grounded theory
building, theory is generated from the data gathered through an inductive process - a process
whereby emerging research insights are analyzed and continually tested, producing further
evidence and/or new theoretical insights (Corbin and Strauss, 2008). Data were categorized and
analyzed, with similarities and differences enabling the construction of propositions. As themes
emerged ‘loudly and clearly’ through the data, a theory or picture of the actual situation could be
produced. Thus a recursive relationship between data collection, analysis, and theory occurs
until the data are ‘saturated’ - that is when similar instances appear and re-appear over and over
again (Glaser and Strauss, 1967). Hence the iterative processes of developing claims and
interpretations within a grounded theory approach is responsive to research situations and the
multiple levels of meaning produced by the people in them (Gray, 2009). Finally, emerging
theories were compared with extant literature from across the world.

RESULTS AND DISCUSSION

The most often-cited game-changing challenges raised by interviewees are described below
under thematic headings and include the implications for educators and educational institutions.
As will be demonstrated, these game-changers are inextricably inter-linked and mutually
influential and often comprise paradoxical, inconsistent and contradictory tendencies. They are
altering or will alter education such that it will never be the same again, providing much grist for
important decision making in educational leadership, business and governance. The major
themes include the impact of increasing de-regulation in education, constant rapid policy change
and disruptive technologies.

De-Regulation and Default Autonomy

Increasingly governments are devolving authority and responsibility to the education site level.
Greater de-regulation and policies of ‘default autonomy’ refer decision-making, risk
management, accountability and liability to site leaders and governors. Proponents of expanding
‘devolution’ include those claiming such policies aid educational improvement, increasing
student learning attainment and raising standards (e.g. OECD, 2010). Opponents are cynical
about ‘default autonomy’ occurring simultaneously with downwards pressures on budgets and
upwards pressures on standards after governments themselves have failed on both counts — in
other words, ‘pushing problems down the line’ (e.g. Marginson, 2010).

Fewer government impediments to operations, however, come at the price of increasing
interventions in the form of new accountabilities, regulatory compliance and mandatory audit
reporting. Governments promoting autonomous educational institutions, “steer at a distance”
(Kickert, 1995), mandating policy agendas and quality assurance mechanisms, devolving all
operational activities to individual sites and averting risk through intensive regulatory,
compliance, audit and accountability schemes. Therefore, while bureaucracies may be smaller,
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government interventions in education are increasing. The current education funding focus is on
outputs rather than inputs; public-private partnerships and sponsorship; a ‘hand up’ rather than a
‘hand out’. Public investment in education is squeezed with constant Treasury pressures to
reduce education spending, while value-for-money (VPM) and return-on-investment are
highlighted. Previously dominant social democratic agendas have been marginalized, including
overt equity and social justice policies in education (although lip service is paid to them).

A corollary impact of de-regulation is the arrival of new players in the education market - a
burgeoning ‘for-profit’ sector with an escalating market share and a new labor supply of non-
qualified or semi-skilled and casually-employed staff. Some governments are contemplating
increasing this movement by appointing non-educators to be educational CEOs, replacing school
principals and academics in top education leadership posts (e.g. Preiss, 2013). The rise of nimble,
flexible, low cost, low bureaucracy, ‘for profit’ education providers in a deregulated market with
online or low rent changeable premises, movable product & incentivized enrollments are
challenging traditional educational institutions which are highly regulated, expensive to operate,
with extensive premises and infrastructure; tenured, unionized staff; rigid operational hours and
standard program offerings In the United States alone, this growing sector represents 8% of all
post-secondary enrolments as online education services burgeon (The Economist, 2010a).
Unregulated education markets such as the private tutoring industry, charging fees from $25 to
$100 per hour, are flourishing (Australian Broadcasting Corporation, 2011). Sponsors clamber
for naming rights and corporate social responsibility recognition, seeking reputational benefits
and future custom. There are public-private partnerships, cross-level education provisioning and
multi-service hub developments, which are changing the way education is delivered and
operationalized.

De-regulatory activities have also fuelled the internationalization of education, including the
enrolment of full-fee paying international students and a concomitant movement of students and
teachers across the globe. Education has thereby become a tradable commodity as international
student markets become critical to nations’ gross domestic product. International education
testing regimes and league tables for schooling and higher education (a huge education industry
in itself), provide measurable and comparable outputs as a barometer of educational
effectiveness. This exercise also assists potential international students in making choices about
where to study, which is significant in countries such as Australia where education is the nation’s
third largest export earner, and for the state of Victoria, the largest income earner.

Constant Rapid Policy Turnaround

Incoming governments focusing on short-term political agendas change the education policies of
their predecessors, often appealing to populist concerns through negative political and media
commentary. A general distrust of educators is perpetrated with criticisms generally concerning
‘provider capture’, inadequate standards, the need for “back-to-basics” programs or poor returns
on education investments. These disparagements serve to legitimate educational policy reforms
amongst education ‘consumers’ whose expectations are constantly growing. Politically appointed
bureaucrats ensure education policy aims and their implementation are pursued (a major change
since the days of permanent bureaucratic appointments serving the government of the day
irrespective of its political persuasion). Government funded ‘think tanks’ and independent
consultants assist the pursuit of goal achievement, policy legitimation and cost savings, amidst a
distrust of educational research emanating from independent university researchers. A
consequence is that education policy changes constantly which makes full implementation
impossible and policy effects inestimable while ensuring that educational institutions are
constantly responding to externally imposed change.
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With rapid technological innovation and stakeholders at every level and angle, emerging
educational responses are often un-tested and disruptive to conventional practices and
assumptions within educational leadership, business and governance. The longevity of formal
policies, business models and governance cycles has never been shorter and the work of
educational leaders, education business managers and governing councilors has never been more
uncertain, experimental and equivocal. Fluidity and constant major change is the new norm
making leadership and governance challenging, demanding and inherently riskier. Most
frustrating for educators are policies that “come and go”, wasting enormous amounts of energy
and taking time and focus away from teaching and learning. Further criticisms arise when policy
mandates paradoxically contradict each other and produce unintended consequences. For
example, interviewees spoke about cost-cutting policies (“efficiency dividends”) such as re-
engineered education workplaces, replacing people with DIY technology with the result that
efforts to raise productivity are frustrated. The use of technology in rapid policy upheaval
provides a segue into the final major game-changer — that of disruptive technologies.

Disruptive Technologies

This game-changer represents the largest challenge and concern for the educational leaders
interviewed. Research respondents were concerned about a general inability in education to
quickly adopt and adapt quickly enough to emerging disruptive technologies. Costs, capacity and
the adaptability of staff are hindrances to the current ‘Old World’ (industrial thinking), which is
increasingly outmoded and outdated, being replaced with New World, digital thinking and
networked behaviors. Education can’t keep up with constant change and innovation and is seen to
be still deep-rooted in the industrial factory age, with government policies reinforcing this
business model. Research commentators referred to the difficulty of promoting creativity,
problem-solving, critical thinking and teamwork in schools — New World skills — while
politicians are calling for ‘back-to-basics’ reforms and reinvigorated standardized testing regimes
that narrowly focus the curriculum on Mathematics, Reading and Science.

Unwittingly an insatiable appetite for testing and comparative world rankings is creating a ‘core-
and options’ curriculum, with the three test areas being ‘core’ and all other learning areas
‘optional’. This reversion to the 1960s elides arguments and constrains educational aims. These
aims include providing a broad and balanced education in all areas of knowledge during the
compulsory years of schooling, leaving specialization until senior secondary and tertiary years;
meeting the learning needs to diverse talents and interests; and developing students’ capacity to
apply knowledge to real world problems through interdisciplinary learning applications. The
proliferation of technologies enabling education to occur anytime, anywhere, on any device make
physical attendance in classrooms and lecture theaters unnecessary, although educators concede
that on-site attendance is beneficial, especially for the compulsory schooling years. One professor
said:

A new lecture theater has been built right next to the building where my office is located. It’s
beautiful — a magnificent piece of architecture and the technological equipment is amazing. It’s a
joy to be in and work in. BUT, last week was the first week of Semester. Of the 123 students in
my course, only 32 turned up... Why would they turn up when the lecture is recorded and can be
downloaded at any time? And it’s down hill from here because attendance goes down as the
semester progresses. Why are we are still building lecture theaters and wasting millions of
dollars? Our students are in a different era...Kurzweil’s (2005) prophecy about ‘singularity’
whereby technology and biology merge to augment our physical lives, senses and experiences, is
almost complete. We carry or wear digital devices that have transformed the world in every way,
providing constant access to reality and virtual reality. Technologies such as Google Glass, the
hands-free multi-function internet device worn like eyeglasses enables simultaneous reality and
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virtual reality experience, challenging the usefulness or necessity of traditional textbooks and the
didactic rote learning of facts. At the time of writing the release of this amazing development is
imminent, with global demands expected to rival the advent of smart phones and i-pads. Take-up
will no doubt be speedy as Google Glass becomes the next ‘must-have’ device. Social media
enables anyone with a web 2.0 enabled device to create, share and comment on content from
anyone anywhere else. Interviewees referred to Tumblr, Gowalla, Foursquare, Posterous,
Quantcast, Friendster, Fromspring, Quora.com, Hunch.com, Facebook and Twitter which are
consuming increasing amounts of students’ time while creating anxiety for many educators who
feel overwhelmed and out-of-date.

Educators were aware of emerging technologies that will be commonplace in no time. The advent
of 3D printing challenges traditional manufacturing, providing the means by which a massive
range of physical objects can be created onsite, tailored and individualized, as needed by anyone,
anywhere. The specter of 4D printing that enables material objects to change their properties like
chameleons to suit varying conditions (for example, glass could become opaque or transparent,
clothing could become cooler or warmer as required) will have even more impact. The first
generation of quantum computers are appearing - computers based on quantum mechanics that
have such enormous capacity, are so fast and powerful, they will challenge human intelligence as
they solve problems in seconds that would require eons through conventional computers. The
developers of this D-Wave technology admit themselves that it is difficult to imagine how
quantum computers or ‘genius machines’ will be used or their effects, but there is no doubt they
will and the impacts will be astonishing and inconceivable in terms of current understandings
about the world. The Kahn Academy offers free self-paced online courses, materials, resources
and assessment tools in a wide range of subjects at varying education levels and offers ‘badges’
for achievement. Massive Online Open Courses (MOOCs) are open-license e-learning courses
offered free of charge to anyone (without pre-requisites), anywhere in the world via the internet
that have rapidly swept through the global higher education landscape. MOOC:s are credited with
opening up Ivy-league universities and high-profile professors to the masses (Bohle, 2013). The
take-up of these self-directed courses has quickly run into the millions — faster than Twitter or
Facebook (Lewin, 2013).

The business model behind MOOCs might appear perplexing because the courses on offer cost
around $50,000 to produce (with videography being the biggest cost), still require staff to monitor
discussion forums, yet they are free to students. However, revenue streams can be generated
through licensing, assessment fees, fees for certificates of completion, provision of recruitment
data to potential employers, kick-backs from recommended text book sales, and through
generating recruits into degree courses through MOOC credits. Further revenues are being
canvassed through advertising or sponsorships on MOOC sites and through the development of
paid introductory and remedial courses. MOOCs enable students to ‘dip in and out’ of education
courses and coordinate the attainment of education credentials around their life events and
activities. Friedman (2013) sums up the fears of many interviewees when he says:

I can see a day soon where you'll create your own college degree by taking the best
online courses from the best professors from around the world ... paying only the
nominal fee for the certificates of completion. It will change teaching, learning and the
pathway to employment. There is a new world unfolding and everyone will have to
adapt.

While universities are currently the most affected by MOOCs, there are moves for their
introduction for school age children as a means of providing education in developing countries.
For example, Mitra (2013) asks, “What is going to be the future of learning?” to which his answer

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive | 271



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

is free, open courses in the cloud.

These enabling technologies are democratizing, empowering networks and friendship groups and
supporting people power. But there are downsides. Educators speak of increasing problems with
cyber-bullying and rising litigation for technologically created problems. Many young people are
living hyper-connected lives. Educators are concerned about continuous connectivity and
‘always-on’ tech-savvy lifestyles that are influencing students and their learning. Concerns
include students becoming easily bored or impatient with traditional teaching and learning
activities, needing ‘quick-fixes’, instant gratification and being disinclined towards deep-thinking
and time-consuming lengthy learning tasks. This new generation of students is challenging the
technological capabilities of many teachers, a fact highlighted by the OECD (2010).

The cost of technological provisioning which is quickly out-of-date is taking increasing
percentages of education budgets. Further worries for education business leaders concern privacy
and data security that are enormous new realms of risk to be managed. Finally educators are
aware that these game-changers raise the question — are educational institutions necessary? For
example, Michigan state is enabling students from Grades 5 — 12 to take two online subjects per
semester through Michigan Virtual University. And if we decide that schools, training colleges
and universities are necessary, how many are necessary?

Implications

In the high-stakes environment of educational leadership, business management and governance,
the overwhelming sense derived from the interviews was a sense of the demise of ‘the way we
were’ amidst concerns about ‘the way we are’ and ‘are becoming’. There is much fear and
anxiety about rapid, complex change and uncertainty. At the same time, there is optimism and
amazement about the possibilities inherent in these game-changing forces. It would be fair to say,
however, that feelings about being pushed outside of ‘comfort zones’ are having corporeal
effects.

Interviewees mentioned the need for educational institutions to collaborate more in order to
survive. Viability is strengthened through networks, federations, amalgamations amidst a larger
number of educational institutions going into receivership or closing; or the closure of less
popular courses or having to implement staff redundancies. Ironically, this need arises as there is
more competition between educational institutions and less co-operation as they battle for market
share and as educational leaders are consumed with issues about individual sites and not about
‘the system’. Simultaneously there are increasing calls for individualized student programming
(while the curriculum and assessment instruments are standardized) and for specializations across
education facilities. Interviewees argue that implementing ‘individuation’ policies is frustrated by
educators having less time and focus on teaching and learning as more time and effort is spent on
test ranking attainment and compliance mandates.

Educators believe that this testing emphasis is ‘dumbing down’ the curriculum and, ironically,
causing standards to drop. Teaching is being de-professionalized in the process with respondents
arguing that teachers are well aware of what students know and do not know — standardized tests
produce information that is already known within educational institutions. There were concerns
raised about the diminishing worth of education qualifications as the numbers of unemployed
graduates grow.

Cheaper ‘efficient’ provisioning makes education ‘mean and lean’ but staff cuts and redundancies
are occurring at the same time as education work is intensifying, with expectations of 24/7
availability, more unpaid out-of-hours work and reduced work-life balance. Educational
institutions are becoming more flexible to cater for twenty-first century lifestyles (for example,
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Free Schools in England establish operational hours and school calendars based on the needs of
working parents). Teleworking is being promoted in universities as a means of relieving car
parking and office space provisions and utilities costs. Ironically, devolved authority,
responsibility and default autonomy at the site level is perceived to create a center — periphery
power structure, relegating the position of educational leaders to that of perfunctory middle
managers with little time or incentive to pursue institutionally inspired major change.

