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ABSTRACT

Brand personality has been viewed as an efficient means of distinguishing a brand from its competitors, thereby enhancing the effectiveness of advertising and marketing communications. Given the high potential usability of this method for marketers and brand managers, the current study investigates the determinant roles of brand personality on Chinese consumers’ brand preferences. This study conceptualises and investigates the impact of brand personality on Brand Trust, Brand Affect, and Brand Loyalty. The overall findings indicate that different brand personality dimensions influence Brand Trust and Brand Affect in different ways, which in turn may increase the level of Brand Loyalty. The Sincerity dimension of brand personality was found to have a greater impact on the level of Brand Trust than on Brand Affect, while the other four dimensions (Excitement, Competence, Sophistication and Ruggedness) of brand personality were found to have a greater influence on Brand Affect. In addition, Brand Affect was found to have a substantially greater effect on Brand Loyalty than Brand Trust across all five Brand Personality dimensions.



Keywords: Brand personality, Brand Trust, Brand Affect, Brand Loyalty, Chinese consumers

INTRODUCTION

Brand has become an important element in developing firms’ competitive advantages, and brand-based differentiation is increasingly considered to be a necessary strategic tool. Globalisation and increasing international trade have intensified competitive pressure in the market, and consumers have become desensitised to products that offer generic and commoditised values. In this environment, it has become difficult for marketers and global brand managers to differentiate between brands primarily based upon the functional attributes of product and brand. Consequently, many marketers are shifting away from mass marketing and designing one-to-one marketing programs (Barwise & Farley, 2005) in order to have a more personalised, interactive and immediate relationship with consumers. Advancements in information and communication technologies with the rise of the Internet have facilitated such changes in the market, and relationship marketing has emerged as a major strategic concept.

In particular, brand personality plays an important role in differentiating the brand image of a product from that of competing products and in creating a distinctive personal relationship with a consumer, and it is considered to be a core component of brand image (Aaker 1996; Keller, 1993). Brand personality can be defined as the personality traits that are used to design and communicate brand positioning and can be readily translated into appealing communication (Rekom, Jacobs, Verlegh, & Podnar, 2006). Thus, brand personality can be seen as the set of human characteristics associated with a brand (Aaker, 1997), which are connected to numerous other brand features in a consumer’s memory (Freling & Forbes, 2005). Brand personality can have a significant influence on consumers’ thoughts and behaviours and therefore can have strategic implications from the firm’s perspective. Brand personality is an integral component of brand image and brand equity, and it has a function of differentiating a brand from its competing products. Blackston (1992; 2000) conceptualises the brand as a person with whom the consumer may choose to have a relationship. Thus, when consumers perceive brand personality traits to which they can relate, they may develop a personal relationship that is reflected as brand loyalty. In this case, a brand may be considered to be ‘humanised’ or ‘anthropomorphised’ to certain extent. A well-established brand personality influences consumer preferences and patronage (Malhotra, 1988; Sirgy, 1982) and fosters stronger emotional ties (Biel, 1993), trust and attachment between consumers and the brand (Fournier, 1998).

Assessment of brand personality in the context of marketing communications campaigns helps determine how the brand is differentiated at the symbolic level from its competitors and whether communication efforts to position the brand have been successful (Sung & Kim, 2010). Many previous studies focused on the structures and scales associated with brand personality dimensions (Aaker, 1997; Caprara, Barbaranelli, & Guido, 2001; Sung & Tinkham, 2005), but limited empirical research has investigated the determinant roles of brand personality on actual consumer behaviours. Although research suggests that brand personality can serve as a good basis for consumer preference and usage (Sirgy, 1982), evokes relevant emotions in consumers (Biel, 1993), and may be linked to increased levels of trust and loyalty (Aaker, 1997; Fetscherin & Toncar, 2009), little research has tested these assertions empirically (Sung & Kim, 2010). Sung and Kim (2010) empirically investigated the impact of brand personality on two key dependent variables—brand trust and brand affect—by deriving a brand affect-trust-loyalty model with addition of Aaker’s (1997) five brand personality dimensions. The purpose of this study is to develop a consumer-based brand loyalty model with brand personality as a major determinant affecting repeat purchase intention and brand loyalty in Chinese consumer data. The target consumer group was selected from major Chinese cities to test this relationship empirically and to examine the brand personality construct in the Chinese context using a comprehensive predictive model. This study represents a first attempt to adapt Sung and Kim’s (2010) model to Chinese culture.

China recently emerged as a major trading nation with significant purchasing power. Rapidly rising per capita income in China has enabled consumers to seek high quality consumer products, which has created important market opportunities for multinational enterprises with global brand power. Marketers are eager to establish a strong, unique and distinctive global brand image for their products by introducing standardised brand logos, brand names and advertising programs across countries, including China, and aim to be simultaneously accepted by local consumers in China and elsewhere. With highly intensified market competition, it is imperative that marketers develop a strong relationship with Chinese consumers, and brand personality may play an important role in achieving this objective. Previous literature suggests that consumers often use brands to create, reinforce and communicate their self-concepts (Sirgy, 1982; Belk 1988; Escalas & Bettman, 2003); consumers tend to select a certain brand they like, often because they feel that the chosen brand appears to be consistent with their self-image and personality (Heath & Scott, 1998). Previous studies have found that European (i.e. Spanish) brand personality dimensions differ from those in America and Asia (i.e. Japan); these studies also suggest that perceptions of brand personality may be country specific (Chan, Saunders, Taylor, & Souchon, 2003; Shengbing & Taihong, 2003; Wang & Yang, 2008). Chinese brand personality structure is claimed to exhibit a combination of both western modernism and Chinese traditionalism (Chu & Sung, 2011). D’Astous and Li (2009) suggest that Chinese consumers are able to refer to personality traits when they consider foreign countries, which may have an impact on their evaluation of foreign products and brands. Thus, studying the brand personalities of Chinese consumers could help both market researchers and producers of global brands to better understand Chinese consumers who express themselves through the commercial brands they purchase and use.

RESEARCH METHOD

The research objective was to empirically assess the determinant role of brand personality on brand trust and brand affect, which are two major constructs for brand loyalty formation. Aaker (1997) developed a 42-item Brand Personality Scale (BPS) to structure and measure the brand personality of any brand across five key dimensions, which were tested across many product categories in different countries. This BPS has been used in various product categories and consumer segments (Digman, 1990; McCrae & Costa, 1987; Azoulay & Kapferer, 2003). The five BPS dimensions include: (1) brand sincerity, (2) brand excitement, (3) brand competence, (4) brand sophistication, and (5) brand ruggedness, and these constructs were applied in the present study as the determinants that are hypothesised to have impacts on consumers’ brand loyalty formation.

Our conceptual framework follows Chaudhuri and Holbrook’s (2001) study and Sung and Kim’s study (2010), which approximate the brand personality constructs as independent variables affecting brand affect and brand trust, leading to formation of consumers’ brand loyalty. Brand loyal consumers may be willing to pay more for a brand or to repeat purchase because they perceive some unique value in that brand that no alternative brand can provide (Jacoby & Chestnut, 1978; Pessemier, 1959; Reichheld, 1996). Greater brand loyalty leads to superior brand performance, such as greater market share and premium prices.

Brand trust appears to serve as a key determinant of brand loyalty or brand commitment, which is consistent with the concept of one-to-one marketing relationships, as trust creates exchange relationships that are highly valued (Morgan & Hunt, 1994). In addition, emotional determinants (i.e. brand affect) are important in maintaining brand relationships, as commitment is associated with positive affect, thereby preventing the exploration of other alternatives in the short run (Gundlach, Achrol, & Mentzer, 1997). Thus, brand loyalty is derived from greater trust in the reliability of a brand or from more favourable affect when customers use a particular brand (Chaudhuri & Holbrook, 2001). Chaudhuri and Holbrook also found that antecedents of brand trust and brand affect are different, and they stated that functional brand-choice risk determines brand trust, whereas emotional brand-choice risk determines brand affect. Aaker, Fournier and Brasel (2004) conducted a longitudinal field experiment and reported that brand personality has significant effects on the evolution of consumer-brand relationships. Sung and Kim (2010) expanded this model and included Aaker’s five personality constructs as antecedents of brand affect and brand trust to empirically test their relevance. They proposed that brand personality is created and maintained in the mind of the consumer as a reflection of the perception of the brand and that brand personality has a meaningful and significant impact on both brand trust and brand affect. In our study, we implemented Sung and Kim’s approach and applied it to the Chinese consumers’ context to determine whether brand personality plays an important antecedent role in the formation of brand loyalty by Chinese consumers.


Brand Selection and Survey Data Collection

In the preliminary interview, Chinese consumers were found to be familiar with apparel and mobile phones with global brand names and appeared to have reasonable knowledge of these brand products. To conduct an effective survey, it was critical that the selected product categories and brand names for this study were widely recognised and relevant to the participants. Furthermore, to prevent gender bias, the chosen product categories could not be gender specific. In this study, product categories and brands were selected in two stages. In the first stage, 40 participants (50% female, age M = 21) were asked to list all product categories that they were likely to purchase or use in various social settings in order to identify easily accessible product categories for the participants. The participants chose self-expressive product categories that were considered to have different brand personalities. Among these categories, two (apparel and mobile phone) were selected for this study, as they were the product categories most frequently mentioned by the participants. In the second stage, participants’ level of brand knowledge of the selected product categories was tested, as it was a prerequisite for the participants to understand and differentiate selected brands in order to express their brand loyalty. Fifty participants (54% female, age M = 22) were asked to list brand names for two product categories (apparel and mobile phone), and the following brand names were selected based on this test (Table 1).


Table 1

Selected brands for two product categories



	Apparel
	Mobile



	Giordano
	Lenovo



	Esprit
	Apple



	Metersbonwe
	Samsung



	Levi’s
	Nokia




To empirically evaluate the impact of brand personality on Chinese consumers’ brand loyalty for the selected ten brands, Aaker’s five BPS dimensions were implemented as explanatory constructs: Sincerity (SI), Excitement (EX), Competence (CO), Sophistication (SO), and Ruggedness (RU). These dimensions were measured on the five-point Likert scale used in Chaudhuri and Holbrook’s (2001) study (ranging from 1 = “does not at all describe” to 5 = “perfectly describes”). Measurement scales for brand trust, brand affect and brand loyalty also followed the items used by Chaudhuri and Holbrook (2001) (Table 2). The survey questionnaire was developed by including questions on each of the identified measurement items. The original questionnaire was developed in English and translated into Chinese. It was pre-tested by Chinese students at Hanyang Business School and revised to improve readability. Survey data were collected in Shanghai, China, in 2011. In total, 896 questionnaires were collected, which were screened (n = 805) for data analysis. Many studies have used student samples for empirical analysis, but the validity and generalisability of student samples have been questioned because the student population does not represent the general population or “real people” (Yoo, Donthu, & Lee, 2000).


Table 2

Constructs of Brand Personality, Brand Affect, Brand Trust and Brand Loyalty*



	Variables
	No. of Items
	Measurement Items
	Previous Study



	
Brand Personality

Sincerity

	16
	
Wholesome, Cheerful, Honest, Down-to-earth

Reliable, Successful, Intelligent

	Batra, Lehmann, & Singh (1993), J. Aaker (1997)



	
Competence

Excitement

	
	
Up-to-date, Spirited, Daring, Imaginative Charming, Upper class

	



	
Sophistication

Ruggedness

	
	Outdoorsy, Rugged
	



	Brand Trust
	2
	
I trust this brand.

This brand is safe.

This is an honest brand.

I rely on this brand.

	Chaudhuri & Holbrook (2001)



	Brand Affect
	2
	
This brand gives me pleasure.

This brand makes me happy.

I feel good when I use this brand.

	



	Brand Loyalty
	2
	
I would be willing to pay a higher price for this brand over other brands.

I intend to keep purchasing this brand.

I am committed to this brand.

I will buy this brand the next time

I buy this product.

	Wilkie (1994)




* Measurement Items from Sung and Kim (2010); Chaudhuri and Holbrook (2001); Aaker (1997).

DATA ANALYSIS

Reliability and Validity Analysis

Cronbach’s coefficient alpha (α) was used to assess reliability and to select the final items in the model. The results showed good internal consistency among the items in each construct, as the alpha values were higher than 0.7 (Table 3).


Table 3

Reliability analysis: Sample statistics for identified constructs



	Construct
	
Mean

	
Std. Deviation

	
Cronbach’s alpha




	Sincerity
	
3.58

	
0.76

	
0.78




	Competence
	
3.64

	
0.58

	
0.82




	Excitement
	
3.68

	
0.98

	
0.85




	Sophistication
	
3.40

	
0.76

	
0.84




	Ruggedness
	
3.51

	
0.84

	
0.77




	Brand Trust
	
3.68

	
0.95

	
0.87




	Brand Affect
	
3.39

	
0.89

	
0.79




	Brand Loyalty
	
3.35

	
0.92

	
0.85





The validity of the empirical model was evaluated with confirmatory factor analysis (CFA) in this study by identifying and eliminating poorly performing items in order to improve model fitness. A CFA of the full measurement model with all eight constructs was conducted initially. Convergent validity was assessed by determining whether each observed variable’s estimated maximum likelihood factor loading on its latent construct was significant (Anderson & Gerbing, 1988). The empirical models were found to be valid with the factor loadings in a reasonable range (Table 4).

Model Estimation

Structural equation modelling (SEM) was employed to formulate the empirical models (i.e. path diagram) using SAS 9.1 software. Five independent models, pertaining to each BPS as the initial exogenous variables, were estimated using a maximum likelihood function. Separate estimations of five BPS constructs were performed to facilitate noise-free setting for the assessment of each BPS dimension. Sung and Tinkham (2005) state that Aaker’s BPS may not be perfectly orthogonal and may have a high chance of multicollinearity; thus, the SEM method would have difficulty computing separate regression weights for the two paths from the highly correlated variables to the endogenous variables. Each of the five empirical models includes four latent variables: one of the five BPS, Brand trust, Brand affect and Brand loyalty. Figure 1 shows the first model, which included Sincerity as the BPS construct. This construct was hypothesised to have explanatory power on brand trust, brand affect and brand loyalty.


Table 4

Results of Confirmatory Factor Analysis



	
	Standardised
Estimates



	Observable Variables*
	
	Latent Variables
	
p




	I trust this brand
	←
	Brand Trust
	
1.00 -




	This is an honest brand
	←
	Brand Trust
	
0.86 **




	This brand gives me pleasure
	←
	Brand Affect
	
1.00 -




	This brand makes me happy
	←
	Brand Affect
	
0.99 **




	I would be willing to pay a higher price for this brand
	←
	Brand Loyalty
	
1.00 -




	I intend to keep purchasing this brand
	←
	Brand Loyalty
	
0.88 **




	Honest
	←
	Sincerity
	
1.00 -




	Down-to-earth
	←
	Sincerity
	
0.88 **




	Reliable
	←
	Competence
	
1.00 -




	Technical
	←
	Competence
	
1.20 **




	Up-to-date
	←
	Excitement
	
1.00 -




	Young
	←
	Excitement
	
0.83 **




	Daring
	←
	Excitement
	
0.97 **




	Unique
	←
	Excitement
	
1.06 **




	Charming
	←
	Sophistication
	
1.00 -




	Upper class
	←
	Sophistication
	
0.91 **




	Masculine
	←
	Ruggedness
	
1.00 -




	Rugged
	←
	Ruggedness
	
0.79 **





* Measurement Items from Sung and Kim (2010); Chaudhuri and Holbrook (2001); Aaker (1997). **p < 0.01


Table 5

Goodness of fit statistics: Five models of Brand Personality Scale (BPS) as the antecedents



	Models
	
RMR

	
NFI

	
GFI

	
CFI

	
RMSEA




	Sincerity model
	
0.54

	
0.89

	
0.87

	
0.92

	
0.04




	Competence model
	
0.58

	
0.88

	
0.90

	
0.93

	
0.04




	Excitement model
	
0.61

	
0.92

	
0.94

	
0.91

	
0.06




	Sophistication model
	
0.51

	
0.90

	
0.96

	
0.94

	
0.11




	Ruggedness model
	
0.53

	
0.89

	
0.88

	
0.93

	
0.09






Overall fit statistics of the measurement models are reported in Table 5. Findings suggest that the first two models appear to have a close fit of the model to the data, while the remaining three models had RMSEA value above 0.05. However, other goodness of fit statistics (i.e. CFI) showed that the models had a reasonable fit of the variables in the model and were statistically significant.
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Figure 1. Structural Equation Model (SEM) of sincerity model




Table 6

Standardised path coefficients*



	Models
	Brand Personality Constructs
	To
Brand Trust
	To
Brand Loyalty



	Sincerity model
	Sincerity
	0.87
	0.24



	Competence model
	Competence
	0.83
	0.24



	Excitement model
	Excitement
	0.76
	0.23



	Sophistication model
	Sophistication
	0.83
	0.24



	Ruggedness model
	Ruggedness
	0.83
	0.24



	
	
	To
Brand Affect
	To
Brand Loyalty



	



	Sincerity model
	Sincerity
	0.78
	0.88



	Competence model
	Competence
	0.86
	0.88



	Excitement model
	Excitement
	0.85
	0.87



	Sophistication model
	Sophistication
	0.86
	0.88



	Ruggedness model
	Ruggedness
	0.87
	0.87




RESULTS AND DISCUSSION

The purpose of this paper was to evaluate the significance of Brand Personality Scale (BPS) on consumers’ brand loyalty formation by modelling the five constructs of BPS with consumers’ brand loyalty constructs and examining the impacts of each individual BPS construct on brand trust and brand affect. The results of the SEM analysis are reported in Table 6 with the standardised path coefficients. The findings suggest that five selected features of brand personality that are perceived by Chinese consumers significantly influence Brand Trust and Brand Affect, which are key determinants of Brand Loyalty.

The Sincerity model included four latent variables: Sincerity, Brand Trust, Brand Affect and Brand Loyalty (Figure 1). The other four models included Brand Trust, Brand Affect and Brand Loyalty as common variables, with the brand personality constructs included separately. Findings suggest that some brand personality dimensions have more connections with brand trust, while other dimensions have a closer link to brand affect. The significance of the difference in path coefficients (Sincerity → Brand Trust vs. Sincerity → Brand Affect) was examined by comparing the chi-square of the two path coefficients. For the first model (Sincerity model), Sincerity was found to have a stronger effect on Brand Trust (path coefficient = 0.87, p < 0.01) than on Brand Affect (path coefficient = 0.78, p < 0.01) (Table 6). Brand Trust is defined as “the willingness of the average consumer to rely on the ability of the brand to perform its stated function” (Chaudhuri & Holbrook, 2001; Morgan & Hunt, 1994, p. 23; Sung & Kim, 2010). Thus, a sincere brand that is perceived as being honest and down-to-earth is more likely to be trusted by consumers than other products without such personality features.

The other four models, which included the Competence, Excitement, Sophistication, and Ruggedness dimensions of brand personality (Model 2, 3, 4 and 5), were found to have a stronger influence on Brand Affect than Brand Trust (Table 6). Excitement, Sophistication and Ruggedness are emotion-related categories in which affective aspects of brand characteristics are reflected. For example, the Excitement dimension indicates up-to-date, young, daring and unique features of a brand, which may be affective in nature. Estimated results showed that these three affective dimensions of brand personality each had a stronger impact on Brand Affect than on Brand Trust. The Sophistication dimension of brand personality had a significant effect on Brand Affect, which may demonstrate distinctive aspects of Chinese culture. Chinese people are considered to be more accepting of social hierarchies and have a more positive attitude toward social class than people of other nationalities. For instance, Power Distance, one of Hofstede’s five dimensions, is reported to be substantially high (80) for China (Mooij, 2005). Thus, the ‘upper-class’ feature of Sophistication in brand personality tends to have a significant impact on Chinese consumers’ positive feelings toward brand (i.e. Brand Affect).

However, the Competence dimension of brand personality was found to have a greater impact on Brand Affect (path coefficient = 0.83, p < 0.01) than on Brand Trust (path coefficient = 0.86, p < 0.01), despite that fact that Competence is widely believed to be more related to consumers’ perceptions of brand knowledge, expertise, and ability to complete a job and satisfy the consumers’ needs (Coulter & Coulter, 2002). Brands with highly competent personality characteristics, such as reliable, knowledgeable, confident, and hard working, will be more positively associated with level of brand trust than with brand affect (Sung & Kim, 2010). One possible explanation for this result may be that Chinese consumers may not have a sufficient level of trust in the competence of the selected brands.

CONCLUSION

This study examined the importance of brand personality in determining the process of Chinese consumers’ brand loyalty formation. Previous studies (i.e. Chaudhuri & Holbrook, 2001; Sung & Kim, 2010) discussed the linkage between brand personality and brand affect, brand trust and brand loyalty, and the present study provided empirical support with Chinese perspectives. Brand Affect was found to have a substantially greater effect on Brand Loyalty than Brand Trust across all five Brand Personality dimensions. This is an important finding for marketers, as it suggests that emotional aspects of Brand Personality can have an effective role in forming Chinese consumers’ brand loyalty. A recent study by Kim, Morris, and Swait (2008) demonstrates that Brand Affect is a stronger antecedent of true Brand Loyalty when compared to brand cognition. The present study empirically supports the recent emphasis on Brand Affect as one of the most effective determinants of brand loyalty.