CONCLUSION

Many ideas about responding to game-changing challenges were recorded in the research. These
mostly concerned areas for contemplation and action. These ideas are summarized below under
three main organizing themes for educational business leadership: discover, educate, advocate.
Discover:

e How worldwide pervasive changes are affecting and are likely to affect education.
e  What the challenges will mean for education business, education business models.
e The short, medium and longer term implication of challenges for educational institutions.
e Imminent and current education policy and take a position on how policy agendas should
change.
Educate

e Work alongside educational leaders and their national professional associations to form
alliances for policy change.
Educate educators about education business and business implications.
Overcome the education business ‘backlash’ (business is a ‘dirty’ word in education): re-
brand ‘business’ as the means by which education happens and demonstrates how
education business can improve education.

e Promote distributed leadership in education and demonstrate how the business side of
schooling can create more time for teaching, learning and educational leadership

Advocate

e Re-think the purposes of education: the economistic/vocational vision needs to be
balanced by notions about the intrinsic worth of education.
Take a proactive stance on education policy.
Develop alternative measures of institutional and student success and educational
‘quality’.
e Question the equity impact of education policies. Denounce assumptions about a ‘level-
playing field’ that underpin testing, rankings and institutional funding.
e Promote ‘prosumption’ in its broadest sense so that educational facilities, knowledge and
resources are more evenly shared and costs lowered.
Create commercial partnerships and networks for school sustainability.
Broadcast education’s good news and great achievements.
Refuse to implement policy that we know to be ‘bad’ — en masse.
Take political action, including making public pronouncements, political lobbying, press
statements and media announcements — telling it as it is and what is required to fix
problems (and pushing for fewer interventions, greater trust and not simply more
money).
e Stick up for education, educators, students — everywhere.
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The educational business leaders in this research argue most emphatically for a re-thinking of
educational leadership and education business, including the need for wrestling education out of
political realm and the short-term agendas of politicians, to pursue education business ‘for good’.
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THE INFLUENCE OF CULTURE, GENDER AND
EDUCATIONAL LEVEL ON ESCALATION OF
COMMITMENT: COMPARISON JAPAN AND
INDONESIA
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ABSTRACT

This study explores the effects of national culture, educational level and gender on willingness to
escalate commitment. Using samples of students in undergraduate of Japan and Indonesia, we
confirmed that the influence of culture were significant in explaining escalation of commitment.
Respondents from Indonesia are more likely to escalate their decision than Japanese. The other
results also show that gender and educational level also influence on escalation commitment.
Moreover, even the gender, based on regression, does not show the influence, however, we find
significantly different. We found that female tend to take riskier decision, compared it with male
after we compare the choices between male and female.

KEYWORDS: Escalation of Commitment, Hofstede’s Culture, Nationality, Gender, Educational
Level

INTRODUCTION

We extend the prior research by testing for the influence of culture and gender on an economical
behavior for judgment, which is escalation of commitment, between accounting students. They
would be the preliminary managers to make a decision for investment as well as auditors to
advise for their activity. If we can find the cultural influence on how people make decision in this
paper, it might give the possibility to develop good method to teach logical and ethical thinking
for students. The prior research regarding with the behavior of decision makers over incremental
resource to failing investments (“escalation commitment”), still limited in their generalizability.
One of the reasons is why it depends on truly differentiating the national culture of decision
makers. Prior studies have compared North America with Asian countries (such as Hong Kong,
Singapore and Taiwan) and US and Canada (Salter & Sharp, 1996), and found that agency and
framing effects were significant in explaining escalation of commitment. Curtis, Conover & Chui
(2012) examines the significance of national culture on ethical decision making and finds that
eastern countries consisted of Japan and China are higher than western countries, US and Mexico
in power distance as suggested by Hofstede. But that study does not give empirical evidence
based on differentiation between countries.

THEORY AND HYPOTHESIS

This study is organized by examining the effects of national culture, educational level and gender
on willingness to escalate commitment between Japan and Indonesia. Historically, Indonesian
education has been influenced by Japanese culture and tradition, because during the World War II
most Japanese teach Indonesian people the significance of education. Indonesian people still
remember in their minds the spirit of “education for all,” as a kind of ‘historical commitment’
based on the Japanese legacy. We suppose that Indonesian people might still remain the similar
spirit to Japanese. This paper is based on prospect theory. Prospect theory is a behavioral
economic theory and describes decisions between alternatives that include risk where the
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probabilities of outcomes are known (Kahneman & Tversky, 1979). The theory indicates peoples’
decisions based on the potential value of losses and gains rather than the final outcome, and that
people use interesting heuristics to evaluate these losses and gains. Rietveldt (2012) suggests that
there is no significance differences between women and men on the contestant’s decision, but our
suspicions are that the semifinal might play a role in this result. Five cultural dimensions by Geert
Hofstede (Hofsted & Hofsted, 2005) are taken in our research.

RESEARCH METHOD

Experiment is used to collect the data in this research. Several variables have manipulated to fit
with the research objectives. We have dependent variable, Escalation Commitment, and
independent variables are framing, adverse selection and culture. Those variables are measured
by certain measurements through the instrument. Each subject was given to indicate their
preference for making a choice on a ten scale point. 1 is strongly agree to stop X project (A
choice); and 10 is strongly agree to continue the X project (B choice). Dependent variable was the
score of escalation commitment from 1-10. The higher score shows the willingness respondent to
escalate their commitment.

RESULTS

We conclude that gender, nationality and level of education give significance influence on
escalation commitment. Moreover, the decision makers from Indonesia tend to continue to invest
time, money of effort into a bad decision or unproductive course of action but decision makers
from Japanese will took the other choice. The results are in line with the Hofstede. It means that
Japanese has the stronger feeling to avoid the uncertainty than Indonesia. The other result in
riskier decision is statistically shown between two nationalities. We also tested the significance
difference between male and female choices and the result supported our prior argument that
female like to escalating their decision.
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ABSTRACT

Politics marketing in recent years has attracted increasing attention from politicians all over the
world, though not much from the academia. The fact that politics is about power and the
distribution of scarce resources has created more concern on the subject of politics marketing.
For a third world economy like, Nigeria the challenges are enormous, and can play a major role
on how good leaders can be elected and invariably, how the scarce resources of the nation are
distributed to achieve voter/consumer satisfaction and overall economic development. The paper
looked at politics marketing from the perspective of the more developed economies and the model
of a market-oriented party thus: use of market intelligence; adaptation of behaviour;
organizational implementation and conveyance of new behaviour, and its implications for
Nigeria. The paper also examined the evolution and development of party politics in Nigeria,
where the political structure, with ethnic and religious slant were handed over by the British
Colonial masters, leading to instability, military intervention and still an evolving political
culture, after over 53 years of independence. For the way forward the paper recommended
among others, an independent electoral body; an incorruptible judiciary; enlightened electorate
and de-registering mushroom parties.

JEL: L8, L89
KEYWORDS: Politics, Marketing, Electorate, Market-Oriented Party, Democracy.
INTRODUCTION

The current interest in the field of politics by marketers may not be unconnected with the recent
definition, importance, world view of politics in our daily life, and the misapplication of power
politics by those in authority. Heywood (2007) defines politics as the activity through which
people make, preserve and amend the general rule under which they live. However, looking at
politics as power and the distribution of resources, he said that at its broadest sense, politics
concerns the production, distribution and use of resources in the course of social existence.
Politics therefore is, in essence, power: the ability to achieve a desired outcome, through
whatever means. From this perspective, Lasswell (1936), summed it up by saying that, politics is
about diversity and conflict, but the essential ingredient is the existence of scarcity: the simple
fact that, while human needs and desires are infinite, the resources available to satisfy them are
always limited. He also viewed the elite as the primary holders of power. Politics can therefore be
seen as a struggle over scarce resources, and power can be seen as the means through which this
struggle is conducted. From the above one can easily understand why the former president of
Nigeria, Chief Olusegun Obasanjo described the 2007 general elections in Nigeria as: a matter of
life and death, and a military warfare without weapons.

Marketing therefore, is increasingly becoming an inseparable aspect of politics since both
marketing and politics have identical ultimate goal of attracting, holding and sustaining customers
(voters and consumers) to their specific product or brand. The infiltration of politics by business
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therefore, has attracted increasing attention of political commentators in recent years. According
to Lee—Marshment (2001), research has been conducted into how politics marketing has
permeated political communications with political parties making increasing use of professional
advertising from the world of business as well as polling agencies to inform their campaign
design. They equally use political marketing to inform all aspects of party behaviour and not just
campaigning. Political parties also use marketing instrument as part of their electoral campaign
activities (Kotler and Kotler, 1999; Scammell,1999). The literature on politics marketing has
contributed considerable insight into how specific marketing instruments have been utilized to
optimize tactical and strategic aspects of political campaigns (Newman,1994;
Kavanagh,1995;Scammell,1995; Wring,1999; Wring,2002b). Besides parties and individual
candidates, the employment of political marketing instruments can be noted for grass—roots
organizations within a party (Franklin and Richardson (2002), single—issues groups
(Lindsay,1999),or governments and executive bodies (Newman,1995; Nimmo ,1999; Buurma,
2001;Newman,2001; Harris,2001a).

Les-Marshment further explored the full potential of political marketing on a theoretical level,
integrating both management and political science literature to create a model of how a political
party can use marketing and become market-oriented. She also examined the extent to which
Thatcher and the Conservatives in 1979 exhibited behaviour in line with this model and compared
this with Blair and Labour in 1997.1t showed how Thatcher used marketing to inform policy
design, a model which Blair followed but to a greater extent, using results from market
intelligence to push for changes in the role of party membership and further centralization of
power to ensure a clear organizational structure within the party. Contributing, Nkamnebe (2003),
reviewing Gamble (1990) said on their part, particularly in a developing country context like
Nigeria, marketers are often occupied with increasing demand for basic needs to the extent that
often they forget to think about the synergistic potentiality of studying marketing as a veritable
tool for productive political process.

Most importantly perhaps is the general weak political behavior occasioned by frequent truncated
democracy, which in the main is characterized by military dictatorship and pseudo—military
democracies. He further discussed the similarities of marketing and politics on the basis of the
obvious interface between the two, mentioning attempts made to conceptualize their resemblance.
He then attempted to identify and discuss some of the obvious similarities between marketing and
politics under the following themes: market problems; product development; purchasing;
distribution and market communications. The differences include market, structure market
periodicity and organizational objective. He also identified some factors that will influence the
development of politics marketing in third world countries like Nigeria to include: illiteracy;
poverty; corrupt bureaucracy; sit-tight syndrome; among others.

Citing (Beard, 2000; Chang and Park, 1998), Opeibi (2006) said that political advertising in the
past two decades in Nigeria has assumed a new dimension with the increasing use of negative
political advertising during electioneering campaigns. Continuing, he said that prior to this period
in Nigeria, political candidates concentrated more on selling themselves and their programmes to
the people with very few instances of the use of negative adverts. However, with the resuscitation
of democratic activities in 1998, leading to elections in 1999, the competitive nature of
electioneering campaigns and the ‘winners-take-all-syndrome’ that characterized that election and
especially the 2003 elections, where many of the political candidates abandoned positive, issue-
focused, image-building adverts for direct attacks on their opponents. Concluding, he said that
based on data, taken from selected Nigerian newspapers, factors such as: level of education of
voters; political literacy; content and structure of adverts; personality of the sponsor (and/or the
political candidate) among others may influence the effect of negative campaign on the electorate.
Other contributors on this topic of politics marketing include, Hennerberg (2003), using two
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different perspectives of instrumental and functional views to analyse political marketing
management. The analyses used existing instrumental (means-oriented) interpretations of political
marketing activities and drive, as an alternative to ‘managerial’ orientation, an ends-oriented
categorization of generic functions that will provide a new way of describing and characterizing
political marketing management. Also Henneberg (2004), political marketing theory: hendiadyoin
Or OXymoron.

This paper however, in the main will look at the topic of politics marketing, first from the
conceptual context and perspective of the developed economies of Europe and the United States
of America (USA), with particular reference to how a party can achieve electoral victory through
the use of marketing techniques to become a truly market-oriented party. Thereafter, the paper
will look at the concept of politics marketing from the Nigerian perspective, through the
evolution and development of party politics in the country and how the emerging political parties
have embraced this concept in their quest for electoral victory. The paper will also take a holistic
look at the Nigerian electoral process/umpire since it forms part of the changing perspectives of
politics marketing especially for a third world country like Nigeria.

Politics Marketing: A Theoretical Discourse

According to Lees — Marshment (2001), marketing, itself is a form of management or approach
used primarily by business organizations. It has evolved to include the design and promotion of a
product to ensure that the goals of the organization, the prime one, being to make profit in the
case of a business, are met, though marketing is not just about selling, or, in political terms,
campaigning. Citing Levitt, (1960), Les-Marshment, observed that the difference between
marketing and selling is more than semantics. Selling focuses on the needs of the seller, while
marketing is focused on the needs of the buyer. Selling is preoccupied with the seller’s need to
convert his product into cash; marketing with the idea of satisfying the needs of the customer by
means of the product and the whole cluster of things associated with creating, delivering, and
finally consuming it. The current marketing—philosophy focuses on how firms can satisfy
customers and adopt what is called a market—orientation as this is deemed the most effective way
to meet the firms goals and also applies to politics marketing and political parties.

Other researches which had attempted to apply the theoretical basis of marketing for business to
politics include (Niffenegger, 1989; Newman, 1994; O’Shaughnessy, 1990; Wring, 1994), among
others, even though they focused more on the marketing functions of communications and
selling. According to Kotler, Armstrong, Saunders, and Wong (1999), the selling concept is also
practiced in the non—profit area. A political party, for example, will vigorously sell its candidate
to voters as a fantastic person for the job. The candidate works hard at selling himself or herself—
shaking hands, kissing babies, meeting donors and making speeches in addition to the use of
public media like radio and television advertising, billboards, posters and mailing. Bovee and
Thill (1992) may have been thinking in that direction when they posit that, a political party
markets its people and its ideas. It produces candidates with distinct political points of view, and
it promotes them through a variety of advertising techniques. The target market is registered
voters, and marketing goals is to sell voters on the politician and the kind of re-presentation he or
she would provide. The price is a vote.

Lees—Marshment (2001) seems to toe this line of marketing concept in politics marketing by
arguing that if a political party implemented the marketing philosophy, it will seek to meet voters’
needs and wants, thus producing voter satisfaction, and in doing so, satisfies its own goals. A
market—oriented party, is not concerned with changing peoples’ mind, but rather, in following
them; instead of investing heavily in advertising, in order to convince voters that their party is the
best one, or engage in arguing their particular ideology. A party would act in line with the
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rational-choice notion as put forward by Downs (1957) that, parties need to move to a median
position to win enough electoral support to get into office. The organizational focus of the party is
on voter’s needs and wants, and on the best way to satisfy those. A major party in Britain for
instance would thus design its product or determine its behavior in a way that will attract support
from those it needs — thus enough of the electorates to win office in a general election.

Model of a Market-Oriented Party

Lee — Marshment identified four main activities that a party attempting to use marketing in
determining all aspect of its behavior would engage in, which include: use of market intelligence;
adapting its behavior to suit those whose support it seeks; implementing this new behavior at all
levels of the party organization; and conveying this to the electorate.

(i) Use of Market Intelligence: A party will invest significant efforts in discovering the needs,
wants, behavior and the demands of the voters whose support it seeks. It is concerned with party-
voter communication in its broadest sense, and can be derived from many sources and in different
ways. All or any of these research methods formal/informal, quantitative/qualitative,
primary/secondary may be employed by parties. The party leadership might create committees or
task-forces to examine the party’s problems, and look into what marketing could offer which
should include both professionals with marketing expertise or outright Integrated Marketing
Communication (IMC) Consultants. Today’s, marketing is leaning towards seamless
communication (viz, polling and advertising agencies, direct mail consultants, market
analysis/statistical experts). These could either be outsourced, or from within the party or an
admixture of both. This will help ensure the acceptance and thus the success of marketing as
party members can also be made to become aware of the results of research by professionals. In
seeing result of opinion polls, party members will accept that, despite the perceived value of the
party’s current policies, voters will not support them, if such policies do not match voter
satisfaction, needs and wants.

(ii) Adaptation of Behaviour: The party would then adapt its behaviour or design its ‘product’
according to the findings from its market intelligence. A party’s product would include more than
just the slogans and posters it produces in a campaign, and should also include all aspects of its
behavior at all times ( not just at election time), and at every level of the party ( not simply the
leadership).

A party is a more complicated entity than a business, however, and thus needs not to simply
follow voters but adjust this new product design to take into account various factors. First it will
consider whether the product design is achievable. A market-oriented-party would not “promise-
heaven on earth”, but as much as possible; ensure that it can ‘deliver’ its promised product
especially where policy proposals are concerned. Compare this with the ruling party Peoples
Democratic Party (PDP) in Nigeria that promised zero power outage after six months it won an
election in 1999. Eight years thereafter the power outage had gotten worse, but the party still
contested and won elections in 2007 and 2011, and still preparing to contest and win in 2015.
Interestingly, what is akin to a party adapting its behaviour or designing its product according to
the findings from its market intelligence is evident as: The PDP, Nigerian ruling party’s sudden
investment of significant effort and financial resources in electric power generation and
distribution, to achieve zero power outage in 2014, before the 2015 general election. Power
supply is critical to winning electoral votes in 2015. Secondly, a party should estimate what likely
reaction of internal support will be to the proposed changes in behavior.