Consistent with previous studies, some Brand Personality dimensions were found to have a stronger effect on Brand Trust, while other dimensions were found to have a stronger effect on Brand Affect. This information has practical implications for marketers and brand managers as these actors determine how to communicate their brand to Chinese consumers. Brand Personality is considered to be an important instrument in both differentiating a brand from its competitors and enhancing the effectiveness of advertising and marketing communications (Ogilvy, 1983; Plummer, 2000; Biel, 1993). Better understanding of the influences of Brand Personality on Chinese consumers’ behaviours can provide guidelines for advertisers and marketing communicators in developing their persuasive strategies and in generating brand trust and brand affect among Chinese consumers. In particular, the Excitement, Sophistication and Ruggedness dimensions of Brand Personality may need to be extensively developed and communicated to Chinese consumers to establish solid brand-consumer relationships through Brand Personality and Brand Affect linkage. The Sincerity aspect of brand personality may also need to be addressed in communicating and advertising name-brand products in China, as this characteristic of Brand Personality effectively creates Brand Trust among Chinese consumers. From a managerial perspective, various activities along the downstream of the supply chain (i.e. advertising, packaging, price, user imagery, symbols and public relation efforts) may need to be effectively coordinated to communicate consistent brand personality messages to end-users and consumers. This coordination may lead to increased Brand Affect and Brand Trust, thereby generating brand equity. However, one should be cautious in taking the aforementioned findings literally by projecting personality traits onto a brand to create a consumer-brand relationship. A brand needs to be an active partner by engaging in branding activities, such as effective brand communications, to create such a partnership (Plummer, 1984; Blackston, 1993).
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ABSTRACT

Although Organisational Citizenship Behaviour (OCB) emanating from the Western value system has received enormous attention by researchers, OCB from the Islamic perspective (OCBIP) has not been much explored. This empirical study attempts to enrich the understanding of the OCB phenomenon from Islamic management perspective. A survey of 405 Muslim employees in business organisations in Malaysia was drawn for the study. The construct validity of OCBIP via Chartered Financial Analyst (CFA) led to the major finding; the OCBIP measurement model in the business organisational context is explained by four components; Altruism, Civic virtue, Advocating high moral standards and Removal of harm.
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INTRODUCTION

Organisational Citizenship Behaviour (OCB) is defined by Organ (1988) as individual discretionary actions that are not expressly rewarded but nevertheless promote organisational goal achievement. Most of the previous research on OCB has been conducted from European and American perspectives emanating from the Western value system, as has been the case since its inception in a 1983 study by Bateman and Organ. Although to some extent, these studies enriched the understanding of OCB and its antecedents in relation to organisational goal achievement, a recent meta-analytical study comprising over 500 OCB literature reviews by Podsakoff, Whiting, Podsakoff and Blume (2009) concluded that the current approach to OCB research has yet to sufficiently capture the salient reasons for why OCB occurs.

In view of this, perhaps what has not been sufficiently explored is the relationship between organisational goal achievement and: (1) OCB from the Islamic perspective; (2) the antecedents of OCB from the Islamic perspective; (3) OCB conducted in Muslim majority companies; and (4) OCB conducted by Muslim employees working in non-Muslim organisations. This study will address the first and third of these gaps in the literature, thereby enriching the understanding of the OCB by including the Islamic perspective.

It is also worth noting that most of the research emanating from the Western value system gives little or no consideration to the Muslim worldview. As argued by Al-Attas (2001, p. 2), the Muslim worldview is defined as “the vision of reality and truth that appears before the Muslim’s mind’s eye revealing what existence is all about; for it is the world of existence in its totality that Islam projects”. This assertion by Al-Attas leads us to the belief, understanding and realisation that whereas the Western value system is concerned only with worldly affairs, the Muslim’s worldview considers not only this world, or al-dunia, but also al-akhirat, the hereafter.

Muslims believe that this world is a temporary place of habitation and that all good deeds are acts of worship, i.e., ibadah. These core beliefs of Islam must be captured in all spheres of Muslim activities, including scholarly research, where it is given little consideration in the Western OCB literature. In view of this, it can be noted that the OCB concept and its antecedents as defined by contemporary Western researchers do not adequately fit the Islamic worldview. This study seeks to address this research gap by integrating the Western OCB concept with Islamic heritage (the Qur’an and the Prophetic tradition), and proposes an OCB model from the Islamic perspective (OCBIP) that serves to represent, describe and fit the Muslim world-view.

Furthermore, there have been many arguments in the contemporary literature regarding the factors and characteristics that induce OCBs in employees (Organ, 1997). Knowledge of these factors can enhance organisational profitability and overall performance via the creation of an environment or culture that will yield such factors. Although many studies have been conducted, few have been conducted from an Islamic perspective. Moreover, all the antecedents captured by the literature are relative and dependent on the induction of a behaviour before an employee reciprocates with OCB (Blau, 1964). This study attempts to investigate the absolute antecedents of OCB. Here, absolute means those antecedents whose presence mean that employees and especially Muslim employees will have a high propensity to exhibit OCBs in whatever organisation they work for, regardless of their social, cultural or economic background.

Additionally, beliefs and values are what shape people’s attitudes about the world around them, which in turn determines how they behave in any given situation (Rokeach, 1973). For instance, in their study of OCB antecedents, Rousseau and McLean Parks (1993) proposed a theoretical framework for psychological contracts that defined two major variants: promissory and social. After defining social contracts as normative, and addressing shared, collective beliefs regarding appropriate behaviour in a social unit and stating that these beliefs are essentially cultural, the authors then proceeded in a completely different direction to present their theory of promissory contracts as representing economic exchange.

This study attempts to shed some light on OCB from the Islamic perspective in the Malaysian context. It is expected to be among the pioneering research works that explores OCB from the Islamic perspective (i.e., an in-depth study). The study will be conducted in Malaysia for several reasons: (1) Malaysia is the second most populous Muslim nation in the South-East Asian region according to a recent UN resolution (Kettani, 2010); (2) there has been insufficient research of this nature conducted in Malaysian business organisations; (3) Muslims represent the largest workforce in Malaysia (Junaidah, 2009); (4) Malaysia is one of the Muslim nations that maintains Islamic values and culture (Junaidah, 2009; Kettani, 2010); and (5) the researcher’s residence in the South-East Asian region make the cost considerations of sampling and analysis compelling. The findings will make practical recommendations in the areas of OCB in general and Islamic management in particular.

This study is guided by the following research questions: (1) with reference to a critical review of Western OCB literature, is there a need for OCB from the Islamic perspective? The attempt to answer this question may heighten our inquisitiveness to seek an answer to the study’s specific question: (2) what are the components that explain OCBIP in the business organisational context?

LITERATURE REVIEW

Organisational Citizenship Behaviour

Organ (1988) defined OCB as individual discretionary actions that are not expressly rewarded but nevertheless promote organisational goal achievement. The OCB concept is rooted in the works of Organ (1977) and his attempt to understand the apparent failure of organisational researchers to find a significant relationship between individual job satisfaction and job performance. Building on Katz and Kahn’s (1966) work on the concept of extra-role behaviours, Organ searched for behaviours that were not explicitly required, but perhaps might be important. These behaviours include any of the gestures (often taken for granted) that lubricate the social machinery of the organisation but that do not directly inhere in the usual notion of task performance (Bateman & Organ, 1983). Alternatively, a more pessimistic way to conceptualise OCB would be to imagine the consequences that would prevail if employees refrained from performing extra beneficial acts and stick to their formal job requirements as prescribed by the organisation, for instance, in response to work disputes between employees and management.

To substantiate his argument, Organ quoted Adams (1965) and Blau (1964) to support the use of social exchange theory to provide a theoretical foundation for OCB. Social exchange theory proposes that in certain situations, people will reciprocate helping behaviours and resources towards those who benefited them. Blau contended that supposedly voluntary behaviours contain numerous progressions of social obligation. As held by Calhoun and Scott (1990), however, Blau’s emphasis on self-interested motivation makes him vastly individualistic, as he ignores more collective interests and explanations. In effect, social exchange theory does not adequately explain OCB’s dimensions of loyalty, participation (including voicing and challenging dissent), or altruistic actions (Graham, 1986a; D’Intino, 1999).

First Phase of the Development of the OCB Construct

OCB as an unnamed concept was first suggested in the mid-1970s as a way to describe this form of worker contribution, which had not previously been measured as part of an individual’s output (Organ, Podsakoff, & MacKenzie, 2006). OCB is comparatively a new concept in the field of organisational studies. Building on Organ’s (1977) questions about what could be missing from measures of job performance, Bateman and Organ (1983) empirically examined whether measures of job satisfaction could predict certain helping or cooperating behaviours that may support work performance. Because the direct research link between job satisfaction and job performance was empirically weak, they sought to discover whether some other behaviour might moderate and influence the relationship between job satisfaction and work production performance. The initial description of what Bateman and Organ (1983) called employee citizenship included behaviours that: (1) were outside a formal job description; (2) were not directly rewarded by a compensation system; and (3) contributed in some way to the effectiveness or productivity of other individuals, groups, or the entire organisation.


Smith, Organ and Near (1983) were the first to coin the term OCB. They asserted that citizenship behaviours are important for several highly salient reasons: (1) they lubricate the social machinery of the organisation; (2) they provide the flexibility needed to work through unforeseen contingencies; and (3) they enable participants to cope with their otherwise overwhelming condition of interdependence. They continued by arguing that much of what we call citizenship behaviour is not easily governed by individual incentive schemes because such behaviour is often subtle, difficult to measure, may contribute more to others’ performance than one’s own, and may even have the effect of sacrificing a portion of one’s immediate individual output (Smith et al., 1983).

As far as Islam is concerned, however, these descriptions are just some of the many characteristics of believers, as noted 1400 years ago in the Qur’an and continuing in the Prophetic tradition. For instance, considering Smith et al.’s (1983) description of behaviour that “may contribute more to others’ performance than one’s own”, there is a hadith or saying of the Prophet (pbuh) that “No one amongst you will be a believer, until he loves for others that which he loves for himself” (this will be discussed in detail in the second part of this literature review). It is clear that this hadith of the Prophet has entirely captured Smith et al.’s assertion, which was made relatively recently (1983).

In his identification of the dimensionality of the OCB construct, Organ (1997) summarised prior OCB studies and identified five categories of discretionary, extra-role organisational behaviours that he suggested constituted OCB. These behaviours as argued by Organ include: (1) altruism, which describes helping specific people with organisationally relevant tasks; (2) conscientiousness, which involves behaviours that go beyond minimum role demands but are more impersonally oriented, such as job attendance and diligence; (3) sportsmanship, which captures the willingness to tolerate inconveniences without complaining, i.e., maintaining a positive attitude with others; (4) courtesy, or actions that serve to prevent interpersonal problems occurring, for example, keeping others informed with relevant information; and (5) civic virtue, which describes employees’ responsible participation and involvement in an organisation.

Organ’s conceptualisation of the civic virtue dimension was limited to its exercise within the organisation and did not include actions that enhanced democratic participation in governance. In contrast, Graham’s (1986a) ideas, upon which Organ claimed to base civic virtue, emphasised personal voice and active participation, as well as broader societal issues, all of which were part of her concept of principled organisational dissent (Graham, 1986b). Podsakoff, MacKenzie, Moorman and Fetter (1990) incorporated these five citizenship dimensions into a survey instrument that they used to study leadership (Podsakoff et al., 1990) and productivity (MacKenzie, Podsakoff, & Fetter, 1991). Because the overall fit of this five-dimension OCB model was satisfactory, it promptly became the survey instrument of choice for organisational research studies referencing the first phase of OCB construct development. The first phase of the OCB dimension is captured in the works of Organ (1997), Organ and Ryan (1995), Podsakoff and MacKenzie (1997), D’Intino (1999) and Podsakoff et al. (2009). In a recent study by Lee, Kim and Kim (2013), procedural justice, transformational leadership and complexity were found to have a positive effect on employees’ OCB and OCB was found to be positively related to job satisfaction. This seems to add further justification to the practical significance of OCB in contemporary organisations.

Second Phase of the Development of the OCB Construct

The second phase of OCB construct development is characterised by a theoretical perspective stressing the rights and responsibilities of dynamic participation in organisational citizenship (D’Intino, 1999). These ideas were presented by Graham’s (1986a; 1991; 1995) paper exploring the vital nature and purpose of citizenship. Graham argued that previous research regarding OCB construct development was basically theoretical (Graham, 1986a). To substantiate her stance, she referenced political studies describing citizenship characteristics with underlying theories originating in Plato’s Republic and Aristotle’s Politics (Graham, 2000).

Graham (2000) stated that Aristotle defined a citizen as a person who participates in ruling for the common good. On the other hand, Plato described a citizen as one who is obedient and loyal to the singular king (Graham, 2000). As asserted by D’Intino (1999), the first phase of OCB construct development followed Plato’s views of citizenship behaviours while the second phase of OCB construct development was built upon Aristotle’s theory that citizens were those who not only obeyed the rule of law and served the state, but who also participated in creating and enforcing the law (Graham, 1986a; 1991; 1995; 2000). For Aristotle, a community of citizens is one in which speech takes the place of blood and acts of decision take the place of acts of vengeance (Pocock, 1995). Thus, citizenship requires discussion, engagement, and in particular, participatory behaviour (Beiner, 1995; Burchell, 1995; Cohen & Fermon, 1996; Sandel, 1996).

Graham formulated a theory of citizenship that included obedience and loyalty to the state, its regulations, and its rulers, as well as participation in the discussion and creation of state’s laws. She noted a significant difference between organisational servants and organisational citizens in stating that civic virtue in an organisational territory involves staying informed about issues pertinent to an organisation’s ability to serve its stakeholders’ interests and expressing feelings about those issues, even if that means challenging the status quo, as long as it is done constructively (Graham, 1995).

While Graham’s idea of civic virtue has been incorporated in both phases of OCB, it has been conceptualised differently in the two construct phases. In the first phase of OCB, Organ and his colleagues described civic virtue as employees staying informed about current events, joining committees, and attending meetings. The second phase of OCB started with these behaviours, but added speaking up at meetings, encouraging others to voice their opinions, and engaging in organisational dissent within the boundaries of the organisation.

From the Islamic viewpoint, however, the consideration of the public interest, or maslaha (i.e., public interest for the public good), is strongly upheld, as Islam encourages its followers to be mindful when engaging in actions of organisational dissent. Thus, engaging in dissenting acts should be based on issues that serve to bring everlasting public good to the general community or society, rather than on issues based solely on personal or individual interests. This concept of maslaha has been given no consideration whatsoever, which leads us to the belief that both phases of the OCB construct development contain inherent weaknesses as far as the Muslim employee’s faith and personality is concerned, and also shows a poor fit with the Islamic worldview.

OCB Research Studies in the Malaysian Context

There have been a number of OCB studies conducted in the Malaysian context (Abdullah & Mohd Nasurdin, 2008; Hassan & Noor, 2008; Khalid & Ali, 2005; Lo, Ramayah, & Hui, 2006; Othman, Rashida, Noor, & Rosmah, 2005). Most of these studies examined the relationship between organisational justice and OCB, while others studied OCB antecedents. This is because over the last four decades, organisational justice research has highlighted the importance of perceptions of justice for work behaviour and motivation in Western societies (Cohen-Charash & Spector, 2001; Colquitt, Conlon, Wesson, Porter, & Ng, 2001), while little research has been conducted in non-Western societies. This move has, however, attracted the attention of some non-Western researchers, particularly Malaysian scholars (Abdullah & Mohd Nasurdin, 2008; Hassan & Noor, 2008; Khalid & Ali, 2005; Lo, Ramayah, & Hui, 2006; Othman et al., 2005).

A study conducted by Hassan and Noor (2008) examined the role of organisational justice (OJ) in promoting extra role behaviour (ERB). The study sample was drawn from students enrolled in an executive MBA program at a Malaysian public university. They hypothesised that there would be no significant relationship between the components of organisational justice (procedural, distributive, informational and interpersonal) and ERB in a high distance and collectivistic society such as Malaysia, and indeed, no significant relationship was found. Other studies were carried out examining OCB antecedents in the Malaysian context. For instance, in their recent study, Abdullah and Mohd Nasurdin (2008) studied the relationship between two components of organisational justice (distributive and procedural) and OCB in hotel employees in Malaysia, reporting a significant relationship between organisational justice and OCB.

In their study, Khalid and Ali (2005) compared supervisors’ ratings of employee OCB with self-rating scores and measured OCB based on the usual five dimensions, namely, altruism, courtesy, sportsmanship, conscientiousness and civic virtue. Out of the study’s sample of 557 subordinates and 287 superiors from the Malaysian hotel industry, Khalid and Ali reported a positive correlation, with the mean self-rating score being higher than supervisor’s rating.

Similar to this, Lo, Ramayah and Hui (2006) conducted a study on leadership in the Malaysian context. They investigated the role of equality in the leader-member exchange (LMX) in promoting OCB. Their study sample was drawn from executives and managers in Malaysian manufacturing organisations, and they reported that LMX makes a significant contribution to employees’ OCB.

Othman, Rashida, Noor and Rosmah (2005) also conducted a study to investigate the relationship between psychological contract violation and OCB, with justice perception as a moderator. They hypothesised that psychological contract violation during the process of organisational downsizing influences employees’ justice perception, which moderates citizenship behaviour; they reported partial support for the model.

In a more recent study, Al-Amar’s (2008) research yielded an instrument to measure the degree to which Muslim schoolteachers fit the description of God-conscious people in carrying out their professional responsibilities. The objective of Al-Amar’s (2008) study was first to determine the antecedents of OCB in the context of schools. Second, her study aimed to validate the multidimensionality of OCB with the intellectual characteristics of the Muslim personality. The main finding of Al-Amar’s (2008) study was that Islamic piety motivates schoolteachers to exceed the demands of their formal job description in the practice of their profession, contradicting the findings of secular-oriented studies that personality traits do not strongly predict extra-role behaviour.

It can be noted that not only was Al-Amar’s (2008) research conducted in the school context, it can also be categorised as emanating from the Western approach to OCB research, owing to the fact that the study’s dependent variable (i.e., OCB) was not studied in light of the Islamic heritage (Qur’an and sunnah, i.e., the Prophetic tradition). Again, although the independent variable in her study (the intellectual characteristics of the Muslim personality, ICMP) was studied in light of the Qur’an and the Prophetic tradition, it does not capture the in-depth categorisation of and relationships among Islamic spirituality and the social responsibility dimensions of taqwa, even with OCB (not to mention OCBIP). It is also worth mentioning that Al-Amar’s (2008) research was conducted in Yemen. The present study is conducted in Malaysia.

In all these studies (with the exception of the above study by Al-Amar (2008), which was carried out in Yemen), the core concepts of Islam were given little consideration, although they were all carried out in Malaysia, a Muslim country that adheres to Islamic norms and values (Junaidah, 2009). In other words, the studies do not sufficiently capture the Islamic worldview that shapes the behaviour of Muslims across all their activities. Rather, these studies replicate Western concepts in a different context, specifically, the Malaysian context.

Thus, the present study attempts to enrich our understanding of the OCB phenomenon by studying the Western OCB concept in light of Islamic heritage, and proposes a model and antecedents of OCBIP that can provide a better fit for and representation of the Muslim worldview.

To narrow the research gaps as captured in the critical review of the Western OCB literature, this study will discuss in greater detail the Islamic concepts of maslaha (benefits that serve the public interests), akhlaq (behaviour), taqwa (a broad term roughly equivalent to Islamic piety) and tazkiyatu nafs (purification of the soul), and the sources of motivation from the Islamic viewpoint. All these concepts shape the Islamic worldview. These concepts shall be discussed in detail to address the study’s main objective, which is to examine the dimensionality of the OCBIP construct.

THE ISLAMIC WORLDVIEW

The objective of this section is to come to an understanding of the Islamic worldview and establish its place in the model of OCBIP. In his book titled Prolegomena to the metaphysics of Islam, Al-Attas mentioned that according to the perspective of Islam, “worldview” is “the vision of reality and truth that appear[s] before the Muslim’s mind’s eye revealing what existence is all about; for it is the world of existence in its totality that Islam is projecting” (Al-Attas, 2001 p. 2). He further noted that unlike the modern, secular, Western scientific conception of the world, which is restricted to the world of sense and sensible experience, the worldview of Islam encompasses both al-dunya (the world) and al-akhira (the hereafter), in which the dunia-aspect must be related in a profound and inseparable way to the akhirat-aspect and in which the akhirat-aspect has the ultimate and final significance. The dunia-aspect is seen as a preparation for the akhirat-aspect.

Al-Attas (2001) further wrote that everything in Islam is ultimately focused on the akhirat-aspect without thereby implying any attitude of neglect or heedlessness towards the dunia-aspect. This assertion by Al-Attas leads us to the belief that a Muslim should see this world as a temporary place of habitation, and in all his or her actions, the Muslim’s vision must be a broad insight into the betterment of the hereafter by using this world as the means of achieving that vision.

In other words, a Muslim’s every act an act of worship. Allah states in the Qur’an, “And I (Allah) created not the jinn and mankind except that they should worship Me (Alone)” (Al-Qur’an 51: 56). With a good understanding of this basic concept firmly rooted in the Muslim’s mind, the Muslim will be much inclined towards exhibiting OCBs in whatever organisation he/she belongs to regardless of economic or social gains because then he or she knows full well that he or she is acting not only to make the world a good place to live in but also to make the hereafter a pleasing abode. Haneef (1997) posits that the Islamic worldview comprise the concepts of God, man, nature/universe and religion. He argues that a Muslim’s pure understanding regarding these concepts shapes the ideologies and the vision with which he or she acts.

The Principle of Maslaha (Public Good)

In the attempt to establish the need for OCB from Islamic perspective, this section discusses one of the salient Islamic concepts, the principle of maslaha, which can be used to narrow existing research gaps in the Western OCB literature.

Shari’ah is defined as a system of ethics and values covering all aspects of life (e.g., personal, social, political, economic and intellectual) with its unchanging bearings as well as its major means of adjusting to change, and cannot be separated or isolated from Islam’s basic beliefs, values and objectives (Sadar, 2003). Shari’ah, a complete and integrated code encompassing all aspects of life, be they individual or social, both in this world and the hereafter (Dusuki & Abdullah, 2008), reflects the holistic view of Islam.

Dusuki and Abdullah (2008) further explained that a contemporary understanding of one concept, for example, maslaha (the public good) according to shari’ah may lead to a theoretical understanding of economics, business, science and technology, the environment and politics. Similarly, not understanding a key concept may thwart developments in all of these fields. As posited by AbdelKader (2003), many classical-era Islamic legal scholars advocated the principle of the public good (maslaha) and the objectives of shari’ah (maqasid al-shari’ah) in Islamic legal thought (fiqh), for example, al-Juwayni (d. 1085), al-Gazzali (d. 1111), al-Razi (d. 1209), al-Amidi (d. 1233), al-Salmi (d. 1261), al-Qarafi (d. 1285), Ibn Taymiyah (d. 1327), al-Shatibi (d. 1388), Ibn al-Qayyim al-Jawziyah (d. 1350), and al-Tufi (d. 1316).

According to Dusuki and Abdullah (2008), maslaha (public good) is a juristic device used in Islamic legal theory to promote the public good and prevent social evil or corruption. Its plural masalih, they wrote, means “welfare, interest, or benefit”, and maslaha is literally defined as seeking benefit and repelling harm. They held that among the major Sunni schools of Islamic jurisprudence, Imam Maliki is the leading proponent upholding maslaha as one of the sources of shari’ah, preferring to term it “al-masalih al-mursalah”.

According to the Maliki school of thought, the formulation of a rule on the basis of al-masalih al-mursalah must take into account the public good and conform to shari’ah’s objectives. Accordingly, this tool must fulfil three conditions: (1) it must deal only with the transactions (mu’amalat) in which reasoning through one’s rational faculty is deemed necessary and not an act of worship (ibadah), which is strictly subject to shari’ah’s main sources; (2) the interest should be in harmony with the spirit of shari’ah; and (3) the interest should be of an essential type.

Imam Al-Gazzali (d. 1111) defined maslaha as “essentially an expression for the acquisition of benefit or the repulsion of injury or harm, but that is not what we mean by it because acquisition of benefits and the repulsion of harm represent human goals, that is, the welfare of humans through the attainment of these goals. What we mean by maslaha, however, is the preservation of the Shari’ah’s objectives (maqasid).” Al-Shatibi (d. 1388), closely following Al-Gazzali’s taxonomy (Dusuki & Abdullah, 2008) defines maslaha as a principle that concerns the subsistence of human life, the completion of one’s livelihood, and the acquisition of what his or her emotional and intellectual qualities require of him or her in an absolute sense.

It can be noted that in all the varying definitions of maslaha, the common goal all scholars seek to address is the preservation of the maqasid (objectives) of shari’ah, discussed in the preceding sections.


The Maqasid (objectives) of Shari’ah

According to Al-Gazzali, the maqasid (objectives) of shari’ah are to promote the well-being of all mankind, which lies in safeguarding the five essential necessities: (1) their faith (din); (2) their human self (nafs); (3) their intellect (aql); (4) their posterity (nasl); and (5) their wealth (mal). Whatever ensures the safekeeping of these five things is desirable and serves the public interest (Hallaq, 2004). Therefore, in line with the objectives of shari’ah, it is incumbent upon every devout Muslim in contemporary organisations to act in ways that will preserve these factors, which in one way or another, may result in OCBs.

For instance, an employee working in an organisation must see to the protection of the organisation’s properties and wealth, as well as their rightful and legal use. In so doing, the employee is protecting property, which is in line with the objectives of shari’ah. Similarly, employees and Muslim employees in particular are more inclined towards exhibiting OCBs based on the set of maqasid (objectives) of shari’ah.

The Classification of Maslaha (Public Good)

Al-Shatibi approves of Al-Gazzali’s list and sequence of the maqasid (objectives) of shari’ah, thereby indicating that they are the most preferable in terms of their harmony with the essence of shari’ah (Dusuki & Abdullah, 2008). Al-Shatibi singles out maslaha as being the only overriding shari’ah objective broad enough to comprise all measures deemed beneficial to people, including worship and the administration of justice. Al-Shatibi further classifies maslaha into three categories: daruriyat (the essentials), hajiyat (the complementary), and tahsiniyat (the embellishments).

The Daruriyat (Essential Interests)

According to Dusuki and Abdullah (2008), the essentials are the different categories of self-interest on which people essentially depend, such as faith, life, intellect, posterity and wealth. They quote Mohammed Hashim Kamali as saying that these elements are by definition absolutely necessary for the proper functioning of a person’s religious and mundane affairs, to the extent that their destruction would precipitate chaos and the collapse of the social order. Thus, protecting them reflects an effective way of preserving shari’ah, as outlined in its objectives. In terms of OCB, it is incumbent on a Muslim employee to work in ways to protect these five essential interests of oneself and others. In an organisation, for instance, a Muslim must protect the wealth and the interests of that organisation and his or her fellow employees, owing to the fact that to that Muslim, the organisation is a trust for which he or she will be judged regarding its care. This indicates the argument that Muslim employees are highly susceptible to exhibiting OCBs.

The Hajiyat (Complementary Interest)

The complementary interests, as held by Dusuki and Abdullah (2008), supplement the essentials and refer to those interests that, if neglected, would lead to hardship but not to the total disruption of life’s normal order. In other words, they are needed to alleviate hardship so that life may be free from distress and predicament. An example is seen in the sphere of economic transaction, where shari’ah validates such contracts as forward buying (salam) and lease and hire (ijarah) because people need them, notwithstanding a certain anomaly attendant in both.

The Tahsiniyat (Embellishments)

Embellishments refer to those interests that, if realised, would lead to refinement and perfection in the customs and conduct of people at all levels of achievement (Dusuki & Abdullah, 2008). For example, shari’ah encourages charity (beyond the level of zakah) for those in need, and in customary matters and relations among people, urges gentleness, a pleasant speech and manner, and fair dealings. Many scholars, including Kamali, M. Umar Chapra, Imran Nyazee, Micheal Mumisa, Ziauddin Sardar and Wael Hallaq (Dusuki & Abdullah, 2008), assert that the above classification is related to and deeply rooted in shari’ah’s objectives to ensure that society’s interests are preserved in the best fashion, both in this world and in the hereafter. They held that such a classification implies how a maslaha-based methodology could be used to derive new rulings from shari’ah, meet society’s changing needs and solve contemporary problems related to socioeconomic endeavours. Thus, these principles can help to establish guidelines for moral judgments and balance the individual’s self-interest with social interests.

It is worthwhile to note that the maqasid al-shari’ah (objectives of the Islamic law) has a deeply rooted meaning in positively shaping the behaviour of Muslims. It presents Muslims with a sense of urgency in dealing aptly with issues that promote one’s life and the lives of others, factors without which there will be chaos and disorder. Muslims are therefore encouraged to indulge in the preservation and protection of these factors, which when observed adequately may lead to the exhibition of a whole set of positive behaviours at the workplace (i.e., OCBs).


RESEARCH METHODOLOGY

This research aims to establish and verify the hypothesised measurement model of OCBIP in an organisational context. The Muslim employee is thus the unit of analysis for this study. This research first examined and determined the dimensions of OCB, which are finally characterised as OCB – Individual and OCB – Organisational by Williams and Anderson (1991). The new framework of OCB in line with the Islamic worldview is termed OCB from the Islamic perspective (OCBIP). Having done this, cross-sectional method was pursued, which required data to be collected from a population sample.

Sample and Sampling Procedure

The respondents of this study were Muslim employees of companies (businesses). The unit of analysis is the Muslim employee. The population frame was made available by cross-checking the listings of companies in Malaysia. The disproportionate stratified random sampling procedure was employed; thus, random sampling has a higher probability of obtaining a representative sample than any other method of sampling. According to Gay and Airasian (2000), random sampling is a method in which all individuals in the selected population have an equal and independent chance of being selected for the study.

In order for the researcher to confine the sample to a group of respondents appropriate for the study (Muslim employees), stratification of respondents was employed. The stratification technique is adequate for the current study because the aim of the study is to answer research questions that are targeted to a specific subgroup (i.e., Muslim employees) within the general population (employees). Owing to the fact that some strata are too small or too large with regard to the total number of Muslim employees in companies in Malaysia, a disproportionate sampling procedure was employed by the researcher. The respondents of this study were Muslim employees of companies (businesses).

According to Sekaran and Bougie (2010), the redistribution of the numbers in the strata in disproportionate sampling might be considered more appropriate and representative for a study that suspects variability within strata of respondents than in a proportionate sampling design. Therefore, this study employs a disproportionate stratified random sampling technique. More precisely, the study aims to collect data from all Malaysian Muslim employees who work in business organisations or companies in Malaysia.

The self-developed questionnaire used for the main study was translated from English to Bahasa Melayu by a professional Malaysian translator. To assess the credibility of the translation, a back-translation (Bahasa Melayu–English) of the translated document was given to another professional translator. It was found that both versions (the original and the back-translated version) were similar.

In total, 1000 questionnaires were distributed via personal delivery to the randomly-selected companies; 419 were returned, but only 405 were usable and valid for computer input. Thus, rate of return was quite moderate (41.9%) and rate of returned usable questionnaire was 40.5%.

Sample Characteristics

The results show that majority of the respondents (up to 39.0%) held executive positions, followed by clerical workers (27.2%) and specialists (11.9%). Assistant managers made up 7.4%, followed by supervisors (6.9%). Owing to their busy schedules, only five respondents (up to 1.2%) were drawn from the general manager/director position.

In terms of experience (duration in position), the results show that a total of 173 respondents (42.7%) had 2 to 5 years of work experience, followed by respondents with 6 to 10 years of work experience, comprising 19.3% of the sample. Up to 17.3% of respondents had 1 year or less of work experience, followed by respondents with 50 years and above work experience. Respondents with 11 to 15 years of work experience were least populous (8.1%) among the group.

Demographic analysis showed that the gender balance of survey respondents was quite close to ideal, with male respondents constituting 50.9% and female respondents 49.1%. The age of respondents showed a notable contrast between respondents aged 31 to 40 (37.3%), termed the working class group, and respondents aged 26 to 30 (31.9%), mainly new university graduates just beginning their careers. Their assertiveness to develop themselves and to succeed may have accounted for them responding more eagerly to the survey compared to other class groups.

Respondents aged 41 to 50 comprised 15.6% of the sample, respondents aged below 25 made up 10.1%, and last but not least, respondents aged 51 years and above constituted 5.2%. This class of respondents (aged 51 years and above) comprised mostly retired employees who were working in a consulting capacity, as well as employees on the brink of retirement. These factors may account for their low response numbers, as consultants do not generally keep regular company hours.


DIMENSIONALITY OF OCBIP

Owing to its novelty as a breakthrough study examining OCB from the Islamic Perspective, the measures employed in this study were self-developed. Thus, the hypothesised OCBIP measure originally consisted of 31 items after analysis by subject-matter-expert and a pilot study were carried out. In view of that, the present study sought to identify the construct validity of OCBIP on the basis of data collected from 405 respondents (n = 405) who were Muslim employees of Muslim majority companies in Malaysia. The dimensionality of OCBIP was sought through a principal component analysis (PCA), after which confirmatory factor analysis (CFA) was conducted to confirm the dimensionality obtained through PCA.

Exploratory Factor Analysis (Principal Component Analysis) of OCBIP

The PCA was carried out to explore the underlying dimensions of OCBIP within the Malaysian organisational context. First, the statistical assumptions of PCA were tested. The exercise revealed that a substantial number of variables were correlated (r ≥ .30). In addition, the two measures for intercorrelation among variables supported the use of PCA. Bartlett’s Test of Sphericity was statistically significant [χ2 (300) = 5760.416, p = .001], while the Kaiser-Meyer-Olkin (KMO) measure of the sampling adequacy (MSA) was .930, indicating that the inter-correlations were sufficient for PCA.

PCA with Varimax rotation was performed on the data collected. Four latent factors were extracted with eigenvalues greater than one, explaining 60.765% of total variance. Thus, the results show that four latent OCBIP factors were successfully extracted on 25 items. Table 1 shows that factor loadings are between .519 and .862. Following the guideline provided by previous scholars (Byrne, 2010; Hair et al., 2010, Kline, 2011), all four factors were named as Altruism, Civic virtue, Advocating high moral standards (Da’wah) and Removal of harm (Raf’al haraj), respectively.

The internal consistency of all the factors was obtained by computing the Cronbach’s Alpha coefficient on the three extracted factors for OCBIP that were retained by PCA. In view of guidelines from other studies (Sekaran & Bougie, 2010), Cronbach’s Alpha was employed to estimate the reliability of the extracted factors of the IS as presented in Table 1. All four factors [Altruism, Civic virtue, Advocating high moral standards (Da’wah) and Removal of harm (Raf’al haraj)] had good reliability indices of .919, .849, .828 and .759, respectively.


Table 1

Factor loadings and internal consistency of four rotated factors for OCBIP



	OCB
	
ITEM

	
Altruism

	
Civic Virtue

	
Advocating High Moral Standards (Da’wah)

	
Removal of Harm (Raf’al haraj)




	1.
	I do my work in the best way I can for the sake of gaining Allah’s pleasure
	.862

	 
	 
	 



	2.
	I rely on Allah’s reward only when I do good
	
.861

	 
	 
	 



	3.
	I sincerely help my co-workers for the sake of gaining Allah’s pleasure
	
.849

	 
	 
	 



	4.
	I strive to correct mistakes on my own initiative to suite the Islamic teachings
	.766

	 
	 
	 



	5.
	As a Muslim, I feel obligated to deliver a quality job because I am being paid for my service
	.738

	 
	 
	 



	6.
	I strongly feel I have to work because it is an act of worship to Allah
	.716

	 
	 
	 



	7.
	As a Muslim, when I am disturbed I make sure it does not affect my work
	.552

	 
	 
	 



	8.
	I feel Allah’s divine wrath will descend upon me if I do not work diligently for which I am paid for
	.541

	 
	 
	 



	9.
	I feel obligated to assist co-workers who face difficulty with jobs
	.522

	 
	 
	 



	10.
	For the sake of Allah, I accept responsibilities that are not a prescribed part of my job
	.519

	 
	 
	 



	11.
	I participate actively in organisations’ meetings
	 
	.788

	 
	 



	12.
	If I find my organisation not doing the right thing, I feel obligated to make a positive change
	 
	.755

	 
	 



	13.
	I prepare special gifts for my hardworking co-workers
	 
	.690

	 
	



	14.
	I think of ways to develop my organisation
	 
	.642

	 
	 



	15.
	I help other co-workers who have heavy work loads
	 
	.626

	 
	 



	16.
	I stay after work hours to help other employees
	 
	.535

	 
	 



	17.
	I stay in the office during breaks in order to assist my co-workers on their job
	 
	.517

	 
	 



	18.
	I encourage co-workers to observe Islamic teachings whilst doing their jobs
	 
	 
	.738

	 



	19.
	I feel obligated to voice against unIslamic acts in my organisation
	 
	 
	.721

	 



	20.
	I humbly advice my co-workers about Islam
	 
	 
	.646

	 



	21.
	I feel bad when I cannot make corrections to a wrong act in my organisation in accordance with Islam
	 
	 
	.641

	 



	22.
	I speak nice of my organization even if I do not like its policies
	 
	 
	 
	.689




	23.
	For Allah’s sake, I encourage my co-workers to respect the organisation even though I am against its policies
	 
	 
	 
	.678




	24.
	Even though I may not be happy with my organization’s policies, I do protect the organisation’s resources
	 
	 
	 
	.604




	25.
	I orient new employees even though it is not required of me
	 
	 
	 
	.581




	 
	 
	9.932

	2.852

	1.302

	1.105




	 
	 
	39.728

	11.407

	5.208

	4.422




	 
	 
	.919

	.849

	.828

	.759




	 
	 
	 
	 
	.930

	 





Construct Validity of OCBIP

This section presents the results of CFA to support the construct validity of OCBIP. CFA was performed to examine Hypothesis 2:


The hypothesised measurement model of OCBIP in the organisational context is explained by four components: Altruism, Civic virtue, Advocating high moral standards (da’wah) and Removal of harm (raf’al haraj).



Model Specification

The four factors derived from the results of the PCA were hypothesised as the latent variables of OCBIP. The hypothesised measurement model, as shown in Figure 1, contains the four latent variables loaded on 25 indicators. The first latent variable is Altruism, the second latent variable is Civic virtue, the third is Advocating high moral standards (da’wah) and the fourth is Removal of harm (raf’al haraj). The internal consistencies of the four latent factors were .919, .849, .828 and .759, respectively, based on the data collected from 405 Muslim employees (n = 405).

The interrelationships among the 25 measures of OCBIP were checked using the Estimates section of the AMOS (version 18.0) text output, which showed that the indices were statistically significant. For normality, the use of AMOS (version 18.0) showed, through the indices of skewness and kurtosis, that there was no serious violation of the assumption of normality (thus, all values of skewness were negative and less than 0.1). Additionally, there was no outlier in the Mahalanobis distance (observations farthest from the centroid). This is the justification for the researcher’s adoption of CFA to answer the research question.

Model Estimation

A CFA was performed on the data collected from 405 Muslim employees through AMOS (Version 18.0), using Maximum Likelihood (ML) estimation (Byrne, 2010). The measurement model of the four latent exogenous variables showed that the overall fit of the model was χ2 (269) = 1127.217, p = 0.000, which was statistically significant, indicating an inadequate fit between the covariance matrix of the observed data and the implied covariance matrix of the model.

Other indices of model fit were also used, following guidelines from other scholars (Byrne, 2010; Hair et al., 2010) whereby at least one absolute fit index and one incremental fit index is used in addition to the χ2 statistic and the associated degree of freedom. Following this guideline, the Normed chi-square (i.e., CMIN/DF), the Comparative Fit Index (CFI) and the Root Mean Square Error of Approximation (RMSEA) were adopted for estimating the model in addition to the χ2 statistic and the associated degree of freedom.

The CFI was found to be .847, which is below the threshold value of .92. Additionally, the Normed chi-square was 4.19, which is above the acceptable ≤ 3 cut-off. Similarly, the RMSEA value for the hypothesised model was .089, which falls outside the acceptable range of .05 and .08; however, the model loadings ranged from .61 (OCB1) to .85 (OCB22), all of which were statistically significant. Accordingly, the fit indices presenting the overall fit of the model were not encouraging, as the Normed chi-square, CFI and RMSEA were not found to be within their various acceptable limits.

Owing to the less encouraging data-model fit, the study sought a better-fit model. A careful examination of the indicators with lower loadings was carried out. A total of 11 indicators were found to be problematic and were excluded from the model, which improved its goodness-of-fit. These items include item OCB27 loading .74 on the Altruism latent variable, item OCB28 loading .64 on the Altruism latent variable, item OCB30 loading .63 on the Altruism latent variable, item OCB13 loading .64 also on the Altruism latent variable, item OCB11 loading .64 on the Altruism latent variable, item OCB1 loading .61 on the Civic virtue latent variable, item OCB5 loading .62 on the Civic virtue latent variable, OCB19 loading .65 on the Civic virtue latent variable, OCB17 loading .66 on the Civic virtue latent variable, item OCB18 loading .68 on the Advocating high moral standards (da’wah) construct, and finally, OCB26 loading .62 on the Removal of harm (raf’al haraj) variable.