A political party will normally engage in competition and support analysis. It will take into
account the strengths and weakness of the opposition parties and should alter its design to ensure

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 283



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

that it has strength where the other party/parties are weak. The party may also adopt target
marketing, if it already has long-term, loyal support from one section of the society, it may then
reduce the aspect of the product design that suits its demand and alter its behavior to suit another
section of the society which makes different demands but whose support the party does not yet
have but needs to win powers as long as it can make these changes without alienating its existing
support base. This is true for any party wanting to win electoral votes in the South-South/Niger-
Delta region of Nigeria in all elections. One of Nigeria’s political parties, the Action Congress f
Nigeria (ACN), which has now merged with other opposition parties, to form the All Progressive
Congress (APC), probably had this in mind due to the strategic nature of the South-South or
Niger-Delta, where the party does not seem to have electoral strength. The party in the
alternative, promised to set up a ministry of the Niger-Delta to more effectively tackle the
problems of this region that produces more than eighty percent (80%) of the nations resources in
terms of crude oil resources.

(iii) Organizational Implementation: The party will then ensure that the new product design is
implemented at all levels of the party. This is essential, if it is to be effective and attract support
from voters, but this will necessitate careful organizational handling. The greater the degree of
change in behaviour required, the harder the task for the party leadership to attract support for
such change. Thus the party leadership will be aware of the potential problems and either take
measures to avoid it or be ready to respond to such problems, while planning to carry the
electorate or voters along in the implementation. Failure of organizational implementation is
evident in the zero tolerance for corruption or anti graft policy and due process of the ruling party
in Nigeria the PDP. It is rather embarrassing that a top party hierarchy, in fact the fourth in
government could not adapt to such strategic and important party policy as was the situation some
time ago,in the lower National Legislative House. How then can the party intend to carry the
electorate along in future behaviour adaptation. However, the emergence of APC, has changed
the political landscape and the need for all parties especially the ruling party to adapt a market-
oriented party policy as the 2015 election approaches.

(iv) Conveyance of New Behaviour: A party should naturally communicate its new behavior or
new product design in a positive way to voters. As Kotler and Andreasen (1987), argued that
everything about an organization—its products, employees, facilities and actions communicate
something. Not only could the nature of the leaders, but the behavior and rights of a party’s
members be influential in attracting or propelling voters. Shaw (1994), contended that the British
labour party failed to win the 1992 general election because (amongst other factors), despite
policy changes, Kinnock (party leader) has lacked the time and support to transform the party
itself... its ethos, its language and rituals, and its close association with the unions, all alienated
the electorate. So a party using marketing would attempt to display behaviour in line with the new
product design at all levels and at all times.

Generally speaking, if a party engages in these four activities, the model contends that such party
will win power, and then it would also deliver the product to voters and thus carry out its promise
through into government. This though is arguably the most important and difficult part of
marketing, though still a subject of much debate due to varying levels of success. From a
pragmatic point of view, there are also arguments as to whether the use of marketing in this way
can help to increase party’s standings.Thatcher’s Conservative Party successfully used the four
models to win election in Britain in 1979. However by 1997, Blair’s Labour Party through the use
of a more effective combination of the four models took over the government from the
conservatives. The Democratic Party in the USA, also effectively used the model to win the last
two presidential elections.

Evolution of Party Politics in Nigeria
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Serious party politics started in Nigeria in the 1950s in anticipation of independence from Britain
in 1960. Then politics revolved around the major tribal leaders. Though there were other parties,
the three major tribes Hausa, Igbo and Yoruba, formed the three major parties. The Northern
Peoples Congress (NPC) with Alhaji Ahmadu Bello as the leader was the major party in the
north; the National Congress of Nigeria Citizens (NCNC) with Dr. Nnamdi Azikiwe as the leader
was the dominant party in the east while after some realignments Action Group (AG) with Chief
Obafemi Awolowo as the leader was the major party in the west. As the nationalists’ struggle for
political power gathered momentum in the 1950s, Omoweh and Boom (2005), said that it was
obvious that sooner than later, Nigeria would become politically independent. Consequent upon
this, the colonialist handed over the reign of government to a class of politicians believed to be
capable of protecting its economic interest in the post-colonial period. It was a political class not
groomed for the political administration of the country, explaining its preference to continue with
colonial policies, politics and structures of exploitation instead of changing them. Once in power,
the dominant political class exhibited the features of the colonial state, relying on violence,
repression and coercion to manage the polity, thereby attaching too much importance to political
power, since their security and survival depended largely on it. Political competition then became
very deadly, and those who had political power defended it at all cost and by all means, while
those seeking to replace current holders of political power deployed all means within their reach.
That was the foundation on which the Nigerian politics was built that eventually saw it through a
series of military intrusions, civil war and few years of civilian administration since the year of
independence in 1960.

Analysing Political Market Opportunity

Having evolved through stages of colonial, military and civilian administrations, the current
dispensation is the longest democratic administration the country had experienced since the 1960
independence. This political period tagged 4" Republic came into being in 1999 following a
keenly contested presidential election between the Peoples Democratic Party (PDP) and the
merged party, Alliance for Democracy (AD) and All Peoples Party (APP). Since then, three
successive elections have been held; and political observers have opined that each successive
election was an improvement on the previous one, especially the 2011 election which even
international observers acknowledged to be credible. The PDP emerged the winning party in the
1999 election, and has remained the leading party since then controlling in all instances, more
than 50 percent vital political positions in the nation. Table 1 below presents a picture of the
results of presidential elections since 1999.

Table 1: Analysis of Voting Results and Voters Participation During Various
Presidential Elections in Nigeria (1999 —2011)

1999 2003 2007 2011
Number of registered Political Parties 3 28 63 63
Percentage of votes won by:
Leading Political Party 62.78 61.94 69.82 58.89
(PDP) (PDP) (PDP) (PDP)
2" Leading Political Party 37.22 32.19 18.72 31.98
(AD/APP) (ANPP) (ANPP) (CPC)
3" Leading Political Party - 3.29 7.49 5.41
(APGA) (AC) (ACN)
Total Percentage of votes controlled by the three (3) leading 100 97.42 96.03 96.28
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parties
Turn out rates of voters 52.3 N.A 57.5 53.7

Source: Authors’ compilation from various public sources.

It is easily observable from the table that although the PDP has remained the leading party all
through this period but its market share, from the percentage of electoral votes has not been stable
and actually declined by more than 10 percent in 2011 election which was adjudged to be the
fairest of all elections so far. More interesting is the performance of the challenging parties.
ANPP which had 32.19% in 2003 declined to 18.72% in 2007. It is clear therefore that while PDP
is likely to retain its leadership position in 2015, but its share of the market is likely to reduce to
the advantage of other contending parties.

Table 2: Percentage of Political Party Control of Seats in National Assembly and
State Governorship Positions In 2011

Political Party Senate House of Representative Governorship position
PDP 66 59 64

ACN 17 19 17

ANPP 6 9 8

CPC 6 8 3

LP 4 3

APGA 1 - 5

Others - 3

Source: INEC records.

It is pertinent to note that more than 60 political parties are registered in Nigeria but not all
participate in National elections. For instance, in 2011, only 56 out of the 63 registered political
parties participated in the general election, and only 20 parties contested in the presidential
election (INEC, 2011). Table 1 shows also that the number of participating political parties not-
withstanding, only three parties control more than 95% of the votes cast in all the presidential
elections; and in fact, only six of the parties are represented in the National Assembly as well as
occupy governorship position in the States as shown in table 2 below.

Implications of the Study

It is evident from the above presentation that the political environment is growing in maturity and
competitiveness. This is a clear sign that the nation is likely to experience yet another keenly
contested 2015 general election, especially with the merger of ACN, ANPP, CPC and a faction of
APGA, to form the APC, (see appendix 1). As in other strong competitive situations, only the
fittest survive. In marketing environment, it is known that companies that adopt marketing
orientation usually survive and perform better than others who did not. Consequently, for any
party to survive and remain active in Nigeria, the party must understand in content and context
the principles guiding Market-Oriented-Party (MOP); and deliberately adopt and operate it as its
organizational culture. Just like in conventional market where the consumer through his power of
choice determine which manufacturer remains in the market; the political market has the power to
reshape or prune out undeserving political parties, leaving only those that can dance to the tune of
the marketplace. Presently, some parties are merging with others, while some are being
reorganized for better results. Others who cannot attune themselves to cope with realities of the
time have no choice but to face natural extinction.
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Doghudje (1992:19) studied likely factors to influence voting decisions of voters in their choice
of candidates during 1993 general election and reported that 70% would be influenced by tribe
and religion and only 5% by party manifesto. Current development in the environment shows that
people are gradually rejecting the ethnicity and religious influences and are giving more rational
consideration to the candidates’ attributes and party programmes. This means that political
campaign that emphasizes tribe and religion may not get much attention. The implication is that
parties would need to carefully package their brands for effective delivery to the market (the
electorate). This will require parties to develop a market oriented manifesto and a candidate who
can display a high degree of commitment to the party’s manifesto. By doing so, parties would be
developing their own brands rather than just accepting and supporting any person who thinks he
has what it takes to contest an election.

The environment of marketing is ever changing but astute marketers continually adapt to and
exploit the opportunities presented by the contemporary environment as they skillfully develop
their marketing program based on the strengths and weaknesses of the organization in the context
of the opportunities and threats of the environment. In the same vein, the political marketers
should have a strategic team that analyzes the market with a view to discovering opportunities
and strategies for winning them. For instance, table 2 above shows that the turn out rates of voters
during previous elections were less than 60%; leaving more than 40% of untapped market each
time. A creative and innovative party can target that opportunity and convert at least a portion of
it to become its customers. Also there is high rate of brand switching in the politics market both
among the political candidates and the electorate. Creative exploitation of these opportunities can
significantly improve the returns (number of votes gained) of the political party. The use of
political advertising is quite high in Nigeria given the level of various types of advertising that
displayed during political campaigns. Studies have shown that quality of message content is
important and critical to the effectiveness of the message. This means that political advert
messages, rather than based on attacks on political opponents; should be based on trustworthy,
relevant and realistic information correctly packaged and delivered to the target audience. This
will likely generate acceptance and build better customer loyalty for the party than messages
filled with empty promises and irrelevant bickering.

CONCLUSIONS AND RECOMMENDATIONS

It is clear to see from the on-goings that Nigerian Political Market is due for change. Change,
they say, is constant but it behooves the players in the market to follow this change in order to
remain relevant. The challenge is that parties and political institutions who do not appreciate this
changing political scene; and think that it is ‘business as usual’ will have so much to lose.
Already the country is witnessing structural changes in legal/regulatory frameworks as well as the
infrastructure to put the next general election in a good pedestal. For example, the electoral
commission (INEC) and the electoral system as well as the judicial systems are being
strengthened. This obviously is an opportunity for market oriented parties that would focus on the
needs of the market rather than on the selfish ends of individuals. Parties should therefore set up
machinery to analyze, develop and implement strategies in accordance with the current market
perspective of political market in the country. This will help them to compete strongly in the next
election.Professional institutions like the National Institute of Marketing of Nigeria (NIMN) as an
umbrella Marketing Body in Nigeria has a very pioneering and vital role to play in all this.

The CNN, the Internet and all the other Interactive Media have changed the world of Politics
Marketing in the USA and the other advanced economies of Europe. The last American election
was virtually won during the live debate by the CNN. We are all aware of the influence of the live
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broadcast by African Independent Television (AIT), in shaping Politics Marketing in Nigeria,
especially during the National Assembly’s Constitutional debate and tenure elongation of the
former government of President Obasanjo. NIMN leadership, should partner with AIT and other
virile media to put this issue in the front burner. NIMN should present a position
paper/conference on: ‘Politics Marketing and Election Process’. Anybody who wants to be
President, Governor, etc, must face Nigerians and tell them where he is coming from. The
resources of this country are so enormous, and since politics is about power and distribution of
resources, it cannot be left in the hands of just anybody.

Merger and acquisition are common practices in the business environment and can be adopted in
politics. The current trend towards merger or some kind of fusion of political parties to present a
common formidable offer to the target market is generally welcome, provided the terms of such
partnership is clearly spelt out and respected. Such re-engineered party and in fact any party that
desires to survive should rather build itself into a very strong and vibrant party, rather than using
all sorts of tactics, at times unethical, just to win in the 2015 general election. A more sustainable
approach therefore is the concept of market-oriented party which will build a party of tomorrow.

APPENDIX
Full Names Of Major Political Parties, In Nigeria..

. AD - Alliance for Democracy.

. ACN - Action Congress of Nigeria. (Formerly AD).

. ANPP — All Nigerian Peoples Party. (Formerly APP)

. APGA — All Progressive Grand Alliance.

. APP — All Peoples Party.

. CPC — Congress for Progressive Change.

. LP — Labour Party.

. PDP — Peoples Democratic Party.

. APC — All Progressive Congress. (A new party registered in 2013, which is a merger of CAN,
ANPP, CPC and a faction of, APGA).
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CRM AND CUSTOMER SATISFACTION IN A
SOUTH AFRICAN AGRICULTURAL BUSINESS: A
DIFFERENT PERSPECTIVE

Liezel Alsemgeest, University of the Free State, South Africa
Johan van Zyl, University of the Free State, South Africa

ABSTRACT

Traditional customer satisfaction studies have focused typically on service quality, even though
there are three other drivers of customer satisfaction. This study includes these three drivers in
testing customer satisfaction of an agricultural business in Central South Africa with various
business units with a mailed questionnaire to all of the active customers contributing more than
RI100 000 worth of business to the agricultural business. By using a simplified method in
determining the customer satisfaction of the overall business, each individual business unit, the
overall drivers, as well as the drivers inherent in each business unit, it was possible to establish
an improved understanding of what satisfy customers in this unique industry. It was found that if
customers are satisfied, they would have a higher overall level of satisfaction than when the
business units’ drivers are averaged, indicating that customers would fall back past experiences,
rather than decrease their satisfaction due to a service failure.

JEL: Q13
KEYWORDS: CRM, customer satisfaction, business units, agribusinesses

INTRODUCTION

The importance of customer relationship management (CRM) cannot be contested, as the critical
benefits gained are customer satisfaction and loyalty (Krasnikov, Jayachandran and Kumar,
2009). CRM, as an important focus within relationship management, can be defined as an
approach used in collecting customer information and using this information in building
improved relationships with different customers (Ernst, Hoyer, Krafft and Krieger, 2011). It has
been proven that when CRM enhance both trust and commitment in the company, customers
become more satisfied (Palmatier, Jarvis, Bechkoff and Karded, 2009) and more loyal. Customer
satisfaction is the number one antecedent to retaining customers (Bodet, 2008). Traditional
customer satisfaction studies focus mainly on using the well-known SERVQUAL method that is
specifically focused on satisfaction towards service (Parasuraman, Zeithaml and Berry, 1994).
However, there are three other factors, namely price, product and personnel, which also impact on
customer satisfaction and should not be left by the wayside. If a customer perceives a business’s
price to be fair, it is positively correlated towards customer satisfaction (Martin-Consuegra,
Molina and Esteban, 2007). The qualities of products provided by the business, as well as the
quality of service, are both critical factors in establishing customer satisfaction (Nowak and
Washburn, 1998). One of the strategies used by a business to compete more effectively is to
improve personnel efficiency in an attempt to improve service delivery in order to maximize the
satisfaction of the customer (Kotler, 2000).

One of the main reasons agricultural businesses were formed initially was to generate greater
profits for farmers by obtaining services and inputs at lower cost and marketing of inputs at better
prices (Ortmann and King, 2007[a]). An agricultural business is unique in the sense that the
members of the organization can also be regarded as the owners, the customers, as well as the
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suppliers - which creates a distinctive value-chain relationship between the organization and the
customer. Because of these different and interrelated roles of the owners, customers and
suppliers, the importance of customer satisfaction is multiplied. Government support in the form
of tax concessions and subsidized interest rates made cooperatives a viable and lucrative business
option up until 1994, for then the newly elected South African government decided to discontinue
financial and developmental support. Due to this contraction in agricultural support, major
cooperatives were converted to investor-oriented firms (IOFs) or companies, which ushered in a
new era for agriculture (Ortmann and King, 2007[b]). Although the business format of
agricultural businesses changed from conventional cooperatives to companies, in many cases the
expectations of the farmers are still the same. Therefore, the main focus of agricultural businesses
has shifted dramatically from being farmer-oriented to being corporate-oriented. However, with
the conversion of these agricultural cooperatives to IOF’s, the focus is primarily on profit and
share price maximization (Harvey and Sykuta, 2006).