In addition, post hoc model modification indices were examined to identify a more parsimonious model. The model was re-estimated, and four inter-correlations among seven errors were freed based on the suggestions of the parameter of Modification Indices (MIs). The following connections were established: error 1 (item OCB23) and error 5 (item OCB25); error 4 (item OCB31) and error 5 (item OCB25); error 3 (item OCB22) and error 14 (OCB9); and error 11 (item OCB3) and error 12 (item OCB2). These connections were allowed to co-vary to reduce the total amount of 948.15 chi-square and hence increase the fit indices. These inter-correlations were supported methodologically through the use of AMOS and theoretically because the two elements of measurements errors were correlated, showing commonalities among pairs of observed behaviours.
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Figure 1. The hypothesised measurement model of the OCBIP construct



The Revised Model of OCBIP

As indicated in Figure 2, the goodness of fit indices show that the overall fit for the revised model was consistent with the data. The chi square statistic was statistically significant (χ2 (67) = 179.067, p = 0.000), implying that there is no difference between the covariance matrix of the observed data and the implied matrix of the revised model.


The revised model fits the observed data, however because the value of the Normed chi-square (CMIN/DF) was 2.673, and the cut-off for good fit recommended by statisticians is ≤ 3 for χ2/df (Kline, 2011). Similarly, other fit indices showed good indicators for the revised model (CFI = .963 and RMSEA=.064). Following scholars’ guidelines (Byrne, 2010; Hair et al., 2010), for the complexity of this model (i.e., four latent constructs, 14 total indicators (observed variables) and 405 sample size (n = 405)), a CFI threshold of more than .92 and RMSEA threshold of less than .07 reflects a model with good fit.


[image: art]

Figure 2. The fit indices of the revised model of the OCBIP construct




In addition to this, the parameter estimates were also examined and were found to be statistically significant, as shown in Figure 2. They were free from any offending estimates and showed logical direction. The squared multiple correlations (SMC) also provided reasonable values to explain the variance in the 14 observed variables, ranging from .833 (OCB22) to .386 (OCB16).

DISCUSSION OF FINDINGS

This study has hypothesised that OCBIP is explained by four dimensions; Altruism, Civic virtue, Advocating high moral standards (da’wah) and Removal of harm (raf’al haraj). Using AMOS (Version 18.0), CFA results with good fit indices have confirmed the dimensionality of the OCBIP components. Owing to its newness in Western OCB studies and the Islamic management literature, it is strongly recommended that future studies follow suit in this pioneering research work to establish the field of organisational citizenship behaviour from the Islamic perspective (OCBIP).

Although the Western concept of OCB has been studied from the Islamic perspective, it is worth noting that the findings of the present study partially replicate the results of Smith, Organ and Near (1983), who found that OCB consists of two components, namely, generalised compliance (i.e., civic virtue) and helping behaviour (i.e., altruism). In this study, however, Altruism and Civic virtue are slightly different conceptually than in Western studies, in that generalised compliance (civic virtue) and helping employees (i.e., altruism) must be in line with the tenets of shari’ah; for instance, helping to develop the citizenship behaviour of employees could never be achieved by indulging in haram acts such as selling alcohol or pork, neither of which can be considered civic virtue or altruism in an Islamic context.

In much the same way, seeking to advocate high moral standards (da’wah) is a basic Islamic principle that is captured as a citizenship behaviour in this study, whereby employees who indulge in it strive to develop employees’ moral and ethical behaviour, which ultimately increases organisational performance. This is in line with shari’ah, as noted in an authentic hadith of the Prophet (pbuh): “Anyone amongst you who sees a munkar (misbehaviour/forbidden act) should correct it with the hands, if he cannot make correction with the hands, he should use his tongue to correct it (i.e., by speaking out against the bad act), if still he cannot use his tongue to make correction, he should utilise his heart (i.e., hate the act in himself), but that is the weakest of Iman (faith)”. This hadith leads us to the belief advocating high moral standards is a citizenship behaviour from the Islamic perspective, which when followed can lead to increased positive organisational outcomes.


The study findings are also partially supported by the works of Al-Amar (2008), who proposed the Intellectual Character of the Muslim Personality (ICMP) as an antecedent of OCB in the Yemeni school context. Although her study proposed an independent variable (ICMP), the dependent variables (OCB dimensions) found in her study were Altruism and Civic virtue, which emanated from Western value systems. Thus, the OCB dimensions in her study did not show any significant Islamic input.

The contention of OCBIP can be further substantiated by delving into Islamic literature. For instance, from the authentic hadith related by Al-Baihaqi, the Prophet Muhammad (pbuh) says, “Allah loves those workers who perform their works to the best of their abilities”. In line with this is the statement by Ahmad (2008) that Islam views work as an act of worship and that Muslims are always encouraged to perform extra good deeds (thus improving beyond than the prescribed limit of quality, leading to excellence), which can guide them closer to Allah.

This suggests that OCBIP not only leads to higher positive organisational or individual outcomes in this world, as espoused in the Western OCB literature, but also strengthens the Muslim’s bond with Allah, as work in itself is viewed as an act of worship. Thus, while performing OCBIP, employees are also striving to purify themselves, which can lead to better outcomes in this world (peaceful living) and the next, by entering paradise. As mentioned by Ahmad (2008), this Islamic spiritual motivation (positive or paradise and negative or hellfire) is among the factors that guide Muslims throughout all their activities. It is worthwhile to note that with this spiritual motivation, the belief that work is an act of worship and the quest to seek closeness with Allah, OCBIP performance can be higher and will lead to better organisational and individual outcomes in ways that please Allah.

CONCLUSION AND RECOMMENDATION

The present study has contributed new knowledge to the existing literature of OCB by studying the Western construct of OCB in light of the Islamic heritage (the Qur’an and Prophetic tradition), and proposed a new construct of OCBIP. Further, the study has also yielded a scale for measuring the OCBIP of employees in the business organisational context. In addition, the research also revealed that the measurement model of the OCBIP construct in the business organisational context is explained by four components: Altruism, Civic virtue, Advocating high moral standards and Removal of harm.


Organisational researchers and practitioners are encouraged to take advantage of the findings of this study in delineating and expanding research in this pioneering field to enrich the understanding of the OCBIP construct. Researchers are also encouraged to conduct studies in other geographical or business contexts to further improve the OCBIP scale yielded by this research.
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ABSTRACT

Contemporary organisations are required to be responsible to their shareholders, customers, employees, communities and ecology in all aspects of their operations in order to gain a competitive advantage. An organisation’s obligations toward society, known as corporate citizenship, are economic, legal, ethical, and discretionary. Corporate citizenship reflects one view of social responsibility that relates to the social responsibilities of organisations toward their stakeholders. Thus, this study examines the relationship between corporate citizenship culture and organisational performance. Overall, 261 respondents from a total population of 1379 were used in analysing the data. The units of analysis of this study are publicly listed companies in Malaysia. The findings suggest that all elements of corporate citizenship culture are significantly related to organisational performance, especially ethical citizenship. The results support theoretical predictions and reveal interesting findings that can help organisations to better understand how their performance affects society’s perceptions of them and help change organisational behaviour to meet public expectations.
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INTRODUCTION

Corporate social responsibility (CSR) has numerous meanings and classifications. It is also known as corporate responsibility, corporate citizenship, corporate responsiveness, sustainable responsible business, or corporate social performance. At its core, CSR is how an organisation balances its values, behaviour and accountability with the expectations and needs of its internal and external stakeholders. CSR describes an organisation’s dedication to being responsible to its stakeholders and earning their trust. Ideally, organisations fulfil their duty to stockholders and stakeholders through profit maximisation while meeting the obligations that directly influence their ability to achieve their objectives. At the same time, organisational social responsibility is an organisation’s obligation to protect the natural environment, making it a better place to live and work and creating situations that are favourable and profitable for the general public and the organisation (Carroll & Buchholtz, 2003). In summary, the goals of organisations are not only to make profits but also to be socially responsible.

Carroll (2000) conceptualises CSR as a social obligation. He emphasises that corporations have “four faces” of social obligation in their efforts to be good corporate citizens: economic, legal, ethical and philanthropic or humanitarian. Organisations not only need to consider their economic goals, but they also must operate within the law, be ethical and fair and be good corporate citizens while fulfilling the needs of the stakeholders. At the same time, researchers such as Bowen (1953), Davis (1960) and McGuire (1963) identify CSR as those policies, activities, or behaviours an organisation undertakes that go beyond the traditional economic and legal obligations that it has with its internal and external target stakeholders. Therefore, CSR in this study is defined in terms of the following:


	Economic, ethical, legal and discretionary responsibilities that are being conceptualised as corporate citizenship culture with the aims of creating higher standards of living and quality of life in the society in which the organisation operates.

	An organisation’s active responsibility for its employees’ lives, including the organisation’s internal and external activities that contribute to the well-being of society.

	Improving employees’ quality of life and society at large (Carroll, 1979; Maignan, Ferrell, & Hult, 1999).


Moreover, to operate effectively and efficiently, organisations must enthusiastically accept responsibility for their own actions, thereby building and nurturing their good image, and maintaining their reputation (Stainer, 2006). Therefore, the main purpose of this study is to examine the relationship between corporate citizenship culture and organisational performance and to determine whether practicing social obligation enhances performance in the Malaysian context.


LITERATURE REVIEW

Corporate Citizenship Culture

Carroll’s “four faces” CSR model describes an organisation’s obligation toward stakeholders and is a tool to help position the organisation strategically and effectively in the marketplace. It is the extent to which organisations assume that economic, legal, ethical and discretionary responsibilities are imposed on them (Maignan & Ferrell, 2001). An organisation must realise that to remain productive and competitive in the challenging business world, it has to be socially responsible. The aims of the organisation are to increase its value while attempting to promote and improve its community. An ethical organisation helps society address its problems and contributes to its welfare by producing good products and services, creating jobs and providing a safe working environment. In addition, the organisation must respect and obey the laws imposed by the government. Likewise, the organisation’s must be involved in addressing the society’s needs in education, charities and the arts. In summary, an organisation must operate within the law, be ethical and fair, and be a good corporate citizen. The following section discusses Carroll’s four faces of corporate citizenship culture.

Economic and Legal Citizenship

Carroll (1979) defines CSR as the way organisations meet the economic, legal, ethical and discretionary (which also referred to as philanthropic) responsibilities while fulfilling the needs of their stakeholders. An organisation that surpasses economic and legal requirements has thereby assured itself a competitive advantage in terms of a greater expectation of and openness to external changes (Judge & Douglas, 1998; Klassen & McLaughlin, 1996; Yahya & Che Ha, 2013). Chahal and Sharma (2006, p. 211) concur that “in the hyper competitive atmosphere, growth, stability, economic existence and social orientation of an organisation strongly depends upon its ability to perform social responsibility towards community”.

Carroll (1999) describes the CSR economic point of view as the organisation’s obligation to produce goods and services in society and sell them for profit. Before an organisation can help multiple stakeholders in society, it must first be profitable and cost-effective because its economic performance supports the entire structure of CSR. Carroll affirms that securing economic viability is one of the ways an organisation provides for society. Dahlsrud (2007) defines economic citizenship as the socioeconomic or financial strategies that inform an organisation’s business operation and preserve the organisation’s long-term profitability. Such products and services could be produced to meet market needs through the effective utilisation of resources to facilitate the building and sustaining of a competitive advantage (Porter & Kramer, 2006).

Legal from the CSR point of view implies that the organisation’s must fulfil its economic mission within the legal requirements set by society, which interprets law as right and wrong. (Carroll, 1979). An organisation’s social obligation goes beyond its strict legal obligations and takes into account the impact that business operations have on stakeholders other than its shareholders. Social obligation also involves the ideas of the “triple bottom line,” that is, people, planet and profit (Elkington, 1997), which utilises economic, social and environmental benchmarks to measure corporate performance (Carroll & Buchholtz, 2003).

In other words, an organisation is expected to obey the law while making a profit, comply with societal laws and regulations, and meet economic responsibilities (Carroll, 2000). Additionally, the legal face of CSR reflects a view of “codified ethics” in that it embodies basic notions of fair operations as established by lawmakers and is viewed as coexisting with economic responsibilities as fundamental precepts of the free enterprise system (Carroll, 1979). In addition, the organisation is responsible for producing goods and services that contribute directly or indirectly to the protection of the environment or to social development while responding to stakeholders’ concerns and needs. It is also responsible for capturing the opportunities offered by the market and conforming to the law and regulations (Carroll, 1979, 2000; Carroll & Buchholtz, 2003).

Ethical and Philanthropic Citizenship

CSR is defined as open and transparent business practices based on ethical values that assist the organisation in attaining marketable achievement from the triple bottom line perspectives. Those perspectives emphasise the economic, social and environmental bottom-line success (http://www.iblf.org/csr). Carroll (2000) classifies ethical and philanthropic social obligation as the moral obligation of an organisation to its stakeholders.

Due to the current trend of globalisation, business organisations have realised that to compete effectively in a competitive environment, they must clearly define the business practices that focus on public interest. This is where an organisation’s values influence its perceived social responsibility and are verified by societal activities. Aupperle, Carroll and Hatfield (1985) argue that this type of business practice can be appropriately evaluated from three non-economic perspectives: legal, ethical and discretionary. Furthermore, Quester and Thompson (2001) note that social goals in the long run are profitable because market forces grant financial incentives to socially responsible organisations.


Thus, in implementing a socially responsible business, an organisation must first acknowledge society’s existence and society’s growing demand for more ethically responsible business practices. An organisation’s social obligation behaviours affect the way customers behave towards the organisation (Creyer & Ross, 1997; Nebenzahl, Jaffe, & Kavak, 2001). Furthermore, consumers tend to punish the immoral behaviour of an organisation and reward its ethical behaviour (Creyer & Ross, 1997). They are also more willing to purchase from and pay more to a socially responsible company than one that is socially irresponsible (Asongu, 2007; De Pelsmacker, Driessen, & Rayp, 2005). In contrast, the failure to recognise and respond to these responsibilities shows that the organisation has failed to adapt for its own long-term survival (Creyer & Ross, 1997).

The ethical point of view requires an organisation to abide by moral rules and to behave appropriately in society (Carroll, 2000). The organisation is expected to do what is right and reasonable, and avoid anything that will cause harm to society. Such responsibilities include providing employment opportunities for everyone, improving the environment and promoting worldwide justice. The organisation engages ethical businesses, and these ethical businesses guide the organisation’s desire to do the right thing. Essentially, these businesses will help the organisation avoid the legal consequences of its actions and convince stakeholders that the organisation’s concern includes serving the stakeholders’ interest (Creyer & Ross, 1997).

Building on the development of the definitions of corporate citizenship discussed, corporate citizenship cultures in this study are defined as follows:



	Classification
	Elements




	Corporate citizenship (Carroll, 1979; Maignan et al., 1999)
	

	Economic, ethical, legal and discretionary responsibilities – conceptualised as corporate citizenship culture with the aims of creating higher standards of living and quality of life in the society in which the organisation operates

	Organisations’ active responsibility for their employees’ lives, which also include organisations’ internal and external activities that contribute to the well-being of society

	Improving the employees’ quality of life and society at large.






Organisational performance

Good performance is crucial to organisations. However, performing well is not enough in this current highly competitive environment. An organisation needs to understand environmental issues and problems as important competitive differentiation elements and turn them into a source of competitive advantage. An organisation must make decisions that convert its objectives into actions and include environmental sustainability factors into its marketing strategies to create superior value and gain the competitive advantage that allows it to outperform its competitors. High-performing organisations contribute not only to the success of the organisation but also to the good of society by being good corporate citizens. The managers in these high-performance organisations are able to respond to changes in the environment, meet customer demands and requirements, modify work processes to enhance performance and finally contribute to the community.

Organisations engage in socially responsible behaviours to fulfil external obligations such as regulatory compliance and stakeholder demands and to increase competitiveness and improve stock market performance (Bansal & Roth, 2000; Drumwright, 1994; Klassen & Mclaughlin, 1996; Russo & Fouts, 1997; Waddock & Smith, 2000). Likewise, Hanas (2007) contends that intangible values such as employee motivation and satisfaction, and brand loyalty are increasingly being linked to corporate performance.

CORPORATE CITIZENSHIP CULTURE AND ORGANISATIONAL PERFORMANCE

Frederick (1960) defines social responsibility as a business overseeing the operation of an economic system that fulfils the expectations of the public and enhances the whole organisation’s socio-economic welfare. Dahlsrud (2007) refers to these socio-economic or financial aspects that describe CSR in terms of an organisation’s business operation and preserving the organisation’s long-term profitability. Essentially, corporate strategy outlines the organisation’s objectives, purpose or goals, policies and plans for achieving those goals. Ansoff (1980) contends that if organisations choose a strategy, it must be important to their development because such issues have a significant effect on their ability to meet their objectives.

Porter and Kramer (2006) emphasise that for organisations to undertake social responsibility and obligations in a strategic manner and make social and environmental contributions, they must also be able to create tangible business benefits: profit maximisation, sustainability and competitive advantage. Owen and Scherer (1993) indicate that socially responsible corporate actions affect market share and thus affect competitive advantage. Indeed, social responsibility/obligation is also a long-term investment decision that leads to win-win strategies (Berry & Rondinelli, 1998) in which the function of an organisation is said to have a social purpose consistent with the organisation’s long-term economic interests and sustainability. Corporate citizenship culture and corporate sustainability represent how organisations achieve enhanced ethical standards and balance the economic, environmental and social imperatives that address the concerns and expectations of their stakeholders (Yahya, 2011). Wilson (2003) describes this corporate sustainability as an evolving concept that managers adopt as an alternative to the traditional growth and profit-maximisation model. All of these factors contributes to good financial performance.

Organisations build better reputations and brand images in the social obligation process. A better reputation in business means better sales and more investors. Social performance progressively influences investors’ decisions. Social and environmental responsibilities reduce operating costs, which leads to higher profits for the organisations (Yahya & Che Ha, 2013). Eventually, social obligation enables the strategic management of internal and external risks in social and environmental arenas. Social obligation process allows organisations to plan short-term strategy and maintain good organisational performance. In the long run, organisations win the confidence and loyalty of suppliers, business partners, and customers. As such, the products and services of the organisations increase to maximise profit. Organisations that address the concerns of most socially conscious consumers in their strategic and daily decision-making processes are able to place themselves at a competitive advantage. These practices are synchronised with the community’s philosophy and sustainable development in a market-driven society.

Initially, the goals and objectives of organisations include earning society’s trust by meeting the public’s expectations and fulfilling their social responsibilities. Societies in general expect more from the organisations from which they purchase. Undoubtedly, the demand for environmentally friendly products has become a powerful force (Banerjee, 1998). Thus, by developing new products that are less environmentally damaging, organisations can take advantage of the growing market for environmental goods and services (Dechant & Altman, 1994). Additionally, Maxwell, Rothenberg, Briscoe and Marcus (1997) explain how organisations individually need to move beyond image-building by demonstrating a commitment to continued improvements in the environmental performance of their products and services. More importantly, however, there is growing evidence that shows that organisations that adopt proactive environmental management strategies have become more efficient and competitive in the marketplace (Burke & Logsdon, 1996). Furthermore, organisations that include ethical principles in their strategic decision processes have the best chances of gaining their stakeholders’ trust and commitment (Hosmer, 1994). Therefore, based on these assumptions, this study postulates that:




	H1:
	 
	Economic citizenship is positively related to organisational performance.



	H2:
	 
	Legal citizenship is positively related to organisational performance.



	H3:
	 
	Ethical citizenship is positively related to organisational performance.



	H4:
	 
	Discretionary citizenship is positively related to organisational performance.




THEORETICAL FRAMEWORK

The theory employed to develop the model for this study is derived from the stakeholders theory.

Stakeholder’s Theory

Clarkson (1995, p. 106) defines stakeholders as “persons, or groups that have, or claim, ownership, rights, or interests in a corporation and its activities, past present or future.” Post, Preston and Sachs (2002) write that an organisation’s ability to establish and maintain relationships within its entire network of stakeholders ensures its long-term survival. Relationships involve ongoing engagement and mutuality within the network of stakeholders that create, sustain, and enhance the capacity of organisations to create value (Clarkson, 1995). As such, stakeholders have a strategic and/or moral stake in organisations, and each is guided by his own interests and values. Therefore, organisations must align their CSR programmes with their stakeholders’ CSR values (Maignan, Ferrell, & Ferrell, 2005). Porter and Kramer (2006) conceptualise CSR as encompassing a shared value that influences strategy and guides managers in their CSR decision-making (Pant & Lachman, 1998). Waldman, de Luque and Washburn’s (2006) studies are grounded in the notion that values are strong mechanisms that shape actions.

CSR is the organisation and integration of social and environmental concerns into business operations and interactions with stakeholders. Ullmann (1985) asserts that the stakeholders theory and social obligation activity are linked by identifying the stakeholder’s power, organisations’ strategy, and organisations’ past and present economic performance, which are connected through social disclosure and economic performance. Polonsky (1995) agrees that the stakeholders theory is appropriate for applying to environmental concern because it offers a process that permits organisations to develop an environmental strategy that satisfies both their goals and those of their stakeholders.


Fiol and Lyles (1985) and Doyle and Hooley (1992) agree that organisations’ objectives originate from the pressures created by shareholders and other stakeholders. As such, the management of people and resources to meet stakeholders’ needs and expectations would facilitate in building organisational objectives and sustaining the organisation’s competitive advantage (Yahya, 2011). Likewise, Jones (1995) assents that organisations that develop relationships with stakeholders based on honesty, mutual trust, and collaboration are in a better position to gain an advantage over organisations that do not.