Problem Statement and Objectives

According to Olson and Boehlje (2010) rivalry among agribusinesses is one of the fundamental
factors affecting the survival of these firms. Also, it has been established that agribusiness firms
would only be able to obtain customers from competitors and retain existing customers by
competing on price and non-price factors, i.e. keeping customers satisfied. Customer relationship
management therefore becomes an integral part in the organization in ensuring that customers are
satisfied and loyal towards the organization (Liou, 2008). Business units, such as retail shops,
grain marketing and financing within an agricultural business provide a unique opportunity to test
customer satisfaction, as the customers, making use of the various business units, are relatively
homogeneous. Also, the customers making use of the business units are business owners
themselves (farmers), with the effect that this analysis becomes a business-to-business research
study. Therefore, each business unit will be regarded as a business in its own right, under the
‘umbrella’ of the agricultural business.

Because of the unique nature of agribusinesses, it will be possible to determine customers’
satisfaction with the overall business, as well as each individual business unit. Moreover, it will
be possible to establish customers’ satisfaction towards the various drivers of customer
satisfaction (price, product, service and personnel) for the business as a whole, but also inherently
in the various business units. The objectives of this paper are two-fold. The first objective is to
test customers’ satisfaction towards all of the business units and the organization as a whole, as
well as all of the drivers inherent in the business units and the overall organization; and establish
an improved understanding of what satisfy customers in the business units but also in this unique
industry. The second objective is to determine whether customers rate a business unit on average
better or worse than an average of all of the drivers inherent in each business unit.

LITERATURE REVIEW

The objective of CRM strategies is to identify customers (customer segmentation), acquire
knowledge about these customers, use the knowledge to build quality relationships (customer
relationship management) and influence these customers’ perception of the organization
positively (customer satisfaction) (Richards and Jones, 2008). By making use of customer
relationship management strategies and approaches it is possible to gain a competitive advantage
in the market place (Torres, Akridge, Gray, Boehlje and Widdows, 2007) as the expectations of
customers can be reached due to the manner in which the product and/or service are presented to
the customer (Hardeep and Amandeep, 2011). When there is a difference between customers’
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expectations and customers’ perceptions, a customer gap emerges. Therefore, to manage
customer relationships, it is necessary to decrease the gap between the customers’ expectations
and their perceptions (Zeitham, Bitner and Gremler, 2009). The focus of relationship marketing is
on the customer, and ensuring that the relationship with the customer is enhanced in an effort to
expand trust and commitment from the side of the customer, which would lead to customer
loyalty and satisfaction (Brink and Berndt, 2009). The expectancy-perception model of
satisfaction (Arnould, Price and Zinkhan, 2004; Zeithaml, et al., 2009) establishes that when pre-
consumption expectations are not reached, or when it is indeed reached or even exceeded is a
major component of customer satisfaction. On the one hand, if the perception of performance of a
product or service exceeds the expectation, then customer satisfaction would be increased.
However, two types of satisfaction might emerge. The customer might have assimilation
tendencies, which would mean that he/she would try to ignore the discrepancy between
expectations and perception of performance, or the customer might have contrast tendencies,
where he/she exaggerates the discrepancy and makes it larger than reality. On the other hand,
when the expectation of a customer exceeds the perception of performance, customer
dissatisfaction would increase. If the customer has assimilation tendencies, he/she would try to
ignore the discrepancy and, maybe, attempt to explain away the discrepancy. If the customer has
a contrast tendency, then he/she would exaggerate the dissatisfaction actually experienced. If
however, the perception of performance of the product or service is equal to the expectations of
the customer, there would be a neutral confirmation and neither satisfaction nor dissatisfaction
would prevail. Therefore, just meeting the expectations of the customer is not enough to lead to
customer satisfaction (Wu, 2011).

Customer relationship management (CRM) has been commended as a technique to ensure that
customers experience richer encounters with the organization, become satisfied and loyal.
Loyalty towards the organization will increase the likelihood that customers would maintain a
relationship with the organization (retention) and also urge new customers to the organization
through positive word-of-mouth. The organization then has the opportunity to sell more products
and/or services to the new and existing customers, which increase customers’ profitability and
eventually business profitability (Kumar, Pozza, Peterson and Shah, 2009). Customer satisfaction
is the result of effective customer relationship management. Agricultural businesses could
therefore customize products and services to suit customer needs and increase their perception of
the service, product and/or experience (Mithas, Krishnan and Fornell, 2005:202). This would
increase their trust and commitment towards the agricultural business and ultimately their
satisfaction. Through building and maintaining relationships with customers, customer
satisfaction can be increased. The field of customer satisfaction is one of the most important
factors in any organization (Prabhakar, 2007). Customer satisfaction has been found to impact on
purchase intentions, customer retention, reduced customer defections, share of wallet, increased
responsiveness to cross-selling efforts, reduced complaints and word of mouth (Aksoy, Cooil,
Groening, Keiningham and Yalgin, 2008). Satisfied customers could become loyal customers;
and every opportunity to interact with the customer provides the business with the prospect of
creating value due to a long-lasting relationship (Richards and Jones, 2008). A long-term
relationship with customers could be even more important in agricultural businesses because of
the rivalry amongst these companies (Olson and Boehlje, 2010).

In a long-term relationship a client will have overall satisfaction, as well as transaction-specific
satisfaction. Very importantly, overall satisfaction acts as a moderator between transaction-
specific satisfaction and repurchases intention. Previous studies (Parasuraman, et al., 1994;
Anderson, Fornell and Lehmann, 1994) worked on the premise that transaction-specific
satisfaction leads to overall satisfaction, which leads to repurchase intention. Also, it was found
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that even though customers might experience a service failure occasionally, they will still
continue to have a high repurchase intention. The model explains this phenomenon on the basis
that overall satisfaction intercedes in the event of a transaction-specific dissatisfaction (or service
failure) and the customer is retained due to their overall satisfaction as a result of previous
experiences. Overall satisfaction is thus a better indicator of satisfaction than transaction-specific
satisfaction, as it has a stronger influence on repurchases intention (Jones and Suh, 2000). An
individual that has made use of the business over an accumulated time will use the performance
history of the business when judging satisfaction and therefore would concentrate on a summary
of all past transactions and service encounters, which could lead to a positive attitude and loyalty
towards the business on the part of the customer. On the whole, customers’ satisfaction also
centres upon the average satisfaction experienced, as well as how the company ranks alongside
competitors. High satisfaction rates could lead to increased profits and share prices (Oliver,
2009).

According to basic economic theory, if prices increase, a customer would just alter his/her
consumption or usage, as displayed by the well-recognized downward-sloping demand curve.
Basically, a higher price means less demand for a product. When prices increase, the product or
service might become less attractive to the consumer and sales might fall. These negative
consequences can, however, be made less substantial if customer satisfaction was high before the
price increased. In essence, when a price increase occurs, there will be a negative effect on the
consumers, but this negative effect will be weaker if the customers are satisfied and stronger if
the customers are dissatisfied (Homburg, Hoyer and Koschate, 2005). A company should thus
provide a product with the right quality at the right price in an effort to make customers feel that
the price is fair for the quality that they receive. Consumers might perceive price as an external
measure of quality. Price is linked to customer satisfaction in the sense that a customer has to feel
satisfied that the investment made is equal to or less than the product or service received.

If customers perceive the price of a product or service as fair, then customer satisfaction will
increase (Yieh, Chiao and Chiu, 2007). A decisive determinant of customer satisfaction is
whether the customer perceives the performance of the product to be adequate during
consumption, in other words, to be of quality (Blackwell, Miniard and Engel, 2006). A study
done by Anderson and Sullivan (1993) confirmed that those firms that provide a consistently
good quality product should have highly satisfied customers and those customers would be more
likely retained within the company. If service quality is low, customer satisfaction will also be
low and vice versa (Soderlund and Rosengren, 2010:162). For some time, SERVQUAL has been
described as being an incomplete measure of the entire service experience. One of the main
problems mentioned is that the product concept is excluded (Miller and Brooks, 2010). This study
thus aims to include all the main drivers of customer satisfaction in order to improve
understanding of customer satisfaction of an agricultural business. This is vital, specifically
because agricultural businesses provide both products and services to customers and
SERVQUAL as a customer satisfaction measure would therefore be lacking. Employee-customer
interaction plays an indispensable role in the foundation of customer satisfaction (Yieh, et al.,
2007). Employee satisfaction is significantly related to customer satisfaction, specifically if the
employee is provided with a manageable workload, lower stress and opportunities for training
and development. If the employee is happy and performs to the best of his/her abilities, then the
probability that customer would be satisfied is very high (Brown and Lam, 2008). It is essential
that there must be a solid and loyal relationship built on trust between the customer and the
service-provider in order for the customer to make a purchase decision (Yieh, et al., 2007).

RESEARCH METHODOLOGY
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The research methodology employed in this study was of a quantitative nature. Structured
questionnaires were distributed to the respondents by mail. The questions included in the
questionnaire were mainly Likert-scale type questions where respondents had to rate the company
as a whole, each business unit, the drivers of customer satisfaction for the company as a whole, as
well as the drivers inherent in the business units on a scale from one to nine. The 9 points were
divided into three main levels, namely poor (1 — 3), average (4 — 6) and good (7 — 9). The
questionnaire was simplified in order to obtain streamlined information with regard to each driver
of customer satisfaction and drivers inherent in each business unit. The target population was all
active customers of a major agricultural business in Central South Africa that contributes more
than R100 000 in business per annum to the agricultural business. A questionnaire was mailed to
each of the customers and a return envelope was included in an effort to increase the response
rate. The target population consisted of 963 customers and to make provision for non-response,
the whole population that met these geographical and turnover criteria was used. A total of 345
useable questionnaires were returned; therefore the response rate was 35.8%.

The specific agricultural business that was examined has a variety of business units that aim to
support all their customers. The main business units available (which can also be found in the
majority of agricultural businesses in central South Africa) are retail shops, grain marketing, grain
storage, financing, mechanization (workshops), mechanization (spare parts), mechanization
(whole goods) and insurance. Reliability was tested through internal consistency, which provided
a very high Cronbach Alpha of 0.982. Construct validity was tested and the results of the Kaiser-
Meyer-Olken (KOM) and Bartlett’s test for item validity were used. The results indicate that the
KMO is very high for each question (all above 0.788) and the results are all statistically
significant — indicating a high level of validity.

RESULTS

Demographic Profile of The Respondents

The respondents were asked to indicate the farming activity they are mainly involved in, the total
years’ of farming experience they have, as well as their age. The agricultural business provided
information that made it possible to classify the respondents according to the size of their
operation. The results indicated that the overall majority of the respondents were mainly grain
farmers (45.0%), while a lesser percentage (31.0%) are mainly livestock farmers and the
remaining 24.0% an even split. Respondents were asked to indicate the number of years that they
have been farming to give an indication of their experience. The majority of the respondents
(21.2%) have more than 41 years’ experience, while a minority of 2.6% has less than 5 years’
experience. It was found that the average years’ experience is 29.4 years. It could therefore be
assumed that the respondents have adequate knowledge with regard to agricultural businesses.
The majority (79%) of the respondents were above the age of 46. The average age of the
respondents was established to be 53.6 years. It is worth noting that less than 2% of the
respondents were 30 and younger. This could be an indication that younger people might be
avoiding farming as a career choice or that the younger customers are not yet big enough to
contribute R100 000 and more volume of business to the organization. The respondents were
classified according to the size of their contributions to the agricultural business into small
customers (between R100 000 and R250 000 volume of business), medium customers (between
R250 001 and R650 000 volume of business) and big customers (more than R650 000 volume of
business). The three groups were roughly equally distributed with small customers being the
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biggest group (38.8%), while 33.3% were medium customers’ respondents and 27.8% small
customers’ respondents.

Company and Business Unit Results

Respondents were asked to indicate their level of satisfaction with regard to the performance of
the various business units provided by the agricultural business on a nine point Likert scale. The
table below gives an indication of the percentage of respondents that indicated whether they
perceived the business unit to perform poorly, average or good. The last column gives an
indication of the order of business unit performance according to the mean value. The mean were
calculated according to the values of the Likert scale (1 - 9); therefore the nearer to 9, the better
the performance of the business unit with 5.00 as the middle value.

It is important to note that all the business units have mean values above the middle value of 5.00,
indicating that all units’ performance are above average to good. Grain storage performed the best
of all of the business units with a mean of 7.3333. This is due to the fact that 80.4% of the
respondents indicated that this business unit performs well. This is also a good result as the
majority of the respondents (almost 75%) make use of this specific business unit. All three
mechanization business units (workshops, spare parts and farm equipment) performed the worst
of all the services provided by the agricultural business and these three business units also have
the highest percentage of respondents indicating that they perform poorly. This could be a
concern as mechanization (spare parts) is used by almost 90% of the total sample. Financing and
insurance both performed relatively well since approximately 68% of the respondents that make
use of these business units have the perception that they perform well. The last row gives an
indication of how the respondents rated the agricultural business’ performance as a whole. The
results indicate a very good satisfaction level of performance by the majority of the respondents
(81.7%). The mean is high (6.9354) in comparison to the majority of the services provided,
therefore it can be assumed that the respondents regard the company as a whole to perform well
above average. Table 2 presents the results for the performance of the four drivers of customer
satisfaction, namely price, product, personnel, and service. The average mean for each driver
were calculated and the last column indicates in rank order the performance of the various
drivers.

Table 1: Satisfaction of Performance of Business Units and Company As a Whole

Business units Poor Average Good Mean Rank
Retail shops 3.8% 33.1% 63.0% 6.7278 4
Grain storage 2.0% 17.6% 80.4% 7.3333 1
Grain marketing 6.8% 33.7% 59.5% 6.5895 5
Financing 7.9% 23.6% 68.5% 6.7879 3
Mechanization (workshops) 10.9% 44.6% 44.6% 5.9657 8
Mechanization (spare parts) 12.7% 38.8% 48.5% 5.9799 7
Mechanization (farm equipment) 11.0% 33.1% 55.8% 6.2652 6
Insurance 2.4% 30.2% 67.5% 6.9206 2
Agricultural business as a whole 4.1% 14.2% 81.7% 6.9354

Table 2: Perception of the Performance of the Drivers of Customer Satisfaction for the Company
As A Whole

Drivers Poor Average Good Mean Rank
Price 14.3% 54.8% 31.0% 5.4940 4
Product 2.6% 60.2% 37.2% 6.0310 3
Personnel 0.9% 17.9% 81.2% 7.4164 1
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Service | 1.8% 23.6% 74.6% 7.1829 2

The performance of the personnel of the agricultural business scored the highest with roughly
81% of the respondents indicating that the personnel perform well. Service scored the second
highest, while product came third. Price scored the lowest, with more than 14% of the
respondents indicating that they perceive price to be poor, almost 55% indicating that price are
perceived as average and only 31% perceive price to be good. Even though price is rated well
below the other drivers, it is still above the average of 5 (on a 9 point Likert scale). In addition to
testing the drivers of the agricultural business as a whole, the drivers inherent in each business
unit were also tested. For simplicity sake, only a summary of the results are provided in Table 3.
Note that grain storage, grain marketing and mechanization (workshops) are service-based
business units and could therefore not have been tested for product.