Organisations rely heavily on the societies in which they operate. To survive in the marketplace, organisations have to take responsibility for society. Indeed, an organisation is responsible not only to its shareholders (owners) but to all stakeholders (consumers, employees, creditors, etc.) who contribute to the organisation’s success. Thus, an organisation should be held accountable for any actions that affect people, communities and the environment in which it operates. Thus, based on this view, organisations are like regular persons or citizens who are expected to be responsible and follow the principles of morality, accountability, and honesty with a much wider scope for potential contribution to and involvement in society (Frederick, Post, & St Davis, 1992; Freeman, 1984; Lodge, 1977).

Carroll’s four-part model states that the core responsibilities of an organisation are economic and legal, that is, producing the goods and/or services required by society in a lawful manner and selling them at a profit. However, the organisation still has ethical and discretionary responsibilities. Failure to acknowledge these two responsibilities would allow society to bring the organisation under its legal system (Carroll & Buchholtz, 2003).

METHODOLOGY

Data Collection and Pilot Test

The sample frame is from the Bursa Malaysia. Stratified random sampling was used in which the population is first divided into manufacturing and service organisations. The units of analysis in this study are the publicly listed companies that practice CSR. The population of interest includes manufacturing and service organisations because products are classified as tangible and intangible goods. Manufacturing companies produce tangible goods, while service companies produce intangible goods. The target population is the upper level of the organisation’s marketing hierarchy, with the managing director as the key informant. This unit of analysis was selected because the managing director is the key person directly involved in an organisation’s strategic decision making and is highly knowledgeable about the organisation’s objectives and goals.

The survey was conducted in two waves. First, the questionnaires were distributed to several lecturers from the University of Malaya for comments on the layout, wording and content. At the same time, three managing directors were selected to answer the questionnaire to give feedback concerning comprehension, phrasing and design. Based on the feedback received, the respondents reacted positively to the questions, design and structure of the questionnaire. Nevertheless, there were some suggestions for the language and wording used to suit the business culture and environment in Malaysia. For the purpose of a pilot test, 27 questionnaires were distributed to the managers of various organisations, and based on the feedback, some items were reworded. Finally, the revised questionnaires were distributed to the respondents.

Measurement Scales

Corporate citizenship culture

Corporate citizenship culture involves the efforts of business organisations to meet their economic and social responsibilities. Organisations become aware of their social responsibilities through stakeholder pressure. Managers are primarily responsible for the integration of corporate citizenship culture into organisational decision making. In addition, management must balance the interests of various stakeholders to achieve good corporate performance. The corporate citizenship culture constructs are included to confirm that the dimensions would create an economically, socially and environmentally sustainable future, which requires interaction and collaboration between people, companies and governments, where the measures by Maignan et al. (1999) are adopted for this study. The respondents were asked to appraise their organisations’ corporate citizenship culture components and how the organisations manage their culture or values in terms of (1) the treatment of customers, (2) the treatment of the organisation’s own people, or human capital, (3) the standards of organisational performance, and (4) the notions of accountability. For the purpose of data interpretation, the descriptive phrases for the scale were (7) “strongly agree”, (6) “agree”, (5) “slightly agree”, (4) “neutral”, (3) “slightly disagree”, (2) “disagree”, (1) “strongly disagree”.

Organisational Performance

The categories in the scales are to measure organisational performance and organisational effectiveness. Respondents were asked to state their organisations’ performance in the last three years. A Likert Scale ranging from (1) Decrease of more than 20%; (2) Decrease of 11%–20%; (3) Decrease of 1–10%; (4) No Change; (5) Increase of 1%–10%; (6) Increase of 11–20%; (7) Increase of more than 20% was used. The items consist of economic elements that reveal organisational objectives, purpose or goals, policies, and plans and define organisations’ efforts in achieving those goals. The items also describe the nature of the noneconomic value that an organisation expects to contribute to its shareholders, employees, customers and communities, namely, growth in sales, growth in market sales, growth in new products/services development, brand loyalty, corporate reputation, overall employee commitment and overall performance measured by the firm’s goals and objectives. Scales from Narver and Slater (1990) and Baker and Sinkula (1999) were used to assess organisational performance.

Sample and Data Collections

As noted earlier, the sample frame is from the Bursa Malaysia. Stratified random sampling was used in which the population is first divided into manufacturing and service organisations. The biggest challenge in selecting the right sample was determining whether a company involved CSR in its strategic decision making and included innovation as one of the company’s goals. The companies’ characteristics were determined through their websites, their missions and objectives, and by calling the companies directly and asking whether they practiced CSR in their organisations.

Overall, only 261 respondents from 1379 of the total population (a response rate of 18.9%) were usable, and a total of 11 questionnaires were rejected. This response rate is considered satisfactory, as this scenario is no different from other surveys in Malaysia, which tend to obtain a standard response of between 15%–25% (Sarachek & Aziz, 1983; Othman, Abdul-Ghani, & Arshad, 2001). Table 1 depicts the profile of the organisations that can be considered to influence their opinion. Finally, the data collection process was completed with 261 questionnaires coded and used further for data analysis.


Table 1

Profile of the organisations (N = 261)



	
Organisation’s Profile

	
Number

	
Percentage




	1. Type of Industry
	
	



	
• Manufacturing/Processing of Industrial Goods

	
75

	
29%




	
• Manufacturing/Processing of Consumer Goods

	
105

	
40%




	
• Services

	
73

	
27%




	
• Agriculture

	
8

	
3%




	2. Years in operations
	
	



	
• 20 years above

	
90

	
35%




	
• 11–20 years

	
97

	
37%




	
• 10 years and below

	
74

	
28%




	3. Years practicing CSR
	
	



	
• 16–20 years

	
118

	
45%




	
• 11–15 years

	
72

	
28%




	
• 6–10 years

	
31

	
12%




	
• 1–5 years

	
40

	
15%




	4. Total full time employees
	
	



	
• Less than 50 employees

	
92

	
36%




	
• Between 51–150 employees

	
69

	
26%




	
• More than 150 employees

	
100

	
38%




	5. Company sales turnover
	
	



	
• Less than RM250,000.00

	
13

	
5%




	
• Between RM 251,000.00 – RM1 million

	
21

	
8%




	
• Between RM 1 million – RM 5 million

	
60

	
23%




	
• Between RM 5 million – RM 10 million

	
23

	
9%




	
• Between RM 10 million – RM 15 million

	
56

	
21%




	
• Between RM 15 million – RM 25 million

	
23

	
9%




	
• More than RM 25 million

	
65

	
25%




	6. Ownership of Organisations
	
	



	
• Bumiputra

	
108

	
42%




	
• Chinese

	
53

	
20%




	
• Indian

	
9

	
3%




	
• Government-owned

	
46

	
18%




	
• Foreign-owned

	
24

	
9%





	7. Positions
	
	



	
• Top Management

	
40

	
15%




	
• Senior Management

	
65

	
25%




	
• Management Level

	
98

	
38%





The data collection method used self-administered questionnaires based on the fundamental constructs proposed in the conceptual model. These constructs were operationalised by multi-item measures using a 7-point Likert-Scales format, anchored by “Strongly Agree”’ (7); “Agree”(6); “Slightly Agree”(5); “Neutral”(4); “Slightly Disagree”(3); “Disagree”(2); “Strongly Disagree”(1) and the items used to quantify them were adopted from previously tested scales.

RESULTS

To check and verify the four-factor solutions, an exploratory and confirmatory factor analysis was performed. The exploratory factor analysis (EFA) shows that a three-factor solution rather than four-factor solution is more stable. Economic citizenship and legal citizenship items form a single factor, reducing the factors extracted to ethical citizenship with 7 items, discretionary citizenship with 7 items and economic citizenship with 7 items. For this study, factor analysis under the extraction method of principal component analysis with the rotation method of varimax with Kaiser Normalisation was used to analyse the scales. Varimax rotation was used because it minimised the correlation across factors and maximised within the factors. This helped to yield ‘clear’ factors (Nunnally, 1978). Nunnally (1978) posits that items with loadings higher than 0.50 on one factor are retained for further analysis. As a result, 8 items were deleted. The entire new factors were checked for reliability: economic citizenship (0.90), ethical citizenship (0.91), and discretionary citizenship (0.85). Table 2 depicts the final items and loading used in this study with the mean value of 3.39, 4.48 and 6.32 for discretionary citizenship, economic citizenship and ethical citizenship, respectively. Both the Kaiser-Mayer-Olkin (KMO) test for measuring sampling adequacy and Barlett’s Test of Sphericity display significant results. The result indicated the KMO value of 0.946 is greater than 0.5, which falls in the acceptable range and it considered highly satisfactory. Thus, the factor analysis is enabled for further analysis, and the Barlett’s Test of Sphericity is significant at 0.000 levels. This means that there are intercorrelations among the variables.


Table 2

Measurement model



	
Construct

	
Itema

	
Loading




	Economic Citizenship
	For Question 1–6: Our organisation:
	



	
• has a procedure in place to respond to every customer’s complaint

	
.434




	
• continually improve the quality of our products

	
.756




	
• uses customer satisfaction as an indicator of our organisational performance

	
.641




	
• has been successful at maximising our products and services

	
.731




	
• strives to lower the operating costs

	
.745




	
• closely monitors employees’ productivity

	
.603




	
• Top management establishes long-term strategies for our business

	
.630




	Legal Citizenship
	For Question 1–4: Our organisation:
	



	
• always honor our contractual obligations

	
.577




	
• complies with all laws regulating hiring and employee benefitsb

	
–




	
• has programs that encourage a varied involvement of all the workforce (in term of age, gender or race)b

	
–




	
• is opposed to internal policies of discrimination in employees’ compensation and promotionb

	
–




	
• Our managers are informed about relevant environmental lawsb

	
–




	
• All our products and services meet legal standardsb

	
–




	
• Our managers make an effort to comply with the lawb

	
–





	Ethical Citizenship
	For Question 1–5: Our organisation:
	



	
• has a comprehensive code of conduct

	
.664




	
• is recognized as a trustworthy company

	
.690




	
• follows professional standards

	
.782




	
• has in place a confidential procedure for employees to report any misconduct at work (such as stealing or sexual harassment)

	
.728




	
• requires the salespersons and employees to provide full and accurate information to all customers

	
.603




	
• Top managers monitor the organisation’s potential negative activities that affect community

	
.638




	
• Fairness toward coworkers and business partners is an integral part of our employee evaluation process

	
.588




	Discretionary Citizenship
	Our organisation:
	



	
• offers salaries higher than the industry average

	
–




	
• supports employees who require additional educationb

	
–




	
• encourages employees to join civic organisations that support our community

	
.700




	
• contributes adequately to charities

	
.625




	
• has a program for employees on how to reduce the amount of energy and materials wasted

	
.631




	
• encourages partnership with local businesses and schools

	
.577




	
• supports local sports and cultural activities

	
.743




	
• has flexible policies that enable employees to better coordinate work and personal life

	
.571





Note: a. Scales ranging from 1 (strongly disagree) to 7 (strongly agree) b. Items that were deleted

Table 3 captured all the results of Confirmatory Factor Analysis on the constructs in this study. The majority of the Comparative Fit Indices (CFI) and Tucker-Lewis Index (TLI) yield results of more than 0.94, indicating a very good fit model. Similarly, majority of the Goodness-of-Fit (GFI) also yield results above 0.93. Finally, the root mean square residual (RMR) also yield results below 0.05 which all the statistics indicating a good fit model. This suggests that convergent validity in this study is established.


Apart from assessing the overall fit of the measurement model, the critical ratio (t-test) for the factor loading is often used to assess convergent validity. This is because when the factor loadings are statistically significant, then the convergent validity exists (Dunn et al., 1994). The magnitude and direction of the estimated parameters between latent variables and their indicators are also examined for convergent validity (Steenkamp & Van Trijp, 1991).

Table 3

Results of Confirmatory Factor Analysis



	Construct
	Chi-Square (χ2); P value

	CFI

	GFI

	TLI

	RMR




	Ethical Citizenship
	3.456;0.045

	.951

	.952

	.968

	0.029




	Economic Citizenship
	3.798;0.000

	.941

	.939

	.960

	0.031




	Discretionary Citizenship
	1.914;0.045

	.979

	.974

	.985

	0.022





The critical ratio (t-test) for all the estimated parameters exceeded the benchmark of ± 1.96, which were also found to be statistically significant, and the standard error (S.E.) were not excessively large or small (Bryne, 2001). As such, the convergent validity exists for the study variables of the measurement models as the entire construct are highly correlated.

Garver and Mentzer (1999) posit that the convergent validity is tested by determining whether the items in a scale converge, or load together on a single construct in the measurement model. If there is no convergence, either the theory used in the study needs to be analysed, or the purification of measures needs to be implemented by eliminating the items. Thus, this paper applied internal consistency to measure the correlation of the items. Strong correlation was reported for ethical citizenship (.92), economic citizenship (.89) and discretionary citizenship (.84). Although the items are correlated with one other, discriminant validity was conducted to examine the extent to which a certain construct is different from other constructs (Chen, Aryee, & Lee, 2003). This means that items from one scale should not load or converge too closely with items from a different scale and that different latent variables that correlate too highly may indeed be measuring the same construct rather than different construct (Garver & Mentzer, 1999). Thus, relatively low correlations or no correlations between variables indicated the presence of discriminant validity. Therefore, average variance extracted was used. Based on Table 4, all the average variance extracted were more than or equal to 0.50, as suggested by Hair et al. (2006). Thus, discriminant validity was achieved among the construct of corporate citizenship culture.

Table 4

Internal consistency, square roots of average variance extracted and correlation matrix



	Construct

	A

	Ethical Citizenship

	Economic Citizenship

	Discretionary Citizenship





	Ethical Citizenship
	.92
	.50


	
	



	Economic Citizenship
	.89
	.76**


	.57

	



	Discretionary Citizenship
	.84
	.64**


	.59**


	.50





The dimensions of CSR, namely, ethical citizenship, economic citizenship and discretionary citizenship are tested against organisational performance. Table 5 shows the result of the hypotheses testing. The result indicates that ethical citizenship appeared to have the highest positive significant relationship with organisational performance (p ≤ 0.05). The results are consistent with Davenport’s (2000) study that shows that organisational corporate citizenship is needed to balance the needs of all stakeholders while working to protect the environment and enhance organisational performance. CSR is a resemblance to the organisation working toward achieving sustainability and the triple bottom line, that is, people, planet and profit (Elkington, 1997; World Business Council for Sustainable Development [WBCSD], 1999). Ogrizek (2002) asserts that the CSR realms comprise an environmental management system, human resources policy and investment in strategic management necessary to be sustainable in the future. In other words, CSR is closely related to a theory of sustainability. It refers to the idea that socially responsible organisations will outperform their competitors by focusing on the nation’s social problems and viewing them as opportunities to build profits and help the community at the same time. Without sustainability an organisation cannot survive. In fact, it is the organisation’s obligation to preserve the ecological environment and general public interest because social concerns and environmental issues are now considered external issues. Therefore, the organisation needs to integrate social concern and environmental issues into its strategic decision-making process to confront environmental problems.

In this study, ethical citizenship is operationalised as the organisational culture that strengthens the collaboration on CSR. The result suggests that being ethical enhances organisational performance where businesses abide by the moral rules that define appropriate behaviour in a society through doing what is right and fair and avoiding actions that would harm society.

Economic citizenship discretionary citizenship also appeared to have a significant positive relationship with organisational performance (p ≤ 0.01). These dimensions improve the organisations’ performance, such as meeting the obligations of business that involve maintaining economic wealth and meeting consumption needs. In summary, the employees of socially proactive organisations can feel the bond with their employers, and they are supportive of the organisations’ objectives. The employees enjoy working in an environment that enhances their workplace experience and whose goals go beyond profit maximisation. Berry (1995); George and Berry (1981) and Gilly and Wolfinbarger (1998) contend that corporate citizenship is an excellent tool for internal marketing. It is the way to motivate employees, to educate them about the organisation and to connect with them directly. Indeed, in Table 5, it was predicted that ethical citizenship (Beta = .21, p < 0.05); economic citizenship (Beta = 18, p < 0.01) and discretionary citizenship (Beta = .15, p < 0.01) were significant predictors of organisational performance. Overall corporate citizenship culture contributed 24% to the prediction of organisational performance. The findings decisively indicate that organisations in Malaysia are responsible to the external and internal stakeholders and function as good corporate citizens.

Table 5

The direct effect of corporate citizenship on organisational performance



	Dependent Variable
	Independent Variable


	Hypothesised Sign


	Direct Effect β


	Support





	Organisational Performance
	Ethical Citizenship
	+


	.21**


	Yes





	(R2 = .24)
	Economic Citizenship
	+


	.18*


	Yes





	t(8) = 2.887; p = 0.020
	Discretionary Citizenship
	+


	.15*


	Yes






Finally, Figure 1 depicts the structural equation model for corporate citizenship toward organisational performance in this study.


IMPLICATIONS, FUTURE RESEARCH AND CONCLUSIONS

Our findings provide insight into how corporate citizenship is related to organisational performance. The findings emphasise the idea that socially and environmentally responsible organisations need the elements of corporate citizenship to enhance their organisational performance. Indeed, Eccles et al., (2013) argue that companies that incorporate social and environmental issues into their business models will perform better.

Furthermore, the study of corporate citizenship culture can improve managers’ understanding of the impact of this culture in simultaneously strengthening the relationship with stakeholders and boosting organisational performance. This study has attempted to provide a corporate citizenship model that can be used effectively in improving organisational performance. Furthermore, the assessments of the reliabilities and validities of each construct using CFA confirm the correspondence rules between both empirical and theoretical concepts (Bagozzi, 1984). Therefore, this study provides a useful direction for future empirical research into corporate citizenship model.



[image: art]

Figure 1. Structural equation model for corporate citizenship towards organisational performance




From a managerial perspective, this study highlights that being socially and environmentally responsible is not only good for society but also excellent for increasing and preserving shareholder value. As for practitioners, there is clearly a need to improve their corporate citizen activities and practices that particularly address the enhancement of consumer protection, product quality or provide incentives for their employees.

The results of this study also confirm that managers must pay more attention to CSR practices if organisations are interested in maintaining their competitive edge in the market place. CSR activities or programmes are capable of strengthening and sharpening management’s understanding of consumers and implementing strategies to engage them in those activities. Furthermore, through CSR, management is able to enrich its understanding of the business context in terms of the organisation’s long-term future and to ensure that the organisation’s market decisions depict the true costs spent on building sustainable organisations.

In general, an organisation-wide philosophy foundation requires the elements of corporate citizenship culture because that culture represents a basis of stakeholder management that should be embraced by the employees. As such, the corporate citizenship culture should be obviously and visibly transmitted to reflect the corporate reputation, identity and brand. Therefore, organisations must build social and ethical considerations into every level of their activities and in their daily practices. In conclusion, corporate citizenship is a strategy that improves the long-term performance of an organisation and contributes to society.

In summary, the theoretical model proposed in this study provides managers a fruitful way to strategise how organisations can apply corporate citizenship practices to enhance organisational performance.

When interpreting the findings from the study, some of the limitations should be mentioned. First, the generalisation of this study’s findings may be limited to organisations registered under Bursa Malaysia and are practicing CSR. This raises the question of the representativeness of the sample. For that reason, future research should attempt to gather information from the organisations regardless of whether they are practicing CSR. Furthermore, a broader sample should include not only the managerial level but also non-managerial levels, so that any potential bias in the data will be minimised.

Second, this study does not make any comparison of the size of the organisations that practice CSR. Therefore, future research should consider the size of these organisations so that a comparison among large, medium and small organisations that practice CSR can be obtained. Organisations’ CSR practices, strategy and performance implications evolve over time. Thus, information over a longer period of time could be more transparent and justified. In addition, it may be desirable to conduct a similar study directed toward collecting longitudinal data, which could give a detailed explanation of the activity and strategy.

To summarise, this study examines the relationship between corporate citizenship and the performance of Malaysian organisations. The overall findings of this study emphasise that corporate citizenship practices play important roles in enhancing organisational performance. It is hoped that the findings of this study will yield a better understanding of how organisations’ performances affect a society’s perception of them. It should, therefore, help in changing organisations’ behaviour to meet public expectations.
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ABSTRACT

This study aims to examine the effect of perceived risk factors (i.e. perceived performance risk, financial risk, time-loss risk, psychological risk and source risk) on consumers’ unwillingness to buy home appliances online. The moderation of online consumer reviews with the relationship between perceived risk and consumers’ unwillingness to buy home appliances online is also investigated. Results via the Structural Equation Modelling (SEM) technique revealed that perceived performance risk influences consumers’ likelihood of not buying home appliances online, as the consumers are themselves unable to touch, see and hear the product. Online consumer reviews have also been found to moderate this relationship. The present study provides important practical contributions that allow retailers and internet marketers to understand consumers’ perceptions and behaviours regarding consumer risk perception and to determine which type of risk is most important to address in order to increase the consumers’ likelihood of buying home appliances online. This paper also presents a direction for future research.
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INTRODUCTION

Word of mouth (WOM) has been found to be a consumer risk reliever, according to Roselius (1971). In the context of online shopping, WOM is known as electronic word-of-mouth (eWOM) and is directly related to online consumer reviews, which include positive and negative statements made by consumers about a product for sale in internet shopping malls. Consumers make decisions to shop for products via the internet after reading online product reviews that contain graphical and textual elements as well as ratings, text-rating congruence, source, number of “likes,” and the overall number of positive and negative reviews (Benedicktus, Brady, Darke, & Voorhees, 2010; Pan & Zhang, 2011; Schlosser, 2011). Nielson (2010) reported that online reviews are very important for consumers and help them to make online purchase decisions, with 57% of 27,000 internet-user respondents seeking out online reviews before purchasing a product via the internet. On average, online shoppers spend half-an-hour to an hour reading such reviews.