Table 3: Summary of drivers inherent in business unit

Business units Price Product Personnel Service Average Mean Dif
Retail shops 4 3 1 2 6.2661 6.7278 -0.462
Grain storage 3 - 1 2 6.8144 7.3333 -0.519
Grain marketing 3 - 1 2 6.7276 6.5895 0.138
Financing 4 3 2 1 6.9294 6.7879 0.142
Mechanization (workshops) 3 - 1 2 5.9355 5.9657 -0.030
Mechanization (spare parts) 3 4 2 1 5.9711 5.9799 -0.009
Mechanization (whole goods) 4 3 1 2 6.3196 6.2652 0.054
Insurance 2 4 1 3 6.8304 6.9206 -0.090
Agricultural business 4 3 1 2 6.5311 6.9354 -0.040
Weighted Averages 5.8307 5.8695 6.9827 6.7576 6.3601

Agricultural drivers 5.4940 6.0310 7.4164 7.1829 6.5311

Difference 0.337 -0.122 -0.434 -0.425 -0.171

Table 3 presents a summary of the main findings with regard to each individual business unit, as
well as the company as a whole. The price, product, personnel and service columns indicate the
ranking order each driver occupy in each business unit (according to performance). The Average
column provides a calculated average of the performance of all the drivers inherent in each
business unit. The Mean column gives an indication of the performance of each business unit, as
indicated by the respondents. The Difference column provides the discrepancy between the
average and the mean columns. If the value is positive, then the customers’ perception of the
performance of the business units is lower than that of the averages of the drivers. If the value is
negative, then the customers’ perception of the performance of the business unit is better than that
of the averages of the drivers.

It is clear that personnel occupies the first spot in the majority of the business units, with service
second, product third and price last, which corresponds with the results from Table 2 for the
company as a whole. The only exceptions are financing, mechanization (spare parts) and
insurance. The business units that do not have a physical product to test, namely grain storage,
grain marketing and mechanization (workshops), all indicated personnel to be ranked first,
service second and price last. The third last row indicates the averages of all of the business units’
price, product, personnel and service. The second last row provides the results from Table 2 in
order to compare the two with each other. The results indicate that all of the drivers are perceived
to perform better by averaging all of the business units’ drivers, except in the case of price, where
the respondents perceived price to perform worse that the averages.

Interestingly, the Difference column indicates that the majority of the business units’ drivers
averages performs inferior compared to the means of the various business units, except in the case
of grain marketing, financing and mechanization (whole goods). The finding that the business
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units’ means performs better than the drivers’ averages, indicates that the customers have a better
perception of the business units overall than when their drivers’ averages are tested. This result
could also signify that the means of the business units that performs the worst — mechanization
(workshops, spare parts and whole goods) did not differ a great deal from the averages of the
drivers. Therefore, the perception of the customers with regard to the worst performing business
units were approximately the same as the average performance of their inherent drivers. Also, the
means of the other (better performing business units) show a greater difference than the average
performance of the drivers. These results could indicate that better performing business units have
a bigger impact on how customers perceive the business as a whole.

CONCLUSION

The ultimate survival strategy of agricultural businesses should be customer satisfaction through
the use of customer relationship management practices. To keep customers satisfied, would
ensure loyalty and establish a long-term relationship with the customer, which would lead to
financial benefits through retention. Service is not the only driver of customer satisfaction, but
also satisfaction towards price, product and personnel. Therefore, this study aimed to include
these variables in testing customer satisfaction in a simplified manner. Due to the unique business
format of agricultural businesses, it made it possible to measure customers perceived satisfaction
towards the business as a whole, the business units independently, the overall drivers, as well as
the drivers inherent in each business unit. From the literature it was determined that overall
satisfaction is a better indicator of satisfaction than transaction-specific satisfaction, as it has a
stronger influence on repurchases intentions. However, by not focusing on transaction-specific
satisfaction, but rather inherent driver satisfaction, it is clear that the majority of the business
units are perceived to perform better as a whole when compared to a calculation of the drivers’
averages. Therefore, it could be presumed that a customers’ overall perception of performance of
a business unit would yield a better result than when each driver in the business unit are examined
individually. Also, according to the expectancy-perception model of satisfaction, if there is a gap
between perception and expectations, a customer can either have assimilation tendencies or
contrast tendencies, where he/she exaggerates the discrepancy and makes it larger than reality.
The customer would therefore communicate more satisfaction than is really the case. It seems that
in the case of the better performing business units, contrast tendencies are displayed, while in the
case of the worst performing business units, either assimilation tendencies or neutral confirmation
are displayed, as the two values are very close to each other. So, with the better performing
business units, the results thus indicate that there was a positive confirmation that leads to the
ultimate satisfaction. However, in the case of the worst performing business units, there were
either low expectations or low perceptions (neutral confirmation) or the customers adjusted their
perceptions downwards when it differed from their expectations (assimilation tendency).

The first objective of this paper was to test customers’ satisfaction towards all of the business
units and the organization as a whole, as well as all of the drivers inherent in the business units
and the overall organization; and establish an improved understanding of what satisfy customers
in this unique industry. The second objective was to determine whether customers rate a business
unit on average better or worse than an average of all of the drivers inherent in each business unit
and the results indicated that for the better performing business units, the business units were
perceived to be much better than their averages. Also, the worst performing business units’ results
indicated that their overall perception and the averages of the drivers performed more or less the
same. It seems therefore, that when customers are satisfied, they would exaggerate their
satisfaction and even if they experience a service failure, they would fall back on their satisfaction
levels of past experiences (overall satisfaction) rather than decreasing satisfaction.

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 298



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

The managerial implications of this study are that it is essential to test customer satisfaction not
just by focusing on service, but also the other three drivers of customer satisfaction. By
concentrating on a more simplified method (as was used in this study), it would be easier to
pinpoint problem areas within a specific business unit, in an effort to increase customer
satisfaction of the entire business unit and ultimately that of the organization as a whole. When a
business unit is perceived to perform well, customers would tend to remain satisfied, even when
service failures do occur. This paper contributes to the limited research available on customer
satisfaction of agricultural businesses, as well as to consider the expectancy-perception model of
satisfaction and the link between transaction-specific and overall satisfaction with repurchase
intention from another standpoint, i.e. by including the drivers of customer satisfaction. By
knowing your customers and their perceptions, it would be possible to not only survive, but
flourish in an industry with fierce rivalry.
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THE ROLE OF ENERGY CONSUMPTION IN
ENVIRONMENTAL KUZNETS CURVE IN SOUTH
KOREA

Sukwan Jung, Pusan National University
Do-Hwan Won, Pusan National University

ABSTRACT

This study examines the integrative relationship between per capita energy consumption, per
capita income and per capita carbon dioxide emissions during 1971-2010 in South Korea. The
short-run and long-run relationships are estimated using the autoregressive distributed lag
approach. Per capita carbon dioxide emissions are then forecasted for the next decade, using the
estimated model. The results indicate (i) an inverted U-shaped relationship between income and
carbon dioxide emissions (the Environmental Kuznets Curve), (ii) energy consumption is a major
contributor to such emissions, and (iii) the long-run elasticity of carbon dioxide with respect to
energy consumption is larger than its short-run elasticity. The forecast also shows that managing
energy consumption would curb carbon dioxide emissions.

JEL:Q2, Q3, Q4
KEYWORDS: Carbon Dioxide Emissions, Energy Consumption, EKC
INTRODUCTION

The Intergovernmental Panel on Climate Change report (IPCC, 2007) identified the risks
associated with climate change as some of the most significant environmental concerns of our
age. Economic growth and energy consumption have the potential to increase greenhouse gas
(GHG) emissions, particularly carbon dioxide (CO,) emissions. In an effort to mitigate these
risks, several industrialized countries, including South Korea, agreed to sign the Kyoto Protocol,
which set binding obligations on these countries to decrease their GHG emissions levels. South
Korea has the ninth highest level of carbon dioxide emissions in the world, and hence, it is
critically important that the South Korean government decrease these emissions. The nature of the
relationship between output and environmental pollution and the relationship between output and
energy consumption have been controversial issues. The empirical findings are equivocal (Ang,
2008). More recent studies have examined a combination of both relationships (Zanag and
Cheng, 2009; Acaravci and Ozturk, 2010).

The first strand, which examines the relationship between environmental pollutants and income,
has been studied extensively. Whether economic development increases, environmental pollution
is critically important to designing policy strategies. Most empirical studies have attempted to
test the Environmental Kuznets Curve (EKC) hypothesis, following the work of Grossman and
Krueger (1995), Selden and Song (1994), who proved the inverted U-shaped relationship between
per capita income and environmental degradation. According to the EKC, during the initial phase
of economic development, environmental degradation increases with per capita income, but then
decreases with per capita income after reaching a threshold. Stern (2000) and Dinda (2004)
provide extensive reviews of the EKC, and Agras and Chapman (1998), Schmalensee et al.
(1998), and Zaim and Taskin (2000) have all attempted to prove the EKC. More recent studies
on this topic include those of Ang (2008), Shabaz et al. (2013), and Pao et al. (2012). However,
the empirical findings from these studies are mixed and are dependent on factors such as
econometric methods and data, industry structures, times, and governmental interventions. Thus,
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an increase in per capita income does not necessarily guarantee a reduction in environmental
pollution. The second strand examines the relationship between energy consumption and output
and suggests that output and energy use are jointly determined. This is because greater economic
development is expected when energy consumption increases. However, more efficient energy
use may also contribute to economic development (Halicioglu, 2009).

Following Kraft and Kraft (1978), an increasing number of studies have employed both a
cointegration approach and Granger causality to examine the relationship between these two
factors. Recent examples include the studies of Narayan et al. (2005), Belloumi (2009), and Pao
(2009), but they have yielded contradictory results. The disparate empirical findings might be
due to different approaches and data. For example, Glauser and Lee (1997) have demonstrated
that failing to explain non-stationary and cointegration may lead to incorrect conclusions. The
third strand integrates the above two approaches and examines the dynamic relationship between
income, energy consumption, and environmental pollutants. Soytas et al. (2007) and Ang (2007)
made an initial attempt to use this integrative approach. Recent studies include those of
Halicioglue (2009), Soytas et al. (2009), Pao et al. (2011), Pao et al. (2012), and Chandra and
Tang (2013). This study examines the integrative relationship between per capita energy
consumption, per capita income and per capita CO, emissions.

The model estimated from the results is then employed to determine how per capita CO,
emissions change in response to changes in energy consumption, given other variables. To this
end, we adopt the autoregressive distributed lag (ARDL) approach suggested by Pesaran et al.
(2001), Pesaran and Shin (1998). The ARDL approach has a number of advantages over the
standard Engle and Granger (1987) procedure: (i) the bounds test does not require the same order
of integration for time series data because the test allows a mixture of I(1) and I(0) variables; (ii)
the test is appropriate for a small sample size; and (iii) the ARDL approach manages endogeneity
between the variables by using lagged variables. Furthermore, the Zivot—Andrew (1992) unit
root test and the Gregory—Hansen (1996) cointegrating test are employed to examine whether
structural breaks affect the stability of the data and our model. To the best of our knowledge, this
is the first study to examine the dynamic relationship between per capita energy consumption, per
capita income and per capita carbon dioxide emissions, while considering structural changes in
South Korea. This case study provides general ideas that can be used to guide policy strategies.
The rest of this paper is organized as follows: Section 2 discusses the basic EKC model and
outlines the econometric method. Section 3 presents the data analysis and empirical results.
Finally, Section 4 describes potential policy implications and concludes the paper.

Material and Methods

We use the double log form to examine the long-run relationship between per capita carbon
dioxide emissions, per capita energy consumption and per capita real gross domestic product
(GDP) because the log-linear specification provides consistent empirical findings (Shabaz et al.,
2013):

1nCOt = 0Op + (XllnEt + azlnYt + (’.31nYt2 + &t (1)

where CO; represents carbon dioxide (CO,) emissions (measured in metric ton per capita), E;
represents energy consumption (measured in ton of oil equivalent per capita), Y represents
income per capita (real GDP per capita), Y2 is the square of Y, and & is the error term. The
relationship between per capita income and per capita carbon dioxide emissions can be mixed. If
a; > 0 or (0 < 0) when az = 0, there is a monotonically increasing (or decreasing) relationship
between per capita income and per capita CO, emissions. The EKC hypothesis indicates an
inverted U-shaped relationship between per capita carbon dioxide emissions and per capita
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income (i.e., a, > 0 and o3 < 0). This means that, if income per capita increases, carbon dioxide
emissions first increase, but then decrease after reaching a certain threshold. The energy
consumption parameter is expected to be positive(a; > 0) because rising energy consumption
stimulates CO, emissions.

We employ the ARDL cointegrating approach developed by Pesaran and Shin (1998) and Pesaran
et al. (2001) because it has certain advantages over the standard Engle—Granger (1987) and
Johansen (1988) approaches. First, it allows a mixture of I (1) and I (0) variables, unlike the
traditional approaches that need the same order of integration for time series data. Second, the
ARDL approach is appropriate for small samples. Third, the ARDL approach allows parameters
of variables with different lags, and fourth, endogeneity problems can be managed by including
lagged variables. However, the ARDL approach is invalid if the order of integration of any
variable is greater than one. Therefore, we use a unit root test to ensure that all variables are less
than I (2). We conduct the Phillip—Perron (PP) (1988) test since it corrects for serial correlation
and heteroskedasticity. The Kwiatkowski—Phillips—Schmidt—Shin (KPSS) (1992) test and Zivot—
Andrews (ZA) (1992) test complement the PP test. Unlike the PP test, the KPSS test assesses
whether the stationary of the time series is suitable for a small sample size. The ZA test also
considers structural changes in the data.

The ARDL cointegrating approach, suggested by Pesaran and Shin (1998) and Pesaran et al.
(2001), is conducted as follows: (i) a Wald or F-test on the unrestricted error correction model in
Equation (2) tests whether a long-run relationship between the variables exists; (ii) the ARDL
model in Equation (3) is used for the long-run relationships; and (iii) the dynamic error correction
model derived by the ARDL model is used to examine the short-run relationships among the
variables and the speed at which InCO, recovers to a long-term equilibrium. The unrestricted
error correction model shown in Equation (2) is used to test for a cointegration relationship
between income, energy consumption, and CO, emissions (Pesaran et al. 2001; Narayan, 2005).

ACO, =B, + " B,4CO,, +Y B, AY +Y" AT, )+ B AME, +

6,InCO._ +6,InY_ +6,(InY_ )" +0,InE _ +e, )

The variables are the same as those in Equation (1), and A is the difference operator. An
appropriate maximum lag is selected based on an Akaike information criterion (AIC). To
ascertain the existence of cointegration, the null hypothesis of no cointegration (i.e., Hy: 6; =
0, = 03 = &, = 0) should be rejected. The F-statistic obtained by the Wald test has a non-
standard distribution, and hence, it is compared against the critical values generated by Pesaran et
al. (2001). If the F-statistic is greater than the upper critical bounds value, then the null
hypothesis is rejected, indicating cointegration. If the F-statistic is below the lower critical
bounds value, this indicates no cointegration. If the statistic lies within the bounds, the results
become inconclusive. However, the critical values provided by Pesaran et al. (2001) are
inappropriate when a sample size is small. Thus, this study employs the critical values provided
by Narayan (2005) for small samples (30 to 80). The Gregory—Hansen (1996) cointegrating test
will complement the ARDL bounds test by managing a structural break. Once there is evidence of
cointegration, the following long-run ARDL (pl, ql, g2, q3, g4) model is specified (Dergiades
and Tsoulfidis, 2008):
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InCO, =y, + Zil ¢, InCO_, + Zio yInY, + ZZO V(In YH)Z + Zio 7y (In Yt—i)3

q4
+ Zi:o YuInE_ +&, 3)

The long-run multipliers can be obtained by the following equation:

ap =v,/(1- TP i), 8y = Ym/ (1 — TP i), withj=2,3,4,5 “4)
m=2,3,4,5

The optimal lag lengths (p1, ql, q2, q3, q4) are determined from an AIC or other suitable model.
The long-run multipliers represent the long-run elasticity of carbon dioxide emissions with
respect to each variable. The ARDL model in Equation (3) can be represented as the error
correction model in Equation (5), which integrates short-run dynamics with the long-run stable
equilibrium.,

AInCO, =b,+Y " $AINCO, +>" hAlnY, +Y" b A(nY, ) +

dl
Y. byAInE,_ +yECT  +¢, )

Here, ECT,_, is an error correction term, which is employed by the residuals estimated from the
ARDL model in Equation (3), and ¥ is the coefficient of the error correction terms. The latter
term measures the speed at which the previous disequilibrium recovers to equilibrium, and should
be significant with a negative sign. The coefficients of the differenced variables represent the
short-run elasticity of carbon dioxide emissions with respect to each variable.