As internet retailing is becoming more prevalent, it is important to understand consumer online purchasing behaviour. While the influencing factors are important to understanding consumer behaviour, hindering factors are also vital to understanding such behaviour. Therefore, the importance of identifying and analysing factors that could hinder consumers’ willingness to make an online purchase is imperative. This study aims to examine the effect of perceived risk factors (i.e. perceived performance risk, financial risk, time-loss risk, psychological risk and source risk) on consumers’ unwillingness to buy home appliances online. The moderation of online consumer reviews and the relationship between perceived risk and consumers’ unwillingness to buy home appliances online are also investigated.

This paper is structured as follows: A review of related literature; a description of the methodology used for the sample selection and the data collection; a report on the data analysis and an examination of the empirical results; and conclusions and recommendations for future research.

LITERATURE REVIEW

Risk is related to consumers’ perception of the insecurity and the significance of participating in an activity (Dowling & Staelin, 1994). Consumers evaluate product purchases based on both the long-term consequences of the purchase and the immediate benefits, which influence their purchase intention (e.g., Grewal, Gotlieb, & Marmorstein, 1994; Sweeney, Soutar, & Johnson, 1999).

Perceived risk related to shopping includes (i) financial risk, which is related to the potential monetary loss and perception of insecurity regarding online credit card usage (Forsythe, Liu, Shannon, & Gardner, 2006; Lim, 2003); (ii) performance risk, which is related to the possibility that a purchased product fails to provide the desired benefits or does not function properly (Crespo, del Bosque, & de los Salmones Sanchez, 2009; Grewal et al., 1994; Lim, 2003); (iii) physical risk, which is related to the possibility of physical injury and damaged health caused by a purchase (Hassan, Kunz, Pearson, & Mohamed, 2006; Lim, 2003); (iv) social risk, which is related to a consumer’s concern about how other people perceive their shopping behaviour and about the potential loss of social status (Crespo et al., 2009; Lim, 2003); (v) psychological risk, which is related to the mental stress a consumer suffers due to shopping behaviour (Crespo et al., 2009; Hassan et al., 2006; Lim, 2003); (vi) time/convenience risk, which is related to the waiting time for the receipt of purchases and the potential loss of time due to incorrect purchase decisions and inconvenience during the purchase process (Crespo et al., 2009; Forsythe et al., 2006; Lim, 2003); and (vii) source risk, which is related to the possibility that the consumer may buy products from a business that is unreliable (Cases, 2003; Lim, 2003).

Perceived risk is an important determinant in consumers’ behaviour towards online purchasing. For instance, Featherman, Miyazaki and Sprott (2010), and Huang and Oppewal (2006) found that perceived risk affects online shopping preferences and that it also reduces consumers’ intention or willingness to buy through the internet (Huang & Oppewal, 2006; Tian & Ren, 2009; Park, Han, & Park, 2013). Online consumer perceived risk is a major obstacle for online purchasing (Tian & Ren, 2009). Previous research has found that perceived risk has a negative effect on consumers’ purchase intention (Ahasanul, Ali, & Shameem, 2009; Akram, 2008; Al-Mowalad & Lennora, 2012; Ali, Farhad, & Nooshin, 2010; Tian & Ren, 2009).

Performance risk and perceived financial risk have a greater influence on consumer online purchase intention than the other types of perceived risk (Akram, 2008; Chang, & Tseng, 2013; Forsythe & Shi, 2003; Forsythe et al., 2006; Kukar-Kinney & Close, 2010; Tian & Ren, 2009). Performance, psychological, financial, and online payment risks jointly have a significant negative influence on purchase intention (Hong, & Cha, 2013). Consumers who perceive a high risk when purchasing products on the internet are unlikely to purchase e-customised products online (Park et al., 2013).

Thus, it is hypothesised that:



	H1a:
	 
	Perceived financial risk is positively related to consumer unwillingness to purchase home appliances online.



	H1b:

	 
	Perceived performance risk is positively related to unwillingness to purchase home appliances online.




	H1c:

	 
	Perceived time-loss risk is positively related to unwillingness to purchase home appliances online.




	H1d:

	 
	Perceived psychological risk is positively related to unwillingness to purchase home appliances online.




	H1e:

	 
	Perceived source risk is positively related to unwillingness to purchase home appliances online.





ONLINE CONSUMER REVIEWS

Online consumer reviews, one of the risk reduction factors, are the positive and/or negative statements made by consumers about a product for sale online that affect a consumers’ purchase intention (Bailey, 2005; Chu & Li, 2008; Jiménez & Mendoza, 2013; Park & Lee, 2008; Wu, Wu, Sun, & Yang, 2013). Hansen, Jensen, and Solgaard (2004) suggested that perceived risk can be reduced when consumers communicate with other consumers to get opinions on particular products before buying online. Wu et al. (2013) and Zhu and Zhang (2010) noted that consumers seek online consumer reviews for less popular online products in order to obtain more information about these products before making the purchasing decision. When the product’s overall reviews are positive, potential consumers are likely to perceive that the product is purchasable. In contrast, when the overall reviews about the product are negative, consumers may reject or dislike the product. Accordingly, the study posited that online consumer reviews moderate the relationship between perceived risk and unwillingness to purchase home appliances online.

The proposed research framework is illustrated in Figure 1.
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Figure 1. Proposed research framework




METHODOLOGY

The completed and usable close-ended questionnaire was conducted from 1 June 2012 to 30 June 2012 and was collected from 192 of 250 respondents (a response rate of 76.8%) located in Kota Kinabalu, Sabah, Malaysia. It used non-probability sampling procedures via a convenience sampling method. This sample size is reasonable, as Hair, Black, Babin, Anderson and Tatham (2010) suggested that the minimum sample size required for seven or less latent constructs, when each construct has more than three items, is 150 samples. The questionnaire consists of three parts: demographic profile, purchase experience, and the unwillingness to buy home appliances online and perceived risk. The measurement of items for unwillingness to purchase was adopted from Akram (2008) with a modification to the sentence structure from ‘willing to purchase’ to ‘unwilling to purchase’. The remainder of the questionnaire items were adapted from the following sources: perceived risk factor, which consists of perceived financial risk, perceived performance risk, perceived time-loss risk, perceived psychological risk and perceived source risk (Akram, 2008; Naiyi, 2004), and online consumer reviews (Park & Lee, 2008). These items, as presented in Appendix 1, were measured on a five-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree). Data were analysed using the Structural Equation Modelling (SEM) technique via Analysis of Moment Structures (AMOS) 5.0 computer program, using the maximum likelihood method of estimation to estimate the proposed hypothesised relationships.

DATA ANALYSIS

Table 1 presents the socio-demographic profile of respondents. Of 192 total respondents, three-quarters were female and the remaining participants were male; the median age was 31 years; 49% of the respondents held Bachelor’s Degrees; and half of the respondents spent two to five hours on the internet daily.


Table 1

Socio-demographic profile of respondents



	
Variable

	
Frequency

	
Percentage




	Gender



	
• Male

	
64

	
33.3




	
• Female

	
128

	
66.7




	Age



	
• 25 and below

	
31

	
16.1




	
• 26 to 30

	
55

	
28.7




	
• 31 to 35

	
58

	
30.2




	
• 36 to 40

	
28

	
14.6




	
• 41 to 45

	
15

	
7.8




	
• 46 and above

	
5

	
2.6




	Education Level



	
• Sijil Pelajaran Malaysia (Malaysian Certificate of Education)

	
3

	
1.6




	
• Sijil Tinggi Pelajaran Malaysia (Malaysian Higher Certificate of Education)

	
7

	
3.6




	
• Diploma

	
13

	
6.8




	
• Bachelor’s degree

	
94

	
49.0




	
• Master’s degree

	
67

	
34.9




	
• PhD

	
8

	
4.2




	Occupation



	
• Professional

	
54

	
28.1




	
• Top Management

	
13

	
6.8




	
• Executive

	
48

	
25.0




	
• Clerical

	
11

	
5.7




	
• Unemployed

	
7

	
3.6




	
• Others

	
59

	
30.7




	Internet Time Spent



	
• Less than 1 Hour

	
12

	
6.3




	
• 2 to 5 Hours

	
98

	
51.0




	
• 6 to 9 Hours

	
57

	
29.7




	
• More than 10 Hours

	
25

	
13.0






STRUCTURAL EQUATION MODELLING

SEM is performed via a two-step SEM approach (i.e. measurement model and structural model). The measurement model demonstrates the relationship between response items and their underlying latent constructs. The measurement model was analysed using Confirmatory Factor Analysis (CFA) to assess the meaningfulness of its items in terms of the construct validity and reliability and to provide support for the issue of dimensionality. The standardised factor loadings, composite reliability, average variance extracted and Cronbach’s alpha are summarised in Table 2. Several items were deleted from the model, as the standardised factor loading is less than 0.60 (i.e. ‘Traditional stores offer more discounts than online stores - FIN4’; ‘Online stores offer discount prices, but the total cost is not lower - FIN5’; ‘The product performance is not consistent with the expectation - PERF4’; ‘It is difficult to return when the product does not meet satisfaction - PERF5’; ‘I would have to spend too much time if I want to return products purchased online - TL1’; ‘I am afraid that products purchased from online vendors will not be delivered on time - TL2’; ‘I am concerned about the time lost between ordering and receiving products bought online - TL3’; ‘It is difficult to get support when the product fails - SOU4’; and ‘The web store could suddenly shut down without warning - SOU5’.

Construct reliability was measured via composite reliability (CR) and Cronbach’s alpha to estimate the consistency of the construct. The values for composite reliability (CR) and Cronbach’s alpha in Table 2 exceeded the minimum threshold value of 0.70, signifying high reliability of the constructs. Next, convergent validity was verified through average variance extracted (AVE), measuring the overall amount of variance in the indicators as truly representative of the latent construct. The AVE values ranging from 0.660 to 0.872 implied that convergent validity was achieved due to the fact all items in the measurement model were statistically significant.


Table 2

Measurement Model Analysis



	Items
	
	
Std. Loadings

	
Composite Reliability

	
Average Variance Extracted

	
Cronbach’s Alpha




	Financial Risk

	
	
	
0.832

	
0.628

	
0.817




	
• I am concerned that my financial records might not be adequately protected if I shop online.

	FIN1
	
0.83

	
	
	



	
• It is not safe to give my credit card number when I order online.

	FIN2
	
0.90

	
	
	



	
• I am concerned about the ultimate price of the on-line product because there might be hidden costs.

	FIN3
	
0.62

	
	
	



	Performance Risk

	
	
	
0.885

	
0.722

	
0.870




	
• It is difficult to determine the characteristics of the products such as quality, size, colour, and style by just looking at pictures on the web.

	PERF1
	
0.90

	
	
	



	
• It is difficult to feel, try and/or experience the product prior to purchase during online shopping.

	PERF2
	
0.93

	
	
	



	
• I am concerned that the product delivered may not be exactly as it appeared when displayed on the computer screen.

	PERF3
	
0.70

	
	
	



	Time-Loss Risk

	
	
	
0.825

	
0.704

	
0.811




	• I would have to spend a lot of time if I want to return online purchased products.

	TL4
	0.75

	
	
	



	• I am afraid that products purchased from online vendors will not be delivered on time.

	TL5
	0.92

	
	
	



	Psychological Risk

	
	
	0.850

	0.660

	0.843




	
• The thought of online shopping makes me feel uncomfortable.

	PSY1
	
0.95

	
	
	



	
• The thought of online shopping causes me to experience unnecessary tension.

	PSY2
	
0.84

	
	
	



	
• Online shopping will lead to too much social isolation.

	PSY3
	
0.61

	
	
	



	Source Risk

	
	
	
0.853

	
0.660

	
0.835




	
• It is difficult to determine the reliability and expertise of some online companies.

	SOU1
	
0.89

	
	
	



	
• It is difficult to determine the reputation of some online companies.

	SOU2
	
0.92

	
	
	



	
• I am concerned about the trustworthiness of some online companies.

	SOU3
	
0.60

	
	
	




Discriminant validity, or the extent to which one construct is different from other constructs, is checked by comparing the shared variance among variables, with the square root of AVE by each construct (Fornell & Larcker, 1981). As presented in Table 3, the shared variances among factors are lower than the square root of AVE. Hence, discriminant validity was achieved.

Table 3

Discriminant validity of model constructs



	
	
1

	
2

	
3

	
4

	
5




	1. Financial Risk
	
0.792

	
	
	
	



	2. Performance Risk
	
0.230

	
0.849

	
	
	



	3. Time-Loss Risk
	
0.448

	
0.252

	
0.839

	
	



	4. Psychological Risk
	
0.413

	
0.145

	
0.757

	
0.812

	



	5. Source Risk
	
0.260

	
0.324

	
0.425

	
0.436

	
0.812





Notes: Diagonals represent the square root of the AVE.


The structural model was tested after all constructs in the measurement model were validated and satisfactory fit was achieved. The structural model aims to specify which latent constructs directly or indirectly influence the values of other latent constructs in the model. The latent constructs are assembled into the structural model based on the hypotheses in the interrelationships among them. Then, the multiple relationships among the constructs were analysed simultaneously to test the hypotheses. The structural model results depicted in Figure 2 indicated a good fit of the model.

RELATIONSHIP BETWEEN PERCEIVED RISK FACTORS AND CONSUMERS’ UNWILLINGNESS TO BUY HOME APPLIANCES ONLINE

The analytical results of the estimated path coefficients for the structural model in Table 4 and Figure 2 indicate that perceived performance risk has the highest standardised beta coefficient value and is positively and significantly associated with consumers’ unwillingness to buy home appliances online (β1b = 0.245; p < 0.01); thus, H1b is supported. However, the results reveal that financial risk (β1a = –0.148; p > 0.05) and time-loss risk (β1c = 0.207; p > 0.05) have no impact on consumers’ unwillingness to buy home appliances online. Hence, neither H1a nor H1c is supported. Next, a similar insignificant finding also applies to the psychological risk (β1d = 0.033; p > 0.05) and source risk (β1e = 0.026; p > 0.05) dimensions, thus rejecting H1d and H1e. R2 = 0.712, implying that consumers’ unwillingness to buy home appliances online is influenced by perceived risk components, such as perceived performance risk, financial risk, time-loss risk, psychological risk and source risk by 71.2%.

Moderating Effects of Online Consumer Reviews between Perceived Risk Factors and Consumers’ Unwillingness to Buy Home Appliances Online

A multi-group comparison test via SEM was performed to test whether online consumer reviews moderate the relationship between perceived risk factors and consumers’ unwillingness to buy home appliances online. Table 5 shows that a significant difference exists between the low online review and high online review (Δχ2/Δdf = 19.176/9, p<0.05), thus supporting Hypothesis 2. Hence, the results established that online consumer reviews for both groups of low online reviews and high online reviews significantly moderated the relationship between perceived risk factors and consumers’ unwillingness to buy home appliances online.
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Figure 2. Hypothesised Structural Model




Table 4

Result of hypothesised structural model
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*p-value < 0.01


Table 5

Result of the effects of the moderating variables



	Hypothesis
	
Constrained Model

	
Unconstrained Model

	
Chi-square Difference

	
Result on Moderation

	
Result on Hypothesis




	Perceived Risk → Unwillingness to Buy Home Appliances Online
	
388.496(df = 217)

	
369.320(df = 208)

	
19.176(df = 9)

	Significant

	Supported





DISCUSSION

This study examined the effect of perceived risk factors (i.e. perceived performance risk, financial risk, time-loss risk, psychological risk and source risk) on consumers’ unwillingness to buy home appliances online. The results via the Structural Equation Modelling (SEM) technique revealed that the influence of perceived risk on its significances were dissimilar depending on the dimensions of the perceived risk. Consumers’ consider perceived performance risk as the most important factor contributing to their unwillingness to buy home appliances via the internet – more so than the other components of perceived risk, such as financial risk, time-loss risk, psychological risk and source risk – because the consumers are unable to touch, see and hear the product themselves. This finding is in agreement with previous studies that found that perceived performance risk in terms of product characteristics such as quality, size, colour and style was consistently determined to be the most significant predictor of online purchase behaviour (Chang, & Tseng, 2013; Forsythe & Shi, 2003; Forsythe et al., 2006; Kukar-Kinney & Close, 2010; Lim, 2003; Tian & Ren, 2009).

Further investigation revealed that perceived financial risk had an insignificant positive effect on the consumers’ unwillingness to buy home appliances online. Previous findings indicate that Malaysian internet shoppers did not perceive a higher level of financial loss in their purchase decisions. Accordingly, perceived financial risk was found to have negative effect on online purchase intention (Akram, 2008; Chang, & Tseng, 2013; Forsythe & Shi, 2003; Forsythe et al., 2006; Hong & Cha, 2013; Kukar-Kinney & Close, 2010; Tian & Ren, 2009). However, Ko, Jung, Kim and Shim (2004) found that American internet users perceived a higher level of financial risk, while Korean internet users perceived higher levels of social risk.

Next, the analytical results demonstrate that perceived time-loss risk was found to not have a significantly positive relationship with consumers’ unwillingness to buy home appliances online. Time-loss risk was measured by time spent ordering, receiving, and returning an unsatisfactory product. Ordering time referred to the transfer of information during online shopping, which was usually too slow. Furthermore, ordering time also referred to the complexity and inconvenience of the online shopping activity. Meanwhile, receiving and returning time referred to the delay in receiving products and the time spent returning unsatisfactory products. This finding is in line with Akram (2008) and Tian and Ren (2009) who show that consumers are not too concerned about the delay and time loss involved in online shopping. Forsythe and Shi (2003) found that some online shoppers may hesitate to buy via the internet due to concerns about inconvenience or delays in receiving products.

According to the empirical results of this study, insignificant findings also appear for perceived psychological risks towards unwillingness to buy home appliances online, which may be due to the fact that psychological risk does not positively affect consumers’ psychology. For example, approximately 51% of the respondents spent only 2 to 5 hours on the internet daily, which is considered to be low or moderate. Thus, the minimum time spent daily on the internet did not lead to consumers’ stress, tension and social isolation. Therefore, psychological risk was not significant enough to positively affect consumer’s online purchase decisions. This result is in line with Forsythe and Shi (2003)’s findings, but contradicts those of Akram (2008), Hong and Cha (2013), and Park et al. (2013).

The last dimension of perceived risk, perceived source risk, also did not positively influence unwillingness to buy home appliances online. Although Lim (2003) suggests that consumers dislike dealing with unknown vendors and perceive a high risk in unreputable businesses, this finding is in agreement with Akram (2008) whereby internet shoppers can easily verify the online vendors. Finally, the moderation of online consumer reviews with the relationship between perceived risk and consumers’ unwillingness to buy home appliances online was investigated. Online consumer reviews have been found to moderate the relationship between perceived risk and consumers’ unwillingness to buy home appliances online. Consumers view online reviews as a way to reduce their perceived risk. Jiménez & Mendoza (2013) note that more credible reviews lead to higher purchase intentions whereby consumers refer to credible online reviews when the reviews contain detailed information about the product and can assess the level of reviewer agreement based on the reviews. The positive and negative reviews of products sold online will be used as measuring tools for them to measure the level of risk when buying home appliances online.

CONCLUSION AND RECOMMENDATIONS

Perceived performance risk was determined to be the most significant risk dimension that affects consumers’ unwillingness to buy home appliances online, surpassing the other components of perceived risk such as financial risk, time-loss risk, psychological risk and source risk. Consumers’ risk perception differs between products. Home appliance products are perceived as higher risk, as consumers are unable to touch, see or hear the product themselves. Depending on the type of product, some products are perceived as high risk, while others are perceived as low risk (Cao & Mokhtarian, 2005). Buying through the internet leads to higher risk perception as online buyers are unable to use their senses to touch, see, hear, smell and taste. Furthermore, consumers were concerned that the products they received were not the same as those that were advertised online; thus, they perceived that buying online carries a high performance risk.

Online consumer reviews were also found to significantly moderate the positive relationship between perceived risk and consumers’ unwillingness to buy home appliances online. Consumer reviews and feedback are important measurement tools for both internet shoppers and internet retailers and are also useful for the consumer. Therefore, internet marketers and retailers should use consumer reviews and feedback to shape their purchase decisions to reduce their risk perception through the provision of guarantees, warranties and incentives. Meanwhile, the responsible authority (such as the government) should also play an important role in reducing consumers’ risk perception by providing better regulation and law enforcement related to online selling and buying activities. For instance, better regulation should be enforced to protect the rights of online consumers who have been cheated in online sales and purchases.


This study R2 is 71.2%, and an investigation was performed on consumer behaviour towards purchasing home appliances online. Hence, this approach limits the generalisability of the findings to other products. Future studies could expand the area of investigation, such as moderating the role of consumers’ cultural backgrounds, family status and education. In further research, it would be important to enlarge the sample size and explore different geographical areas. However, the present study has contributed to the understanding of consumers’ behaviour in online purchasing in the context of the Malaysian consumer perspective. The likelihood of making an online purchase was determined based on the perceived risk factors as suggested by the perceived risk theory. Findings from this study suggested that performance risk was the most important risk factor that influenced Malaysian consumers’ unwillingness to buy home appliances online.

These findings could have implications for the internet retailing industry in Malaysia. Specifically, retailers and internet marketers could better understand consumer perception and behaviour. They could also become better aware of consumer risk perception and could determine which type of risk is most important for increasing consumers’ purchase likelihood. This knowledge will help retailers and internet marketers develop and improve their reliability and believability in order to gain consumer confidence in shopping online. Moreover, internet retailers could take several actions to improve internet marketing in order to meet customers’ needs and expectations. Furthermore, the findings of this study also have implications for the local authorities to provide better regulations to protect consumer’s rights, specifically pertaining to internet transactions. Such implications are important, as electronic commerce via internet retailing in Malaysia has a very promising future.


APPENDIX

Measurement of Instruments

Purchase Behaviour


	I will not buy home appliances online.

	I would not recommend my friends to buy home appliances through online.

	I will not buy home appliances through online if I need the products that I will buy.


Perceived Financial Risk


	I am concerned that my financial records might not be adequately protected if I shop online.

	It is not safe to give my credit card number when I order online.

	I am concerned about the ultimate price of the on-line product because there might be hidden costs.

	Traditional stores offer more discount than online store.

	Online stores offer discount price but the total cost is not lower.


Perceived Performance Risk


	It is difficult to determine the characteristics of the products such as quality, size, colour, and style by just looking at pictures on the web.

	It is difficult to feel, try or/and experience the product prior to purchase during online shopping.

	I am concerned that the product delivered may not be exactly as it appeared when displayed on the computer screen.

	The product performance is not consistent with the expectation.

	It is difficult to return when the product is not satisfied.


Perceived Time-Loss Risk


	I would have to spend much time if I want to return online purchased products.

	I am afraid that products purchased from online vendors will not be delivered on time.

	I am concerned for the time lost between ordering and receiving products bought online.

	The process of online shopping is complex.

	Information transformation is too slow during online shopping.


Perceived Psychological Risk


	The thought of online shopping makes me feel uncomfortable.

	The thought of online shopping causes me to experience unnecessary tension.

	Online shopping will lead to too much social isolation.


Perceived Source Risk


	It is difficult to determine the reliability and expertise of some online companies.

	It is difficult to determine the reputation of some online companies.

	I am concerned about the trustworthiness of some online companies.

	Web store could disappear after running business in short time.

	It is difficult to get support when the product fails.


Online Consumer Reviews


	If I buy a product online, I always read reviews that are presented on the website.

	If I buy a product online, the reviews presented on the website are helpful for my decision making.

	If I buy a product online, the reviews presented on the website make me confident in purchasing the product.

	If I don’t read the reviews presented in the website when I buy a product online, I worry about my decision.
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ABSTRACT

Institutions of higher learning need to re-evaluate their teaching-learning approaches to develop the necessary employability skills for their graduates. The main objectives of this study are to identify the important employability skills and the corresponding employability skills development approaches in a Malaysian setting. The results of the application of an analytic network process (ANP) show that the ‘ability to speak fluently in English’ is the most important skill, followed by the ‘ability to write effectively in English’ and the ‘ability to think critically’. On the other hand, the most effective employability skills development approach is found to be ‘work-integrated learning’. The other effective approaches are identified as ‘stand-alone subject model’, ‘academic support programme’, ‘embedded subject model’, ‘non-academic support programme’ and ‘campus life activities’.



Keywords: Employability skills, analytic network process, Malaysia

INTRODUCTION

Every year, the number of graduates entering the labour market grows. However, debate has surfaced over whether these graduates possess the employability skills required by their prospective employers. Some critics contend that higher education institutions are falling behind the times in meeting the relevant job requirements of organisations (Parry, Ruthford, & Merrier, 1996). According to Salina, Nurazariah, Noraina Mazuin and Jegatheesan (2011), employers are complaining that graduates are unable to fulfil their needs in the uncertain environment of the current market. These complaints are supported by Harvey, Moon and Geall (1997), who found a skills gap between employer requirements and the graduates from the educational system. Sahney, Banwet and Karunes, et al. (2004) revealed that higher education institutions (HEIs) often fall behind in meeting employer requirements because changes in industry move faster than the evolution of programmes offered by educational institutions. Higher education simply does not always keep pace. Industry is becoming more flexible, technology is changing, and there are demands for new skills and expertise. Additionally, Willis and Taylor (1999) stated that universities have been criticised as providing inadequate education. Shukran, Hariyati Shariman, Saodah and Noor Azlan (2006) support this finding, revealing that recent graduates are not equipped with up-to-date knowledge and technology. As a result, this deficiency has affected graduates’ competencies, their ability to join the workforce, and also contributes to unemployment among graduates. According to statistics from the Ministry of Higher Education in Malaysia, the number of jobless graduates rose from 65,500 in 2010 to 71,600 in the first quarter of 2011.

The above facts should be taken into consideration by the higher education institutions. Efforts should be in place to produce employable graduates who are equipped with the relevant skills and knowledge to meet the demands of the employment market in not only Malaysia but also the global market. This study first aims to rank the importance of employability skills and then to identify the most effective employability skills development approaches for graduate institutions.

EMPLOYABILITY SKILLS

The terminology used to refer to employability skills is plentiful. The meaning of employability depends on the individual and the context (Clarke, 2008). According to Yorke (2000), the term employability has been described in many ways, such as generic, transferable, intellectual, cognitive and interpersonal skills. Broadly defined, employability refers to an individual’s capability to obtain a job, retain suitable employment, and manoeuvre within the labour market to realise his or her potential through sustainable employment (Hillage & Pollard, 1998; McLeish, 2002; Brown, Hesketh, & Williams, 2003). Clarke (2008, p. 262) defines employability as “the minimum generic skills or competencies needed by school leavers and graduates to enter the labour market.” At an individual level, Clarke (2008, p. 262) defines employability as “the skills, abilities, attitudes, and behaviours, as a current state, a process of a future outcome, an individual characteristic made up of the sum of an individual’s job related skills, or as a reflection of the individual’s position within the labour market.” Nilsson (2010) remarks, that for graduates, employability is associated with the ability to find a job and to be employed. Moreau and Leathwood (2006) refer to employability as skills such as understanding concepts and personal attributes that make graduates preferred and successful in their careers, along with the ability to benefit the workforce, community and economy in which they serve. Employability has different meanings depending on the context of the jobs researchers refer to. However, there are several general similarities and common criteria. Based on this literature review, the definition of employability can be summarised as “an individual’s ability to find a job that is appropriate with his/her qualifications, remain relevant in the labour market, and the ability to make a transition between his/her job within the same organization or his/her ability to find a new job within the independent labour market.”

The literature suggests two types of employability skills: subject-specific skills and non-subject specific skills (Yorke, 2000). A subject-specific skill refers to specific skills or knowledge required to perform a specific job (i.e., doctor, lawyer, accountant, etc.), while non-subject specific skills are non-technical skills and knowledge. Cox and King (2006) contend that the concept of employability has two aspects, namely, subject skills and transferable skills. Transferable skills refer to knowledge, skills, abilities and personal characteristics that can be transferred or used within any profession and at any stage of a career, while subject skills are relevant only to a single profession. Dench (1997) extends the concept of employability skills to include personal attributes, namely, honesty, reliability and integrity. According to Clarke (2008), organisations that are able to hire employees with highly developed soft skills are able to compete more successfully than employers who focus on the retention of employees with only subject-specific skills. Hii (2007) states that a study of Fortune 500 chief executive officers (CEO) found that 75% of long-term business success depends on soft skills, and only 25% depends on technical skills. Therefore, the development and assessment of the soft skills of graduates is essential for ensuring a successful transition from the university setting to the employment market. According to Nilson (2010, p. 548), the key components of employability include “formal competence, social contacts and networks, literacy, and oral and written communication skills.”

GRADUATES’ EMPLOYABILITY SKILLS AND APPROACHES FOR DEVELOPING THOSE SKILLS

For the purposes of this study, a list of graduate employability skills was developed by reviewing studies conducted by previous researchers. Based on an extensive literature review, the dimensions and attributes of graduates’ employability skills are shown in Table 1. This method generated a list of 49 graduate employability skill attributes. These attributes focus on computational skills, management skills, critical thinking skills, enterprise and entrepreneurial skills, interpersonal skills, communication skills and analytical skills.


Table 1

Dimensions and attributes of the employability skills used in the study



	Dimensions
	Attributes
	Selected References



	1. Interpersonal skills

	 
	α = 0.917



	The skill to interact with others
	
	Ability to work and contribute to the group/team

	Ability to understand other peoples’ problems, emotions, concerns and feeling related to work

	Ability to negotiate with subordinates or Colleagues

	Ability to encourage and motivate others

	Ability to network

	Ability to work in a diverse environment

	Ability to deal with superiors

	Ability to manage others


	Wickramasinghe & Perera (2010); Shukran et al. (2006); Rasul, Ismail, Ismail, Rajuddin, & Rauf (2010); Rahmah, Ishak, & Wei Sieng (2011); Nabi (2003); Mustapha & Greenan (2002); Willis & Taylor (1999).



	2. Computing skills

	
	α = 0.876



	The skills of knowledge and understanding of information and communication technology (ICT) and the ability to use computer programmes and related applications that are associated with computers
	
	Level of keyboard competency

	Ability to use word processing software

	Ability to use statistical software package

	Ability to deliver effective presentations using computer software

	Ability to use database programmes for/data management

	Ability to use spread sheets for data analysis

	Ability to search and manage the relevant information from various sources


	Shukran et al. (2006); Kementerian Pengajian Tinggi Malaysia [KPTM] (2006); Rasul et al. (2010); Rahmah et al. (2011); Nabi (2003); Willis & Taylor (1999).



	3. Enterprise and entrepreneurial skills

	
	α = 0.837



	The skills to explore an opportunity and create risk awareness, and to be creative and innovative in business/work
	
	Ability to explore and identify business Opportunities

	Ability to develop a business plan

	Ability to develop business opportunities

	Ability to capitalise on business opportunities

	Ability to be self-employed


	KPTM (2006); Nguyen, Yoshinari, & Shigeji (2005); Mustapha & Greenan (2002).



	4. Communication skills

	
	α = 0.859



	The skills that people use to communicate effectively with others
	
	Ability to listen attentively and give appropriate feedback

	Ability to negotiate and reach consensus

	Ability to write effectively in Bahasa Malaysia

	Ability to write effectively in English

	Ability to write effectively in other languages

	Ability to speak fluently in bahasa Malaysia

	Ability to speak fluently in English

	Ability to speak fluently in other languages

	Ability to communicate formally and informally with people from different backgrounds

	Ability to effectively deliver presentations of a case/project

	Ability to express his or her own ideas clearly, effectively and with confidence


	KPTM (2006); Wickramasinghe & Perera (2010); Shukran et al. (2006); Nguyen et al. (2005); Rasul et al. (2010); Rahmah et al. (2011); Nabi (2003); Mustapha & Greenan (2002); Willis & Taylor (1999).



	5. Thinking Skills

	
	α = 0.838



	The ability to think critically, creatively, innovatively and analytically, and the ability to apply the knowledge in different contexts
	
	Ability to recognise and analyse problems

	Ability to explain, analyse and evaluate data and information

	Ability to generate creative ideas

	Ability to think critically

	Ability to learn and apply new knowledge skills

	Ability to understand statistical and numerical data

	Ability to think outside of the box

	Ability to make logical conclusions by analysing relevant data


	KPTM (2006); Wickramasinghe & Perera (2010); Shukran et al. (2006); Nguyen et al. (2005); Rasul et al. (2010); Rahmah et al. (2011); Nabi (2003); Mustapha & Greenan (2002); Willis & Taylor (1999).



	6. Management Skills

	
	α = 0.892



	The skills to effectively lead, supervise and manage projects/people
	
	Ability to lead a project

	Ability to supervise group members

	Ability to optimise the use of resources

	Good time management

	Ability to plan, coordinate and organise a project

	Ability to monitor group members to achieve targets

	Ability to plan and implement an action plan

	Ability to work under pressure

	Ability to work independently

	Ability to deliver expected results


	KPTM (2006); Shukran et al. (2006); Wickramasinghe & Perera (2010); Rasul et al. (2010); Rahmah et al. (2011); Nabi (2003); Willis & Taylor (1999).




To determine the importance and satisfaction of the graduates’ employability skills as perceived by the employers, a set of questionnaires was sent to companies (obtained from the 2009 directory of Federation of Malaysian Manufacturers), government agencies and semi-government agencies. Of the 942 questionnaires mailed, 233 completed questionnaires were received, for approximately a 25% response rate (see Table 2 for the demographic information of the respondents).


Table 2

Respondents’ demographic information



	Variables
	Frequency
	Per cent (%)



	Gender



	
• Male

	111
	48.1



	
• Female

	120
	51.9



	Age



	
• 30 years or below

	46
	19.9



	
• 31–40 years old

	52
	22.5



	
• 41–50 years old

	89
	38.5



	
• 51 years old and above

	44
	19.1



	Ethnicity



	
• Malay

	149
	64.5



	
• Chinese

	53
	22.9



	
• Indian

	22
	9.5



	
• Others

	7
	3.0



	Qualification



	
• Diploma

	43
	18.8



	
• Bachelor

	124
	54.4



	
• Master

	47
	20.6



	
• PhD

	8
	3.5



	
• Others

	6
	2.6



	Working experience



	
• 5 years or less

	86
	37.6



	
• 6–10 years

	57
	24.9



	
• 11–15 years

	28
	12.2



	
• 16 years and above

	58
	25.3



	Position at the company



	
• Top Management

	128
	54.7



	
• Middle Management

	101
	43.2



	
• Lower Management

	5
	2.1




The mean importance and satisfaction of the graduates’ employability skills as perceived by the employers were plotted in the importance-performance analysis (IPA) map, as shown in Figure 1. Based on the IPA map, 13 graduates’ employability skills fell in the ‘area to improve’ quadrant, which means that these attributes are perceived as important by the employers, but satisfaction levels are low; consequently, HEIs need to focus more attention on these skills. These 13 attributes are:



	Ability to express his or her own ideas clearly, effectively and with confidence

	Ability to generate creative ideas

	Ability to think critically

	Ability to make logical conclusions by analysing relevant data

	Ability to explain, analyse and evaluate data/information

	Ability to search and manage the relevant information from various sources

	Ability to manage others

	Ability to encourage and motivate others

	Ability to effectively deliver presentations of a project

	Ability to recognise and analyse problems

	Ability to speak fluently in English

	Ability to think outside of the box

	Ability to write effectively in English
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Figure 1. Map of employability skill attributes



Then, employability skills’ development approaches were identified from the soft skills development modules for HEIs (Kementerian Pengajian Tinggi Malaysia [KPTM], 2006). The employability skills development approaches are the methods that the lecturers and students can apply in their teaching-learning process. Table 3 shows the employability skills development approaches used for analysis during the ANP approach.


Table 3

Employability skills development approaches



	
	Attributes
	
Definitions




	1.  
	Academic support programmes
	Involve programmes and activities that are created, developed and used to support soft skills either directly or indirectly as associated with academic matters (e.g., learning skills programme, English language support programme, etc.).



	2.  
	Campus life activities
	Students’ life in university residences and campus surrounding (e.g., programmes and activities on soft skills development).



	3.  
	Embedded subject model
	Embedding the soft skills in the teaching and learning activities across the curriculum (e.g., integrated into core subject such as mathematics, statistics, economics, etc.).



	4.  
	Non-academic support programmes
	Involve programmes and activities that are created, developed and used to support soft skills either directly or indirectly which are not related to academic matters but more related to personality and professional development of the students (e.g., PALAPES, SUKSIS, etc.).



	5.  
	Stand-alone subject model
	Develop soft skills through specific courses that are carefully planned for this purpose (e.g., English language, entrepreneurship, etc.)



	6.  
	Work-integrated learning
	Form of learning whereby periods of study are alternated with periods of related work in business, industry or government agency. In this way students are given the opportunity to effectively integrate the theory of the classroom with the practice and the responsibility of the workplace (e.g., industrial/practical training).




ANALYTIC NETWORK PROCESS

The analytic network process (ANP) generalises the analytic hierarchy process (AHP) by incorporating feedback and interdependent relationships among decision elements and alternatives. This provides a more comprehensive approach when modelling problems based on complex decisions. Both the AHP and the ANP derive the relative priority weights of absolute numbers from individual judgments by making paired comparisons of elements on a common property or a control criterion. In the AHP, these judgments represent independent assumptions of the higher-level cluster from the lower level in a multi-level hierarchical structure, while the ANP uses a network without the need to specify levels (Saaty, 2005). In other words, the ANP enables interrelationships not only between clusters (outer dependence) but also among elements (inner dependence) within a cluster (Figure 2).

In the ANP, there is an associated network of influences among the elements and clusters. The ANP allows both interaction and feedback within clusters of elements (inner dependence) and between clusters (outer dependence), with respect to an underlying control criterion (Saaty, 2005). Inner and outer dependencies can capture and represent the concepts of influencing relationships or being influenced by relationships, within and between clusters of elements. Then, pairwise comparisons are made systematically including all the combinations of element/cluster relationships. Pairwise comparisons of the elements in each cluster are conducted with respect to their relative importance to their control criterion. The control criterion for these pairwise comparisons can be the criteria at the upper or lower levels. In the case of interdependencies, components within the same level can be viewed as controlling components for each other, or levels may be interdependent on each other. The ANP uses the same fundamental comparison scale (1–9) as the AHP. This fundamental scale enables the decision-maker to incorporate subjectivity, experience and knowledge intuitively and indicates how many times an element dominates another with respect to the control criterion (Bayazit, 2006). The decision-maker can express his or her preference between each pair of elements by verbal judgments such as equally important, moderately important, strongly important, very strongly important and extremely important or by stating a single number taken from the fundamental comparison scale.

Table 4 shows the fundamental comparison scale used by the ANP. The ANP is able to handle interdependencies among elements through the calculation of composite weights as developed in a supermatrix. After completing the pairwise comparisons, the derived priorities of the unweighted supermatrix are obtained for each control criterion. Then, using the cluster weights matrix, the priorities of all factors in each cluster are weighted and then the results are synthesised through addition for the entire control criterion. The supermatrix and its powers are the fundamental tools needed to lay down the interaction effects of the ANP (Saaty, 2005).


Table 4

The fundamental comparison scale in the ANP



	Intensity of Importance
	Definition
	Explanation



	
1

	Equal importance
	Two activities contribute equally to the objective.



	
3

	Moderate importance
	Experience and judgment slightly favour one activity over the other.



	
5

	Strong importance
	Experience and judgment strongly favour one activity over the other.



	
7

	Very strong importance
	An activity is favoured very strongly over the other; its dominance is demonstrated in practice.



	
9

	Extreme importance
	The evidence favouring one activity over the other is of the highest possible order of affirmation.



	
2, 4, 6 and 8

	For compromise between the above values
	Compromise judgment between the above values because there is no good word to describe them.




There are five steps in the ANP:



	Step 1:
	Set up the ANP model and perform pairwise comparisons of the elements in the cluster



	Step 2:
	Construct an unweighted supermatrix



	Step 3:
	Make pairwise comparisons between clusters/elements



	Step 4:
	Calculate the weighted supermatrix



	Step 5:
	Calculate the limit matrix by raising the weighted supermatrix to the power of 2k + 1




THE PRESENT EXAMPLE

This example presents the case of implementing the ANP to prioritise graduates’ employability skills and to determine the most effective employability skills development approaches for Malaysian higher education institutions (HEIs). These steps are as follows:

Step 1: Construction of the Model

The first step in the ANP is to develop a model to be examined. In this paper, the ANP model consists of three clusters (objective cluster, employability skills cluster and employability skills development approaches cluster) which are connected by arrows and loop to one another. The arrows and loop represent the inter dependencies and inner dependencies between clusters and various elements in the cluster. Figure 2 shows the ANP model for the present study. The purpose of this model is to identify the most effective employability skills development approaches to equip graduates with the necessary employability skills. In this model, the loop shows the interdependency among elements in the employability skills development approaches cluster. In other words, there is inter-correlation among elements in the cluster. Meanwhile, the arrow shows the relationship between elements in the cluster of employability skills with the elements in the cluster of employability skills development approaches.
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Figure 2. ANP model



Step 2: Pairwise Comparison Matrices between Elements

The next step is to make a comparison between clusters and elements. The elements in each cluster that are related to control criteria are compared. The elements were compared using pairwise comparisons and presented in the form of a matrix. First, to calculate the importance weight of the employability skills, employers were asked to make pairwise comparisons between elements in the cluster. An example of a question posed to the employers is: which skill is more important to your company “ability to write in English “or” ability to speak in English”, and how much more important it is? Then, the same types of questions were repeated for all the remaining skills.