RESULTS

South Korea is suitable for a case study since the government is urgently trying to mitigate the
levels of carbon dioxide emissions in the country, as it is among the top ten generators of carbon
dioxide in the world. The country’s industries are energy intensive, and thus, energy
consumption may contribute to producing carbon dioxide emissions. The hypothetical scenario
depicted here can add to planners’ and policymakers’ knowledge of carbon dioxide emissions and
its determinants, which, along with accurate forecasting, can help them make more informed
decisions. The annual data used in this paper (1971 to 2010) are per capita real GDP (Y) (in
constant US$ in 2005), per capita energy consumption (EC) (TOE per capita), and CO, emissions
(tCO,, per capita). The annual time series data are obtained from World Development Indicator
(WDR) database. For modeling purposes, all variables were converted to their natural logarithm
form, which reduces heteroskedasticity and serial correlation.

Table 1: Descriptive Statistics of Variables

Variables Mean Std. Dev. Min Max

Y (USS$ per capita) 12112.02 7508.58 2633.14 25525.10
E (TOE per capita) 241 1.47 0.52 4.70
CO2 (tCO2 per capita) 5.95 3.05 1.67 10.63

As stated earlier, we conducted PP (Test 1), KPSS (Test 2) and ZA (Test 3) tests to ascertain the
amount of integration. The KPSS and the ZA tests complement the PP test because the KPSS test
is useful for small samples, and the ZA test manages a structural break by determining the break
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point endogenously from the data. The results in Table 2 show that the series (InCO, InE, InY,
InY?) are all nonstationary in their levels, but are stationary in their first differences (i.e., I(1)).
The ARDL bounds test is implemented for the variables in Equation (2), and for comparative
purposes, the Engle—Granger and the Johansen approach, as per Gregory and Hansen (1996), are
conducted as well. Table 3 shows the results.

Table 2: Unit Root Tests

Test 1 (PP) Test 2 (KPSS) Test 3
(ZA)
Levels 1st diff. Levels 1st diff. Levels 1st diff.
InCO -1.039 (1) -6.474 (0)** 0.345 (1) 0.048 (0)** -2.676 (1) -7.988 (0) **
InY -0.164 (1) -4.762 (0)** 0.421 (1) 0,078 (0)** -1.771 (1) -6.621 (0) **
InY? -1.981 (1) -5.138 (0) ** 2.020 (1) 0.449 (0) ** -2.206 (1) -6.675 (0) **
InE -0.016 (1) -5.143 (0)** 0.359 (1) 0.115 (0)** -1.496 (1) -7.373 (0) **

* and ** indicates significance at the 1% and 5% significance levels and the values in parentheses indicate the number of lags
determined by the AIC or SIC. The KPSS test has a null hypothesis of a stationary variable, while the other tests have a null
hypothesis of a unit root.

Before conducting the ARDL bounds test, a suitable lag length is determined using the AIC,
which is suitable for a small sample (Shahbaz et al. 2013). The null hypothesis of no
cointegration is rejected at the 5% significance level because the F-statistic is 3.240 greater than
the critical value provided by Narayan (2005). The standard Engle—Granger and Johansen
approaches support the existence of cointegration, which means the variables are linked in a long-
run relationship. In addition, the Gregory—Hansen (1996) test is performed for cointegration with
regime shifts. The null hypothesis is that there is no cointegration. The alternative hypothesis is
that cointegration exists with a single shift at an unknown point in time. The null hypothesis is
not rejected. Thus, we can confirm that the variables are cointegrated in case of South Korea.

Table 3: Cointegration Test Results

ARDL Engle—Granger Johansen Gregory—Hansen
3.240%* -3.508%* 68.706 Rank 0 -5.60%*
(-2.964) 27.228%* Rank 1
8.195 Rank 2

The optima lag lengths are selected using AIC or SIC, and ** p < 0.05

Table 4 shows the results of the ARDL (1, 1, 0) and ARDL (1, 1, 1, 1) models, based on the AIC
and setting the maximum lags to two. These models fulfill several diagnostic tests, including
heteroskedasticity, serial correlation, and normality. The likelihood-ratio test was conducted for
the null hypothesis of the restricted ARDL (1, 1, 0) model versus the unrestricted ARDL model
(1, 1, 1, 1). Based on the results, the unrestricted ARDL (1, 1, 1, 1) model is preferred because
the likelihood-ratio test statistic (6.61) is greater than the critical value and the hypothesis is
rejected at the 5% significance level.

Table 4: Ardl Results

Variables Model-1 Model-2
InCO2(-1) 0.600%** 0.778%*%**
(0.135) (0.156)
InE 1.025%%* 1.047%%*
(0.097) (0.119)
InE(-1) -0.633%** -0.803***
(0.157) (0.206)
InY -0.007 -3.107**

GCBF ¢ Vol. 9 ¢ No. 1 ¢ 2014 « ISSN 1941-9589 ONLINE & ISSN 2168-0612 USB Flash Drive

| 307



Global Conference on Business and Finance Proceedings ¢ Volume 9 ¢« Number 1 2014

(0.061) (1.489)
InY(-1) 2.629%*
(1.412)
InY? 0.171%*
(0.082)
InY?(-1) -0.148*
(0.077)
Constant 1.019%** 2.709%*
(0.549) (1.052)
R-squared 0.999
Normality (Skewness/Kurtosis) 13.04/0.04 4.05/1.08
Serial Correlation 1.426 0.317
Heteroskedasticity 0.37 0.02

¥k p <0.01, ¥*p < 0.05, * p < 0.1, and the values in parentheses indicate standard errors.

The estimated ARDL model (Model-2) is used to measure the long-run elasticities, using
Equation (4). The error correction model in Equation (5) is used to measure the short-run effects
and the speed at which the previous disequilibrium recovers to equilibrium. The results are
shown in Table 5. The long-run energy consumption elasticity is 1.09, which means that a 1%
increase in per capita energy consumption leads to a 1.09% increase in per capita carbon dioxide
emissions. The parameters of per capita income (-) and square of income (+) fulfill the EKC
hypothesis. The significance of the coefficient of the error correction term (ECT) (-0.99) implies
that short-term deviations in equilibrium between variables adjust quickly back to the long-run
equilibrium. Following Pao et al. (2011), the variables take one year to recover to equilibrium
when the inverse of the absolute value of the ECT coefficient is calculated.

As expected, the energy consumption has significant and positive effects on carbon dioxide
emissions, and the long-run energy consumption elasticity is larger than short-run energy
consumption elasticity. The short-run effects of income terms are not significant. This is because
energy consumption and income do not change radically in the short-run, and the long-run effects
are stronger than the short-run effects.

Table 5: Long-Run and Short-Run Effects: Error Correction Models

Variables Coefficients t-statistics
AInCO;_; 0.74%** 2.82
AInE, 1.12%** 10.19
AlnE,_, -0.85%** -3.05
AlnY, -1.04 -1.44
AlnYtz_1t 0.05 1.33

ECT -0.99%** -3.11
Constant -0.00 -0.04
Long-run Relationship ECT = InCO, — 1.09InE — 2.15Iny + 0.1InY?
R-squared 0.999

Normality(Skewness/Kurtosis) 4.05/1.08

Serial Correlation 0.317

Heteroskedasticity 0.02

t-statistics in parentheses, and ***p < 0.01, **p < 0.05, *p < 0.1

The model fulfills the diagnostic tests for non-normality and serial correlation
(heteroskedasticity). One possible concern with the ECM model is that the estimated parameters
may change over time. If a structural break exists, the parameters are then unstable (Pao et al.,
2011). We check the stability of the parameters using the cumulative sum (CUSUM) and
cumulative sum of squares (CUSUMSQ) tests, as suggested by Brown et al. (1975). Unlike the
Chow test, which requires a predetermined break point, the CUSUM and CUSUMSQ tests do not
need to know where the structural break occurs. Figure 1 provides the plots of the CUSUM and
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CUSUMSAQ test statistics, which fall inside the 95% confidence band. This means that the
estimated parameters are stable over the period shown.

Figure 6: Cusum and Cusumsq Test Results
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Next, the carbon dioxide emission scenarios are forecasted based on the estimated long-run
equilibrium model. The three scenarios hypothesize what will happen to changes in carbon
dioxide emissions per capita in response to changes in energy consumption, given other variables:
(i) no change (scenario 1: co0); (ii) a 3% increase in energy consumption (scenario 2: co3); and
(iii) a 6% increase in energy consumption (scenario 3: co6). We assume a 3% growth in per
capita income and forecast per capita carbon dioxide emissions from 2010 to 2020. Figure 2
shows the results for each of the three scenarios (co0, co3, co6). These results indicate that per
capita carbon dioxide emissions are elastic with respect to energy consumption, which ranges
from 4% to 100% in 2020. Therefore, managing energy consumption will contribute to curbing
carbon dioxide emissions, ceteris paribus.

Figure 1: Forecasts of Carbon Dioxide Emissions in South Korea (2010-2020)
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This study examined the dynamic effects of per capita energy consumption and per capita income
on per capita carbon dioxide emissions in South Korea. The ARDL approach was employed to
examine the dynamic relationship. The estimated model was then used to forecast carbon dioxide
emissions for 2010-2020, depending on certain scenarios. The empirical results suggest the
following findings. First, a long-run stable equilibrium relationship exists, and short-term
deviations from this equilibrium quickly readjust, taking approximately one year to do so.
Second, the long-run elasticity of per capita carbon dioxide with respect to per capita energy
consumption is elastic. Third, the inverted relationship between per capita income and per capita
carbon dioxide emissions (the EKC hypothesis) is supported. Fourth, the forecasted carbon
dioxide emissions from certain scenarios range from 4% to 100% in 2020.

The results of this study suggest important policy implications for public planners in South Korea
who want to curb carbon dioxide emissions. First, the evidence of EKC indicates that economic
growth or higher income does not mean higher carbon dioxide emissions. Thus, there is much
scope for developing other options, such as energy conservation strategies. Second, the evidence
also suggests that energy consumption is a major contributor to carbon dioxide emissions.
Therefore, managing per capita energy consumption could be an important policy strategy to
restrain per capita carbon dioxide emissions. The forecasts of carbon dioxide emissions based on
certain scenarios underlines the significance of managing energy consumption. The main
contribution of this paper is that it is the first attempt to examine the dynamic relationships
between per capita energy consumption, per capita income and per capita carbon dioxide
emissions in South Korea. This paper also considers structural changes within the data and
models. Even though this study considers small samples and endogeneity, the results should be
interpreted with caution.
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CAUSALITY TEST OF BUSINESS RISK AND
CAPITAL STRUCTURE IN A PANEL DATA OF
NIGERIAN LISTED FIRMS

Dauda Mohammed, Bayero University, Kano, Nigeria
ABSTRACT

In economic sense, some events may be subject to spill-over from economy-wide or world-
wide shocks. For instance a country’s fiscal policy, such as government spending, taxation,
and borrowings, influence both the pattern of economic activity and also the level and
growth of aggregate demand, output and employment. Therefore, causal relationship may
flow from business risk to financing structure of companies and vice versa. The objective of
this study is to show that Granger (1969) Causality test can be conducted on a panel data
comprising of time series and cross-sectional data set. This study used a dynamic panel
data of publicly listed firms in Nigeria for the period of 2000-2006, to analyse the direction
of causality between our measures of leverage and business risk using the causality
approach described by Granger (1969). The overall, results indicates that increases in
either business risk or total liabilities as a proportion of total assets do not Granger-cause
or predict higher future values of both variables over the short-to-medium term. The
implication is that an analysis of the relationship between capital structure and business
risk in Nigeria could be estimated in a dynamic panel framework

JEL: 320
KEYWORDS: Capital structure, business risk, Granger causality, Nigeria
INTRODUCTION

Financial researchers have often use contemporary pair-wise correlation coefficients to analyse of
the degree of correspondence of directional movement in the variable of interests. However, such
estimated pair-wise correlation coefficients do not indicate whether the assumed relationship is
unidirectional or bi-directional. For instance, it does not often show whether the dependent
variable is causing change in the independent variable or vice versa Nwachukwu and Mohammed
(2012). In other words some global events may be subject to spill-over from economy-wide or
world-wide shocks. For instance a country’s fiscal policy, such as government spending, taxation,
and borrowings, influence both the pattern of economic activity and also the level and growth of
aggregate demand, output and employment. It is therefore important to realize that changes in
fiscal policy affect both aggregate demand (AD) and aggregate supply (4S) including that for a
company’s capital.

In order to capture the impact of these changes in aggregate demand and aggregate supply
researchers such as Granger, et al.(2000) and Koop (2006) employ econometric method to
statistically detect the direction of the causal relationship between two time series variables using
the Granger causality test. Similarly, previous studies on capital structure including Morley
(2006) and Berger and Patti (2006), have utilized the Granger causality test in their panel data
analysis. The aim of this paper is to use causality test as described by Granger (1969) to examine
the directional relationship between business risk and capital structure of Nigerian listed firms.
For brevity, we limit our analysis of the direction of causality by assuming that the ratio of total
liabilities to total assets (LEV) and earnings risk (STDEV) form a simple two-variable model
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without the necessity of controlling for the effect of the other factors influencing the capital
structure decisions of Nigerian companies.

DATA COLLECTION

The data for our study were obtained directly from the Nigerian Stock Exchange and to check the
authenticity of data, we compared it with those made available by some of the companies on their
respective web sites. Further, we excluded firms with less than 8 years of continuous time series
data on their total liabilities, total assets, and earnings before interest and tax between 2000 and
2006. We also dropped firms that were cross-listed on both the domestic and overseas capital
markets. This helped to avoid the confounding implications of disparities in economic structure,
exchange rates, legislation, and the level of development of local and foreign markets. The
sample of our study comprises seven annual observations for 94 companies, thus 658
observations. On the whole, they make up more than three-quarters of shares traded on the
Nigerian Stock Exchange (NSE). We examine the relationship between these variables using
annual data over the period 2000-2006. The last seven years were chosen in order to avoid the
uncertainties associated with the Nigerian elections in 1999 and in 2007.

Theoretical Framework of Bi-Variate Granger Causality Test

The theoretical framework of the bi-variate Granger-causality test is based on the premise that a
causal series contains information about the response variable that is unavailable from any other
source (Pesaran et al. 2001). A variable (X, ) for example, is said to cause another (Y, ) if the
forecast for the current value of Y, is significantly improved by the inclusion of the past value of
X,, after controlling for the past value of Y, (Pesaran e al. 2001). Given the challenges of
Nigeria’s business environment, it would not be impossible to have a causality relationship

between capital structure and earnings volatility (business risk) running in both directions.

It therefore follows that causation may run negatively from earnings risk to the total leverage
ratio, providing that company managers are more inclined to retain a larger proportion of a
marginal increase in earnings rather than distribute them to shareholders during periods of
economic uncertainty. Thus, the additional retained profit is then substituted for debt capital. This
implies that a forecast of changes in earnings variability would be followed by changes in the
total leverage ratio in the opposite direction. Previous studies on capital structure including
Morley (2006) and Berger and Patti (2006), have utilized the Granger causality test in their panel
data analysis. The perceptive ideas for bivariate causality are usually investigated by isolating the
impact of the two variables of interest, in this case the leverage ratio of our sampled firms and our
measure of earnings variability (business risk) assuming other variable are held constant. Hence,
we regressed lags of the two variables of interest using the following specifications:

m n
Yi,t =1, + Za;Yi,t—j + Zﬁjyxi,t—j +f + git
= =

(D
th _770 +Zaj{X1t j +ZIB;(YII j + 1( +gzxt
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where the term 7,is an overall group constant, f; is the company-specific effect and ¢ is the
error term. We assume that the disturbance terms for the two equations are uncorrelated with the
observable variable on the right hand side and that they are normally identical and independently
distributed. The coefficient 37 in equation 2.1 is utilized in our assessment of whether Granger—
causality runs from the variable X toY , while the coefficient ,B in equation 2 is employed in
our computation of Granger-causality running in the opposite direction from Y to X .

METHODOLOGY

The variables used in this paper are the natural logarithm of debt ratio and the volatility of the
ratio of total earnings before interest and tax (EBIT) relative to total assets. The natural log as
opposed to untransformed ratios allow us overcome the problem of skewed distribution as a result
of the inclusion of companies with varying dimensions in their sales variability and asset
structure. Harris, et al. (2005) has suggested that some skewed data can be transformed to
normally distributed data and then analysed using more accurate parametric testing. In addition,
the use the natural log was also based on the result of a nested test. The non-nested test of linear
versus log linear equations is obtained by estimating the linear equations and saving the predicted
value of the dependent variables. We then ran the log-linear regression equation and include the
fitted dependent variable from the linear model. The decision criterion is that if this additional
predicted variable is significant at the conventional five per cent, then the log-linear equation is
the wrong specification for analysing the data.

The test result rejects the significance of the fitted dependent variable, thus implying that the log-
linear equation is an acceptable specification for analysing our data. Furthermore, dynamic
heterogeneous models require selecting the appropriate lag length for the individual company
equation. There are two methods of information criteria (i) Akaike Information Criterion (AIC),
and (ii) Schwarz Criterion (SC). The AIC is often used in model selection for the non-nested
alternative, while the Schwarz Criterion is an alternative to the AIC that imposes a larger penalty
for additional coefficients. Again, following the empirical approach in dynamic panel study by
Gaud et al. (2005) and Nwachukwu (2009) among several other studies, we settled for
spec1ﬁcat1ons with four-year lags for each explanatory variable that is m=n=4  This is
represented in equation 4.1 and 4.2 below. We first experimented with longer time lags of five
and six years but our data proved too short to accommodate such lag periods.

We begin with a max lag of 6 and slowly eliminated the ones that are insignificant using the
Schwarz Bayesian criterion. Subsequently, the Granger causality test in equations 4.1 and 4.2
were estimated using four annual lags of the percentage changes in the total debt ratio and the
standard deviation of total earnings relative to total assets (business risk). The regression analysis
deploys a total of 609 observations generated from the panel data of our ninety-four companies
over the period 2000 — 2006. The use of annual observation means that we can consider
separately short and long-run Granger causality effects (Elbadawi and Mwega, 1998; Attanasio et
al. 2000). Consequently, equations 4.1 and 4.2 above are estimated using the three instrumental
variables techniques of GMM-IV, SURE and 3SLS mentioned above and the results presented in
Table 1.

CONCLUDING COMMENTS

The study tests for the direction of causality between our measures of leverage and business risk
using the causality approach described by Granger (1969). Overall, the results in Table 1 suggest
that increases in either business risk or total liabilities as a proportion of total assets do not
Granger-cause or predict higher future values of both variables over the short-to-medium term.
The results show that the previous debt ratios lag 1, 2 and 4 are statistically significant under the
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SURE estimation. The implication is that an analysis of the relationship between capital structure
and business risk in Nigeria could be estimated in a dynamic panel framework. Nonetheless, we
recognised that the causal predictions of such a simple two-variable empirical analysis may be
biased because of the effect of omitted firm-specific variables that may impact on the capital

structure choices of companies.

Table 1: Result of Granger Causality Analysis Between Capital Structure and Business Risk in
Nigeria During the Period 2000-2006

number of observations 609

1ods gmm-iv sure 3sls
column 1 column 2 column 3 column 4 column 5 column 6
dependent (y) variable dllev stdev dllev stdev dllev stdev
independent (x) variables
constant -0.238 1.102 0.178 0.070 0.556 1.220
[-0.102] [0.906] [1.269] [4.961] [0.281] [0.876]
dllev (-1) -0.138 -0.294 -0.109 -0.006 -0.476 -0.318
[-0.194] [-0.805] [-1.728] [-0.939] [-0.789] [-0.752]
dllev (-2) -0.252 0.087 -0.139* 0.008 -0.228 0.093
[-1.315] [0.663] [-2.161] [1.288] [-1.116] [0.644]
dllev (-3) -0.173 -0.029 -0.049 -0.005 -0.190 -0.034
[-1.304] [-0.354] [-0.819] [-0.879] [-1.382] [-0.349]
dllev (-4) -0.700 -0.476 0.136 0.002 -1.026 -0.525
[-0.552] [-0.738] [1.913] [0.304] [-0.886] [-0.646]
stdev (-1) 0.011 2.243 0.464 0.311 2.719 2.330
[0.002] [0.940] [0.752] [5.033] [0.682] [0.832]
stdev (-2) -1.030 -0.858 -0.438 0.200 -1.082 -0.773
[-0.443] [-0.615] [-0.600] [2.727] [-0.487] [-0.496]
stdev (-3) 0.383 3.647 -0.173 0.124 5.544 3.836
[0.0393] [0.718] [-0.214] [1.531] [0.661] [0.651]
stdev (-4) 3.589 -11.004 -0.178 -0.087 -9.069 -12.110
[0.134] [-0.821] [-0.231] [-1.127] [-0.403] [-0.767]
sum beta coeffﬁcients5 2.953 -5.971 -0.326 -0.001 -1.887 -6.717
wald test 1: /' [5];(probability value)
[0.840] [0.444] [0.483] [0.961] [0.880] [0.443]
sum of alpha coefficients’ -1.264 -0.711 -0.162 0.548 1.920 -0.785
wald test 2: ' [5];(probability value)
[0.495] [0.429] [0.260] [0.001] [0.244] [0.498]
implied long-run granger-causality | 1.304 -3.489 -0.280 -0.002 -0.646 -3.764
coefficients
wald test 3: Zz [7] J;(probability value) [0.918] [0.435] [0.010] [0.001] [0.784] [0.443]
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null no serial correlation up to lag order
one s [0.658] [0.359] [0.935] [0.349] [0.295] [0.300]
ljung-box g-statistics ' [1];(probability
value)

null no serial correlation up to lag order
two

ljung-box g-statistics 12 [1];(probability
value) [0.903] [0.522] [0.993] [0.619] [0.554] [0.470]

sargan test

[0.97] [0.999]

Notes:

1. The estimated coefficients in bold italics are significant at the conventional five percent level

2. The figures in brackets/...] are the t-statistics unless otherwise stated

3. The equations estimated in columns 1 and 3 and 5 are of the form in equation 4.1 while the models in columns 2, 4 and 6 are of the
form in equation 4.2

4. The sum of beta coefficients is the sum of the coefficients on the lagged explanatory (x) variable in the respective equations. The
sum of the alpha coefficients is the sum of coefficients on the lagged dependent (v) variables in the equation concerned

5. The probability value of the sum of beta and alpha coefficients are associated with a Chi-square statistics obtained from a Wald
test of the null hypothesis that such additions of the estimated causality are equal to zero.

6. The long-run Granger-causality coefficient is calculated as the sum of beta coefficients divided by one minus the sum of alpha
coefficients. The probability value is for a Chi-square statistics following results of a Wald test of the hypothesis that all the beta
coefficients are jointly equal to zero.

7. The probability values of the Ljung-Box statistics are obtained by applying view-residual-test function in the EViews version 6.0 to
the residual of each specification 6 and 7. The results show that the null hypothesis of no first and second-order serial correlation
in the difference residuals cannot be rejected at the five percent confidence.

8. The Sargan test for the GMM model in column 1 and 2 is not significant at the 5% confidence level and hence accepts the validity

of our instruments.
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USING QUANTILE REGRESSIONS TO EXAMINE
THE CAPITAL STRUCTURE DECISION OF US
FIRMS

William Nelson, Indiana University Northwest
Bala Arshanapalli, Indiana University Northwest

ABSTRACT

The paper examines the capital structure decision of 3432 US companies in the year 2006 and
2011. The paper employes quantile regression to explore the predictions of the trade-off and
pecking order models. We find evidence of heterogeneity in the capital structure and the
determinants of capital structure. We find the data more consistent with the trade-off theory than
the pecking order theory in 2006 but find that only economic conditions matter in 201 1.

JEL: G32
KEY WORDS: Quantile Regression and Capital Structure
INTRODUCTION

Ever since the groundbreaking work of Modigliani and Miller (1958) empirical capital structure
research has been abundant. Yet a successful explanation of the wide variety of capital structures
remains elusive. For example Frank and Goyal (2003) note “there is a surprising lack of
consensus even about many of the basic empirical facts.” Most of the research focused on testing
two competing theories. Since neither of the theories claimed to provide an explanation of the
capital structure decision for all circumstances this state of affairs is perhaps understandable. This
paper’s contribution is twofold. First, Korajczyk and Levy (2003) show that economic conditions
along with firm specific variables determine the capital structures. Thus we will examine the
capital structure determinants for two very different years. The first year, 2006, was just before
the recent US recession. A period some observers (most well-known Shiller (2005)) classified as
a period of “irrational exuberance”. The second year, 2011, a period shortly after the recession, is
a period characterized by low interest rates and considerable risk aversion.

This allows us to study the capital structure decision in different economic environments. Second,
it has been shown that the distribution of leverage ratios is highly skewed with considerable
kurtosis. These observed statistical properties may result in an incomplete picture of the
relationship between the leverage ratio and the firm specific variables when least square
regressions are used. A better suited methodology under these circumstances is quantile
regressions. Introduced by Koenker and Bassett (1978), quantile regressions allow us to examine
the impact of capital structure determinants across the whole distribution rather than only at the
mean of the distribution. The paper opens with a brief explanation of the two models of capital
structure determination. The predictions of each model for the various determinants of capital
structure are spelled out. The next section explains one quantile regression. The following section
describes our data source. Then the results are presented and discussed. The paper’s conclusions
are presented in the final section.

LITERATURE REVIEW
Modigliani and Miller (1958) show that assuming away taxes, bankruptcy costs, agency costs and

asymmetric information in an efficient market financial policy is irrelevant. Thus the trade-off
theory focuses upon when these conditions are violated. The trade-off theory argues that firms
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way the benefits of taxes and certain incentive effects against the direct and indirect costs of
bankruptcy. The optimal capital structure precisely balances the costs and benefits of additional
debt.

Corporate taxes in the Modigliani and Miller (1958) model provide a strong incentive for debt
financing. Miller (1977) shows that personal taxes can mitigate or at least lessen this effect.
DeAngelo and Masulis (1980) developed a model in which the benefits of the tax deductibility of
interest are greater for profitable firms. They argue higher levels of nondebt tax shields may
render the deductibility of the interest payments superfluous and thus lower the tax benefit of
debt. They posit a negative relationship between the size of nondebt tax shields and book
leverage. Because the tax shields may affect the market value of the firm the impact on market
leverage is ambiguous. Furthermore their analysis implies that an increase in profitability allows a
corporation to issue more debt. If leverage is measured using book values we may conclude there
is a direct relationship between profitability and the debt ratio. The situation becomes more
complex if we measure leverage using market values. Since increases in profitability may
increase the market value of the firm, the effect on leverage is uncertain.

Jensen and Meckling (1976) and Jensen (1986) focus on the conflicts of interests between
managers and stockholders. They argue that managers have a tendency to spend excess free cash
flow on their interests at the expense of stockholder’s interest. If a company choses a higher debt
ratio the fixed obligations from debt commitments can reduce the free cash flow available for
managerial self-dealing and help realign the interests of the managers and stockholders. These
are also called agency costs. To the extent a firm has more investment opportunities it has less
need for debt to control managerial behavior. In the trade-off theory increased investment
opportunities are associated with a lower debt ratio.

On the other hand, there are also negative effects of debt on firm value. That is, leverage creates
incentives for risk shifting, another type of agency costs. This is the tendency for stockholders to
accept high risk projects to profit on the upside potential and allow bondholders to suffer the
losses if the project fails. This reduces the willingness of lenders to supply funds. To the extent
the firm’s assets are tangible and can serve as good collateral this lessens the lender’s risk and
increases their willingness to provide funds. Thus firms with high levels of net fixed assets
should employ more leverage. Warner (1977) found that the direct costs of bankruptcy were
about 5.5% of the asset value of the firm and only 1.4% of the value five years prior to
bankruptcy. When we consider the probability of bankruptcy this suggests the expected costs of
bankruptcy are not large. However, the indirect costs of bankruptcy such as the effects on
customers, suppliers, and employees may be quite substantial. Since the possibility of bankruptcy
rises when profitability falls, this provides another rationale for a negative relationship between
leverage (measured by book values) and profitability.

To the extent a firm a firm relies on tangible assets which can serve as collateral, the costs of
bankruptcy and the costs of agency should be lower. Lenders should more willingly provide debt
financing. Therefore, the greater the proportion of tangible assets, greater the expected leverage.
The Pecking order model of Myers and Majluf (1984) claims the high costs associated with
issuing equity securities are the supreme consideration. There are two types of costs:
transactions and asymmetric information. The transactions costs are the fees associated with
issuing new securities. These are highest with new equity; debt securities are next, and retained
earnings has no fees. The asymmetric information costs arise from the investors believe that the
managers have better information about the firm’s prospect than investors. Thus, if prospects are
good the management is unlikely to issue equity to share the profits with investors. Thus
investors will interpret an equity issue as a negative signal and will underprice it. This problem is
present for debt but in a much smaller degree. Since management understands investor’s
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perception and wishes to avoid the underpricing they set a hierarchy of financing. The first
choice is retained earnings. Next is debt and new equity is issued reluctantly.

In a single period pecking order model debt rises when investment needs exceed the retained
earnings. Controlling for profitability, leverage is directly related to retained earnings.
Similarly, controlling for investment needs, profit is inversely related to debt. In a dynamic
model the relationships are less clear. In this case even if investment needs exceed retained
earnings a firm may not wish to issue debt if it anticipates more profitable projects and a shortage
of retained earnings in the future. This possibility is less likely for a firm paying dividends as
they could lower their payout rate to preserve retained earnings. Nevertheless it cannot be
dismissed.

Table 1 which draws from Fama and French French (2002) summarizes our discussion. It
contrasts predictions of the trade-off and pecking order theories and lists the proxies that we
employ. It allows us to pull together our predictions of the determinants of leverage in the two
models. First we examine predictions concerning profitability. In the pecking order model
increases in profitability will lower the leverage ratio (for both book and market value measures
of leverage). In the trade-off model increased profitability results in higher levels of leverage.
The effect of profitability on market value measures of leverage is ambiguous as we discussed
above. Second, we consider the impact of the availability of investment opportunities on leverage.
The single period Pecking order model predicts the book leverage increases with the availability
of investment opportunities. In the dynamic model the theory predicts that investment
opportunities is inversely related to market leverage. Third, we consider the impact of tangible
assets. The pecking order theory offers no prediction on their effect. The trade-off theory predicts
the higher the proportion of tangible assets the greater is both book and market leverage. Finally,
we consider nondebt tax shields. The pecking order theory offers no prediction of their impact on
leverage. The trade-off theory suggests they will negatively impact the leverage and have
ambiguous effect on market value.

Table 1: Summary of Predictions and Proxies of Pecking Order Models and the Trade-Off Model

Pecking Order

Model Dynamic Pecking Order Trade-off Model
Determinants Proxies Book  Market Book Market Book Market
Profitability ET/A - - - - +
Investment Opportunities V/A + + - -
Proportion of Tangible Assets NFA/A + +

Non-debt Tax Shields Dep/A
This table draws heavily from Fama and French (2002)
ET/A, Preinterest, pretax earnings divided by assets
V/A The ratio of market to book value of assets
NFA/A Net fixed assets divided by total assets

Dep/a depreciation divided by total assets

DATA AND METHODOLOGY

The Data Set Comes From Damodaran’s Website,

http://pages.stern.nyu.edu/~%20adamodar/New Home Page/data.html. This data is free of
survivorship bias. It covers 6176 companies in 101 industries. We considered the 3432 companies
for which we had complete data for both of the time periods, 2006 and 2011. The use the pre-
interest after-tax earnings divided by the book value of assets is our proxy for profitability. This
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measure of profitability is not influenced by the company’s choice of leverage. Our proxy for the
availability of investment opportunities should reflect the firm’s expectations for high future
growth. Following Myers (1977) we use the ratio of the market to book value of assets as a proxy
for expected future growth opportunities. The proportion of net fixed assets total assets measures
the tangibility of the firm’s assets. Finally we measure non-debt tax shield as the ratio of
depreciation expense to total assets.

Table 2 provides basic descriptive statistics of the key variables for 2006 and 2011 periods. It is
interesting that the leverage (market value of the debt to capital) in 2011 of 27% exceeds the ratio
in 2006 of 16%. Couple of reasons could be offered for the growth in the leverage. First, the
interest rates in 2011 were extremely low and may have encouraged firms to take on more
leverage. Second, since we are using market leverage ratio, low interest rates could have pushed
the market value of debt higher.

The table 2 shows the mean profitability measure was negative in both periods. In both periods
the median value of profitability was positive and in both periods negatively skewed. This means
some firms with large losses lowered the mean value. The median profitability in the 2011 period
was lower than in 2006. This reflects the incomplete recovery from the recession. The remaining
variables have significant skewness and kurtosis. The Jarque-Bera statistic strongly rejects the
null hypothesis that any of the variables are normally distributed. The Table 2 illustrates the
heterogeneity of data on both the capital structures and the proposed determinants of capital
structure

Table 2: Descriptive Statistics For 2006 and 2011

2006 descriptive statistics

net fixed
market debt to investment assets to total non- debt tax
capital profitability opportunity assets shield

mean 0.1576 -0.0908 0.5054 0.2063 0.0370
median 0.0913 0.0400 0.0013 0.1179 0.0288
maximum 0.9961 3.5256 380.0400 1.0000 3.0000
minimum 0.0000 -17.5000 0.0000 0.0000 0.0000
std. dev. 0.1861 0.7734 7.9840 0.2338 0.0674
skewness 1.5025 -10.0654 35.6388 1.3238 26.4247
kurtosis 5.1232 149.9036 1552.8160 3.8929 1101.4600
jarque-bera 1935.9180 3143984.0000 343000000.0000 1116.4420 173000000
probability 0.0000 0.0000 0.0000 0.0000 0.0000
2011 descriptive statistics
mean 0.267296 -0.079322 2918 0.213531 0.038909
median 0.172126 0.036444 0.0061 0.117335 0.030543
maximum 0.99997 3.92 2081.665 1 1.6
minimum 0 -74 1.33¢-08 0 0
std. dev. 0.288647 1.51834 48.55 0.24267 0.055195
skewness 1.065328 -38.43958 34.891 1.306307 12.56956
kurtosis 3.108585 1738.198 1355.88 3.707823 290.3395
jarque-bera 650.4832 4.31e+08 2.62¢+08 1047.118 11890092
probability 0 0 0 0 0
observations 3432 3432 3432 3432 3432
definition of variables
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profitability pre-interest, after-tax earnings divided by book value of assets
investment opportunities the ratio of market to book value of assets
non-debt tax shield depreciation expense divided by book value of assets

Most of the empirical tests of capital structure determinants focus on testing the implications of
the two competing theories we outlined above: the trade-off model and the pecking order theory.
These theories suggest many factors to explain the determinants of leverage. Frank and Goyal
(2003) proposed 39 factors. Fama and French (2002) narrowed them down to 4 factors;
profitability, investment opportunities, the tangibility of assets, non-debt tax shields and
volatility. In their analysis volatility is measured over time as log of assets and it is not included
because our analysis is over cross-section of firms. Previous studies have used different
definitions of leverage. As noted by Frank and Goyal (2003) book values are determined by past
economic activity whereas market values are determined by expected future economic activity.
They note that while early studies employed book value definitions, more recent studies have
focused on the market value. In this study we will focus on the market value. As in the previous
studies the market value of leverage is defined as the ratio of market value of debt to market
capitalization.

Quantile Regression

We test the predictions of the two models using the quantile regression developed by Koenker
and Bassett (1978). The aim of simple classical regression analysis is to minimize the sum of
squared errors given by

t
min ) (i - @ = X8’
a,f £

i=1
where,

y; is the dependent variable
X; is the independent variable

and a and f are the estimated intercept and slope parameters. The objective is to find values of
[ that would minimize the error. While the idea of quantile regression is similar, it aims at
minimizing absolute deviations from " conditional quantile and it is given as:

T

;;;g;Zpr O = £CK )
i=

Where

& is the conditional quantile
p. is the so-called check function which weights positive and negative values
asymmetrically (giving varying weights to positive and negative residuals)

For example to obtain conditional median parameter estimates, T should be set at 0.5 (since this
is the quantile that represents the median) and an optimization model is employed to find values
of B that minimizes the weighted sum of absolute deviations between the dependent variable and
the independent variable. However the constraints imposed require that a linear programming
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must be used. In a regression format the relationship between the dependent and independent
variable can be summarized as:

T
min > Iy —a* = X,f° |
i=1

aTﬁT

Where

a’ is the intercept for a specified quantile and
B7 is a slope coefficient

B* shows the relationship between X; and y; for a specified quantile. A linear program is used
where different values of a and 8 are plugged into the above equation until the weighted sum of
the absolute deviations are minimized.

RESULTS AND DISCUSSION

Table 3 presents both the OLS and quantile regression estimates of the leverage ratio for 2006
and 2011. The impact of profitability on leverage in 2006 is positive accept at low levels of
leverage. In particular the impact of profitability was insignificant at the 20" quantile and
positive with statistical significance at all of the other quantiles. In addition the coefficients
increased monotonically as we moved to higher quantiles. This was not consistent with the
Pecking Order model which predicted a negative coefficient and potentially consistent with the
Trade-Off model which made no prediction. The investment opportunities were statistically
insignificant determinants according to OLS. At the lower end of quantiles investment
opportunities were also insignificant. However, at the higher end of quantiles, the investment
opportunities exerted a statistically significant downward influence on leverage. This implies that
the firms with higher leverage would invest in new opportunities by using equity. Moreover, the
order of magnitude of the coefficients generally increased as we moved to higher quantiles. This
is consistent with both the dynamic Pecking Order theory and the trade-off model. This
illustrates the advantage of the quantile regression. OLS would simply have assigned no
significance to investment opportunities. The proportion of tangible assets has a strong
statistically significant positive impact on leverage both in OLS and across all of the quantiles.
This is not predicted by the pecking order model but is predicted by the Trade-Off theory. Finally
non-debt shields are negatively statistically significant in OLS. In quantile regressions non-debt
tax shields have no statistical significance across the distribution. The results of 2006 are more
supportive or consistent with the tradeoff model.

In 2011 profitability had a negative marginally significant impact on leverage in the OLS model.
However, as we examine the impact across the quantiles we observed no statistically significant
impact but the sign of the coefficient is negative. Because the Trade-Off theory makes no
predictions the result is not inconsistent with the theory. The OLS results are consistent with the
Pecking Order theory but they are not confirmed across the quantiles. Since the median
profitability is lower in 2011 and further the economy was in the process of coming out of a deep
recession the firms made no attempt to alter their leverage. The investment opportunities, unlike
2006, are marginally significant in OLS. But, the coefficient obtained statistical significance only
in the highest (80th) quantile. In 2011 investment opportunities do not seem to be important
determinants of capital structure. The proportion of tangible assets again enters positively and is
statistically significant in OLS and all of the quantiles except the highest quantile. Perhaps in
economically uncertain times, highly leveraged firms were unable to increase their leverage even
with additional collateral. This result is consistent only with the Trade-off theory. Finally, the
non-debt tax shields failed to obtain any statistical significance in either OLS or across the
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quantiles. Soon after the great recession, we find little support for either theory. It makes sense
because in an uncertain economic time period, the only thing that matters is having good
collateral.

Table 3: Ordinary Least Squares and Quantile Regression Results For the Capital Structure

results for 2006
ols q(:20) q(-40) q(-50) q(.60) q(-80)
independent variables
constant 0.1373 -0.0003 0.0182 0.0621 0.1085 0.2576
31.6067 -0.1924 7.0065 9.2798 16.1615 21.6165
profitability 0.0098 0.0000 0.0027 0.0062 0.0108 0.0214
2.3058 -0.0338 22724 3.3199 4.7090 6.9315
investment opportunities -0.4267 0.00185 -0.022826 -0.280969 -0.2216 -0.5621
-1.0763 0.0307 -0.3070 -1.0079 -2.2556 -7.1422
net fixed assets/total assets 0.1298 0.0563 0.1861 0.1963 0.2006 0.1580
9.4051 4.9456 11.6524 10.1283 8.6294 52321
non-debt tax shield -0.1451 -0.0531 -0.1264 -0.2515 -0.2180 -0.1425
-2.9408 -1.0209 -1.6610 -1.6889 -1.7181 -0.5107
results for 2011
ols q(:20) q(-40) q(-50) q(.60) q(-80)
independent variables
constant 0.2400 -0.0011 0.0400 0.1079 0.2049 0.4884
34.4447 -0.2790 7.3695 10.1224 14.3750 26.8421
profitability -0.0070 -0.0003 -0.0019 -0.0075 -0.0365 -0.1648
-1.7629 -0.0928 -0.4342 -0.5260 -0.4710 -0.6241
investment opportunities -0.2290 -0.011063 -0.111778 -0.245036 -0.4431 -0.2030
-1.9235 -0.0843 -0.5590 -0.9717 -1.5794 -3.1680
net fixed assets/total assets 0.1488 0.1291 0.3034 0.2971 0.2778 0.0683
7.0410 6.5653 14.9796 10.0698 8.5389 0.8393
non-debt tax shield -0.1116 -0.1201 -0.1656 -0.2270 -0.5282 -0.2675
-1.1454 -1.0014 -1.1713 -0.9291 -1.4465 -0.3093

CONCLUSION

This paper examines capital structure in the US for 2006 and 2011. The paper employs quantile
regression analysis to explore the determinants of capital structure. We find convincing evidence
of heterogeneity in the debt ratios of firms. There is also strong evidence of heterogeneity in the
determinants of capital structure. In 2006 we find profitability had a positive statistically
significant impact on capital structure across the distribution. The investment opportunities had a
statistically negative impact on capital structure as predicted by the Trade-off theory only in the
highest quantiles. Relying only on only OLS would have missed this evidence that supports the
Trade-off theory. The proportion of tangible assets had a statistically significant positive impact
on the capital structure consistent with the trade-off theory. The non-debt tax shields had a
statistically significant negative impact on capital structure only in OLS. Examining the impact
of non-debt tax shield across the distribution reveals that there is marginal statistical significance
only in the middle of the distribution and no significance at the extreme. The OLS results are
consistent the trade-off theory whereas the quantile regressions while supportive suggest a more
mixed picture. In 2011 the only determinant of capital structure was the tangible asset ratio. The
recession and the accompanying economic uncertainty were probably important considerations in
setting capital structure than the usual determinants. The capital structure theories work well in
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normal economic conditions but not as well when the economy is coming out of a distressed
economic period.
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ABSTRACT

Throughout history, empires have been built through the development of a superior military.
Many of these empires experienced slow decline and collapse through a conjectured lack of
passionate and loyal conscripted individuals who made up these armies. Others argue that
individuals enlist out of internal compulsions ranging from ancestral pressures, loyalty and civic
pride; or to a quest for citizenship. Historical and economic literatures document that it becomes
more difficult for a society with high and increasing prosperity to maintain a sufficient number of
dedicated individuals to serve in its military because of other career choices. The problem, then,
is how does a country structure an economic package attractive enough to ensure sufficient
enlistment for an effective military? This paper: 1.) examines pressures that draw these dedicated
individuals to other pursuits, 2.) proposes economic and other benefits to attract a sufficient
number of them to a military career; 3.) considers the cost to the United States Government of
implementing these benefits; and 4.) estimates whether these changes could become law.

INTRODUCTION

At the moment of his inauguration, the next U.S. President will face a myriad of crises: difficult
times for the economy, major deterioration of many critical foreign alliances, emerging Arab
spring, Iranian nuclear bomb controversy, totally inept Congress and illegal immigration are only
a few. The events of the past decade may have come full circle. Could the same circumstances
that removed Russia as a global player visit itself on the United States? We find ourselves in the
"Perfect Storm" of Murphy’s Law; an iteration beyond the simplistic description to the
exponential result of "everything that can go wrong is going wrong—all at the same time’". In
times of severe stress, emotional decisions tend to become the norm and almost always result in
the absolute wrong decision being made [1] [2] [3] [4]. Time will tell whether the economic
bailout of 2008 will be one of these wrong decisions. Nonetheless, given the time that they had to
consider it, it is clear that whether or not to vote for past packages and bailouts were emotional
decisions for many U.S. lawmakers and one in which many of these lawmakers could not get
beyond partisan politics when the times and the legislation demanded rational and not emotional
decisions. In such a climate as the one in which the U.S. finds itself, problems must be addressed
systematically, rationally, and unemotionally.

In this climate, where many issues must be addressed and the money to fund the solutions found,
it will be very easy to cut funds from the Defense budget and use them to fund new economic
solutions assuming that the Democrats retain control of Congress. This paper is not a knee- jerk
defense to maintain military funding at its current levels, nor does it enter into the debate of
which programs to cut and which to retain. However, it does look at one feature of our defense
posture; the all voluntary army concept, and the difficulties currently encountered in attracting
enough individuals who are of a caliber to maintain U.S. Armed Forces at a level as high, if not
higher, than any other military in the world. This quality of force is essential not to advance an
American imperialism but to assure that those bent on harming the country do not misinterpret
our national resolve. We do not want to become victim of a financial mentality or an even worse
military “Guns of August” mentality [5]. This paper: 1.) examines pressures that draw these
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dedicated individuals to other pursuits, 2.) offers a favorable income tax alternative to the ever
growing issue of signing and reenlistment bonuses; 3.) considers the cost to the United States
Government of implementing these benefits; and 4.) estimates whether these changes could
become law.

What Draws These Individuals to Other Pursuits

For most of its history, the U.S. has mustered an all volunteer army. Its only exceptions were: 1.
the Civil War; 2. World War [; 3.World War II; and 4. the Korean conflict through Viet Nam.
World Wars I and Il were considered patriotic endeavors and all "did their part" to win the Wars.
Winning, and progress toward winning (after 1942 for World War II), helped with national
morale as well. Korea was much the same way and U.S. citizens were enthusiastic to fight the
communists; at least at the beginning. A majority of the populace saw the necessity of
maintaining a large standing army during the Cold War. In all of these wars, hot and cold,
enough people were motivated by patriotism and winning to make sure that there were enough
men conscripted and no significant dissent against the draft existed. They supported the military
at the beginning of the Viet Nam conflict until it became apparent that the military and the
government were lying about its conduct and results. At this point, a popular movement began,
fueled by many in college who would go to war if they lost their educational deferment.

This had not been an issue in the Civil War either as the wealthy and educated class (then one and
the same) could "buy their way out" of serving by paying $300 to a substitute who would fight in
their place[6]. Nor was it an issue during World Wars I and II when patriotism drove neither war
support nor Korea when those in college had a military deferment. [7] Since moving to the
concept of an all voluntary army subsequent to Viet Nam, the U.S. Congress has been loath to
return to the conscription system. However, our largest potential adversaries have huge human
resources for very large standing armies, and we find ourselves stretched so thin around the globe
that we need to send National Guard personnel for multiple tours of duty in Iraq and Afghanistan.
These individuals volunteered for domestic service, did not expect to be billeted abroad, and,
indeed, would have been very useful here at home during the Katrina debacle of 2007. Had
separations not been suspended, it is reasonable to assume that many of these individuals would
not have reenlisted since they were not doing what they signed up to do.

Economic issues. As the United States economy has grown and prospered we have become a
nation of profligate consumption. Subsequent to the Regan Revolution, armed with the [now]
false security of increasing housing prices, easy money and a non- sustainable rise in the stock
market, many U.S. residents eschewed saving, especially for a "rainy day". Swayed by the belief
that interest rates would stay low forever, millions of consumers tapped the equity in their homes
and injected additional discretionary spending into the economy. Studies will be written for
decades about what happened here and how this became the latest and most dangerous "black
swan" in over 70 years. U.S. consumers, along with members of the U.S. financial community,
collectively forgot the lessons of the past; whether it was the worldwide currency crisis of the
early 1990’s, the Long Term Capital Management collapse, or, at the beginning of the new
millennium, the bursting of the dot.com bubble. As a nation we spent, consumed, and ran up
staggering amounts of household debt as our savings rate plunged to zero [8].

The Federal Reserve Board, under the direction of Alan Greenspan for nearly two decades, kept
interest rates too low for too long as the money supply exploded resulting in more and more
dollars chasing fewer and fewer safer investments. Adjustable rate mortgages, no document and
NINJA [9] loans, coupled with teaser rates and interest only payments, led to an explosion of
housing prices and home construction that far out striped historical norms. Fannie Mae and
Freddie Mac found themselves in the position that they were losing the