Second, to calculate the weight of the relationship matrix between employability skills and employability skills development approaches, 50 lecturers were contacted to make comparisons between each pair of employability skills’ development approaches on every employability skills. Examples of the questions posed are: which method, “embedded subject model “or” stand alone subject model,” is more effective to equip graduates with skills of “ability to think outside of the box” and how effective it is? Again, which method, “embedded subject model or “support programmes,” is more effective to equip graduate with skills of “ability to think outside of the box” and how effective it is? The same types of questions were repeated for all 13 employability skills.

Finally, the effect of the employability skills development approaches on every other method and the influence of the method upon itself were calculated. The lecturers were asked to make pairwise comparisons between elements in the cluster of employability skills development approaches. Examples of the questions asked are: which method creates a larger effect on the work-integrated learning, “embedded subject model or stand-alone subject model”; which method has a larger effect on work-integrated learning, “embedded subject model or academic support programs?” The same types of questions were repeated for all the remaining approaches. Geometric mean was used to aggregate the pairwise comparison matrices for all the respondents.

Step 3: Supermatrix Formation

The next step is to construct unweighted, weighted and limit supermatrices of the entire set of elements within the network system. By using Super Decision software 2.0.6, the unweighted (Table 5) and weighted supermatrices (Table 6) were obtained. The result shows that the employers placed “ability to speak fluently in English” highest with a weight of 0.204. The next most important skills are “ability to write effectively in English” and “ability to think critically” with priority weights of 0.142 and 0.136, respectively.

The weighted supermatrix is stochastic, irreducible and acyclic (Andronikidis, Georgiou, Gotzamani, & Kamvysi, 2009). The limit supermatrix (which is stable) is calculated by raising the weighted supermatrix to powers by multiplying it times itself. The process is continued until the number in every column in the matrix is the same and hence the multiplication process is stopped (Saaty, 2005). The limit matrix for identifying the most effective employability skills development approaches is shown in Table 7. The results show that the most effective employability skills development approach is “work-integrated learning”, with a priority of 19.7%. The next most effective approach is ‘standalone subject model” with 18.5%. The standings of the remaining approaches are as follows: embedded subject model, non-academic support programme, and campus life activities.


Table 5

Unweighted supermatrix
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Table 6

Weighted supermatrix
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Table 7

Limit supermatrix
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CONCLUSION

This paper demonstrates an application of the Analytic Network Process for identifying the most effective employability skills development approaches to equip graduates with the necessary skills. The use of these approaches in evaluating employers’ perceptions of currently held skills was to identify the importance of the skills to employers, identify specific areas that require improvement and to identify the most effective approaches for improving graduates’ employability skills.

The results of this study demonstrate the importance of work integrated learning in developing employability skills. Work integrated learning is a form of training whereby periods of study are alternated with periods of related work in an organisation. Through work integrated learning programmes, students are able to practice the theories and knowledge that they have learned during their studies at school. Graduates are able to equip themselves with the latest skills needed by industries. In addition, graduates are able to develop their confidence levels, teamwork skills, and communication skills. Therefore, universities should provide students with real-life work environments and hands-on learning through on-the-job training programmes. HEIs need to work closely with industries to improve the marketability and employability of graduates because the employability of graduates is one of the key performance indicators for higher education.

To ensure the effectiveness of on-the-job training programmes, HEIs must ensure that graduates are assigned to the right companies and that the tasks assigned to them are in accordance with their specialisation. Additionally, tasks that are assigned should be beneficial to enhancing their employability skills. If there is a mismatch between a graduate’s area of specialisation and the tasks assigned to him or her, the graduate would be unable to practice or apply his or her knowledge and skills in the actual workplace. Thus, the objectives of the work integrated learning programme would not be fulfilled.
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ABSTRACT

This paper uses Structural Vector Autoregressive (SVAR) method to measure the regional effects of monetary policy in China during 1978–2011. The results provide evidence of different regional responses of real variables to monetary policy shocks. This paper proves that M2 is a better monetary policy indicator. We also find that when examining the regional effects of monetary policy in China, the spillover effects among regions are very important in the short run. In the long run, the influence of deposits transfer among regions is much bigger than that of the spillover effects.
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INTRODUCTION

China’s economy is huge and expanding rapidly. The growth of China’s economy since the initiation of economic reform and opening up in 1978 has been one of the wonders of modern economic development. China has experienced unprecedented economic growth in the past thirty years, with GDP rising on average by almost 9.9% per annum from 1978 until 2011. Indeed, China overtook Japan and became the world’s second largest GDP measured in US dollars in 2010.

Monetary policy has played an important role in China’s fast-growing economy since 1978 (Hsing & Hsieh, 2004; Dickinson & Liu, 2007; He, Leung, & Chong, 2013). However, the conduct of monetary policy by the People’s Bank of China (PBC, the central bank of China) depends primarily on the real economic conditions of the country as a whole without considering regional economic differences. China is a vast country with significant regional disparity. Given its size and geography, China can be divided into three regions: the developed eastern region and the less-developed middle and western regions1. Figure 1 shows that the output gap among the three regions has been widening since 1992. This notion of growing disparity in China is also supported by previous studies, including Pedroni and Yao (2006), Lau (2010) and Fan, Kanbur and Zhang (2011), among others.
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Figure 1. The GDP per capita of the three regions (Unit: CNY) Data source: National Bureau of Statistics of China



In reality, diverse regions within a large country that have different structures may respond differently to changing economic circumstances. Thus, monetary policy may have varied influences on different regions (Carlino & DeFina, 1998). Therefore, China’s common monetary policy may have different effects across different regions in China. Moreover, the varied effects of monetary policy may exacerbate existing regional disparities.

As we know, monetary policy will eventually affect regional economies through monetary transmission channels. However, this is far from the culmination of potential economic effects because different regions interact with each other through interregional links. For example, the earthquake that struck the Sichuan province of China in 2008 and caused substantial damage to the Sichuan economy initially affected only the output of Sichuan. However, it is possible that the economic shock caused by the earthquake eventually produced economic effects on nearby provinces, such as Gansu, Qinghai and Shaanxi. Such effects are called spillover effects. Therefore, monetary policy may have two distinct effects on each region: a direct effect via monetary transmission channels and an indirect effect produced by spillover effects among regions (see Figure 2). To our knowledge, the previous literature that examines the regional effects of monetary policy in China (such as Cortes & Kong, 2007) neglects to consider spillover effects. Thus, this study conducts an examination of the regional effects of China’s monetary policy that accounts for spillover effects.
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Figure 2. Direct and indirect effects of monetary policy on regions



LITERATURE REVIEW

The Literature in Other Countries

When discussing the regional effects of monetary policy, we use the Theory of Optimum Currency Area (OCA) as the theoretical basis. The OCA theory was introduced by Mundell (1961), who argued that a currency area should be a region whose borders need not necessarily coincide with state borders. The borders of an OCA may be beyond or within the borders of a state. For large countries with substantial disparities among regional economies, such as China, whether OCA standards are met would exert a significant influence on the effects of monetary policy. Therefore, many scholars (Beare, 1976; Cohen & Maeshiro, 1977; Fishkind, 1977; Garrison & Chang, 1979) have started to pay attention to the different regional effects of monetary policy within a single country. Empirical studies (Carlino & DeFina, 1998; 1999; Weber, 2006; Cortes & Kong, 2007; Georgopoulos, 2009) indicate that a common monetary policy does indeed exert varied regional effects in large countries, such as the United States, China, Canada and Australia.

Beare (1976) notes that money contributes to fluctuations in the activity levels of different regions of a national economy and uses a St. Louis reduced-form model to test the monetarist’s view that business cycles are due primarily to monetary shocks at the regional level. The results suggest the importance of money in the determination of regional activity levels in the short run. Following Beare (1976), many other scholars (Cohen & Maeshiro, 1977; Mathur & Stein, 1983; Garrison & Kort, 1983; Garrison & Chang, 1979) also examine the monetarist proposition that monetary policy has a significant impact on nominal income at the regional level.

The pioneering use of VAR models to estimate regional asymmetric reactions to shocks can be found in Carlino and DeFina (1998; 1999). Carlino and DeFina first apply the VAR method to study the differential regional effects of monetary policy in the United States and find that impulse response functions show that not all regions respond by the same magnitude. Carlino and DeFina (1998; 1999) also summarise three possible reasons why the Federal Reserve System (Fed) policy actions might have differential regional effects: different regional structures of interest-sensitive industries, regional differences in the mix of large and small firms, and differences in regions’ reliance on small (versus large) banks. However, their findings only confirm the transmission of monetary policy through the interest rate channel. They find no evidence that a credit channel for monetary policy operates at the regional level.

De Lucio and Izquierdo (1999) use quarterly data for Spanish regions from 1978:01 to 1998:01 to study the different regional effects of a common monetary policy and the local characteristics that underlie these differential responses. They estimate a SVAR model for each Spanish region using SUR techniques to characterise regional responses. The results suggest that different Spanish regions react differently to a common monetary policy, similar to the results obtained by Carlino and DeFina (1999) for the U.S.

Since Carlino and DeFina (1998; 1999)’s pioneering work, many scholars have applied the VAR method to examine the regional effects of monetary policy in their own countries. Weber (2006) focuses on Australia, Nachane, Ray and Ghosh (2002) apply the VAR method in India, Cortes and Kong (2007) apply it China and Georgopoulos (2009) applies it in Canada. All of these studies confirm the existence of regional effects of monetary policy in their respective countries.

The Literature in China

Scholars started to pay attention to the regional effects of monetary policy in China from the quantitative perspective during the past 10 years. Most of these studies adopt the VAR method.

Kong et al. (2007) (in Chinese) use the VAR method to study the influences of monetary policy on real output in China as a whole and in 29 individual provinces (Tibet and Chongqing were not included in the study) from 1980 to 2005. Their VAR system uses five variables: M2, real effective exchange rate, GDP deflator, provincial GDP and an exogenous variable, world output. They test the VAR model province by province and their results confirm the previous findings. Cortes and Kong (2007) measure the impact of monetary policy on real output in China and its individual provinces during 1980–2004 period using the Vector Error Correction (VEC) method. They develop a provincial GDP system comprising four endogenous variables (a monetary policy variable (M2 or bank lending rate), exchange rate, price index and provincial real GDP) and one exogenous variable, world GDP. Using VEC-generated impulse response functions, they find that monetary shocks produce greater responses in coastal provinces than in inland provinces.

Jiang and Chen (2009) (in Chinese) employ the SVAR method to examine this issue. Their regional SVAR system contains M2, real regional GDP, loans of financial institutions and a GDP deflator from 1978 to 2006. The difference is that they divide China into the eight regions defined in “The Strategy and Policy of Coordinated Regional Development” published by the Development Research Center of the State Council. They find that regions with higher productivity levels are more sensitive to monetary policy shocks.

One shortcoming of these studies is that they attempt to measure monetary policy impacts region by region (province by province) without accounting for spillover effects among regions. Ying (2000), Brun, Combes and Renald (2002), and Groenewold, Lee and Chen (2007) examine the spillover effects of output among the three regions and different provinces. They find that strong spillovers exist from the coastal region to the other two regions and from the Middle region to the western region. Thus, in this study, we will examine the regional effects of monetary policy accounting for spillover effects. Furthermore, we will compare the regional effects of monetary policy with and without spillover effects in order to check the significance of spillover effects.

METHODOLOGY

Model Specification

Following Carlino and DeFina (1998; 1999), we use the SVAR model to measure the regional effects of monetary policy in China. The advantage of the VAR model is that it does not rely on any economic theory. The specification of our SVAR model is as follows:
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MP is the monetary policy variable (measured by M2, M1 or the one-year bank lending rate). Price is the national price level measured by the CPI index. EGDP, MGDP and WGDP are the real GDPs of the East, Middle and West, respectively. WDGDP is real World GDP, an exogenous variable. This SVAR system treats these variables (except WDGDP) as endogenous. It relies on these variables expressed as past values of the dependent variable and past values of the other variables in the model. We can estimate this SVAR model to analyse the system’s responses to monetary policy shocks. The shock is the positive residual of one standard deviation unit in the monetary policy equation of the system.

We can express (1)–(5) in the form of vector Yt, where

Then, we get
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Where C is a 5 × 5 matrix of coefficients describing the contemporaneous correlation among the variables; A(L) and H(L) are 5 × 5 matrices of polynomials in the lag operator; and ut is a 5 × 1 vector of structural residuals. We will use annual data to estimate the model during 1978–2011.
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To see this more explicitly, we rewrite (6) as a reduced-form VAR:
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where Z(L) = C–1A(L) and G(L) = C–1H(L) are infinite-order lag polynomials, and et = C-1ut and ut = Cet describe the relationship between the model’s reduced-form residuals and the model’s structural residuals. We can transform ut = Cet into an A-B SVAR specification in order to estimate the model: Aet = But. The problem of identifying the structural shocks ut from the VAR reduced-form residuals et and their variances will be discussed later. The solution depends on identification restrictions placed on the A and B matrices and on the variance-covariance matrix of structural errors.

Variable Selection

In our SVAR system, there are five endogenous variables: EGDP, MGDP, WGDP, Price and MP, and one exogenous variable, WDGDP. The estimating period is 1978–2011. EGDP, MGDP and WGDP are real regional GDPs in the East, Middle and West, respectively. These three variables measure regional-level economic activity. Price is the national price level measured by CPI (Consumer Price Index, 1978 = 100). The VAR model has been plagued by the price puzzle2 (Sims, 1992). Sims (1992) suggests that the price puzzle might be because interest rate innovations partially reflect inflationary pressures that lead to price increases. We include the price level in our model to examine the effects of monetary policy on inflation and the price puzzle. The exogenous variable WDGDP is included to isolate exogenous economic changes. China is an opening country, and foreign trade and FDI both provide momentum for China’s economic growth. In recent years, China’s economy has become more and more sensitive the world economy (Zhang & Zhang, 2003). Therefore, we add real world GDP as an exogenous variable in our SVAR system.


MP is the monetary policy variable. An important issue that arises in the analysis of regional effects of monetary policy is how to measure the stance of monetary policy. Bernanke and Blinder (1992) note that the Federal funds rate is a good indicator of monetary policy actions and suggest using innovations to the funds rate as a measure of changes in monetary policy. In China, all benchmark interest rates are regulated by the PBC. Because China is a transitioning country, interest rate liberalisation is in process; however, changes to the interest rate may not precisely reflect the supply and demand of funds. Monetary aggregates also are not ideal indicators of monetary policy because they are subject to a wide variety of disturbances, including shifts in the demand for money, which often dominate the information contained in monetary aggregates about changes in policy. In addition, Sun (2013) indicates that in China, M2 is also influenced by the PBC’s foreign exchange purchases. Accordingly, these two variables are not the best measures of monetary policy in China. However because our estimation covers the period from the initiation of economic reform in 1978 until 2011, there are no other variables that are better monetary policy indicators than these two.

Previous studies, such as Song and Zhong (2006), Kong et al. (2007) and Cortes and Kong (2007), adopt M2 as the monetary policy variable. Cortes and Kong (2007) also use the bank lending rate as an indicator of monetary policy actions. In China, the one-year deposit and loan rates are the benchmark interest rates regulated by the PBC as monetary policy instruments. Kong et al. (2007) use a VAR model to measure the influence of monetary policy, represented by M2 or the bank lending rate, on the real economy. The results show that the influence of M2 is greater than the bank lending rate, so they conclude that M2 is better than the bank lending rate as a monetary policy variable. To demonstrate the robustness of the results of our SVAR model, we first use M2 as the monetary policy variable and then use M1 and the one-year bank lending rate as monetary policy variables to compare the results. The annual data for China during 1978–2011 are taken from the National Bureau of Statistics of China and the Almanac of China’s Finance and Banking (1986–2012).

The Identification Problem

A widely recognised problem with SVAR is that the results are sensitive to the model’s identification scheme (Sims & Zha, 1995). Thus, seemingly small changes in the identifying assumptions can lead to substantial changes in the estimated effects of the shocks and in their relative importance over the sample period. This sensitivity has led many researchers to test the results informally against over-identifying restrictions. A popular restriction used to identify monetary policy shocks and advocated by Bernanke and Blinder (1992) is that monetary policy has no instantaneous impact on output and inflation. This assumption is appealing, given the broadly held view that the effects of monetary policy are not felt for a considerable time. Moreover, Fan, Yu and Zhang (2011) prove that the formulation of China’s monetary policy follows the Taylor and McCallum rules3. Therefore, in this study, we adopt the restriction suggested by Bernanke and Blinder (1992). For the AB-SVAR model Aet = But, our first SVAR ordering of the five endogenous variables is EGDP, MGDP, WGDP, Price, MP. The identification matrices A and B are as follows:
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Matrix A reflects the contemporaneous relationship of the five endogenous variables. We assume that monetary policy has no instantaneous impact on EGDP, MGDP, WGDP and Price. Within one period, EGDP can affect MGDP and WGDP and MGDP can affect WGDP, but MGDP and WGDP cannot affect EGDP and WGDP cannot affect MGDP (Groenewold, Lee, & Chen, 2007). Because the East is significantly more developed than the Middle and West, this assumption is in line with reality. We also assume that the structural residuals have unit variances; thus, we treat matrix B as a diagonal matrix. The elements in the main diagonal are simply the estimated standard deviations of the structural shocks.

In our first SVAR ordering of endogenous variables, we adopt the assumptions that monetary policy has no instantaneous impact on output and inflation and that the PBC formulates monetary policy based on the inflation and output gaps. Thus, the monetary policy variable ranks last in our first identification scheme. However, as Di Giacinto (2003) suggests, this assumption is likely to be too restrictive in practice, especially when monthly time series are not available and the model is fitted using quarterly data. We use annual data, so this assumption is unlikely to stand. Thus, we rearrange the identification scheme and assume that monetary policy can affect the output of the three regions and the price level simultaneously. Accordingly, in our second identification scheme, the variables are arranged in the following order: MP, EGDP, MGDP, WGDP, Price. We will check the results to determine which order is better.

EMPIRICAL RESULTS

Unit Root Tests

The variables used in the model must be stationary for conventional statistical measures to apply. We conduct augmented Dickey-Fuller (ADF) unit root tests on the level and first-difference of the system’s variables in EVIEWS 6.0 (see Table 1). All variables are expressed in logs except RATE (the one-year bank lending rate). Table 1 shows that at level, the null hypothesis of the presence of unit root cannot be rejected in any case with the exception of WDGDP in the test with trend. At first difference, the null hypothesis can be rejected at conventional significance levels in all cases with the exception of MGDP in the test without trend and M2 in the test with trend. Therefore, at first difference, all series are stationary. Thus, first-difference of all variables is used to estimate the models. First, we run the Johansen Cointegration Test, and the result shows that no cointegration exists. Then, we run the SVAR model to make the estimation.


Table 1

Unit root tests for the variables-ADF tests



	Variables
	
Level


	
First difference





	Constant
	
Constant with trend

	
Constant

	
Constant with trend




	EGDP
	0.669668
	
–2.758048

	
–3.491011**

	
–3.486980*




	MGDP
	4.849211
	
1.236744

	
–2.410885

	
–5.868106***




	WGDP
	2.034578
	
3.076974

	
–2.913406*

	
–3.694673**




	WDGDP
	–0.532897
	
–3.508133*

	
–4.573133***

	
–4.488870***




	Price
	–1.080992
	
–1.064806

	
–3.158645**

	
–3.237786*




	M2
	–2.522664
	
–0.922921

	
–3.296976**

	
–1.897371




	M1
	–1.294201
	
–1.410353

	
–5.306168***

	
–5.404989***




	RATE
	–2.419492
	
–2.914012

	
–3.881310***

	
–3.971721**






Impulse Response Functions

Impulse response to M2 (ranked last)

First, we use M2 as the monetary policy variable. The ordering of endogenous variables is the first order described in The Identification Problem: EGDP, MGDP, WGDP, Price, MP. For our first SVAR model, the lag length is one and the identification matrices are matrix A and matrix B. All inverse roots lie inside the unit circle, which shows that our estimated SVAR model is stable. The model is just-identified through structural factorisation with matrices A and B. We then obtain our first SVAR-generated impulse response graph (see Figure 3 and 4).

Figure 3 displays the impulse responses to a structural one-standard-deviation (3.4448%) unanticipated increase in M2 change. The solid lines represent the point estimate of variables’ impulse responses. The dashed lines show plus/minus two standard error bands (analytic). Because we assume that monetary policy affects other variables with a one-period lag, the three regions’ GDP growth responses begin to increase after one year, reach their peaks at the second year and then decline gradually and finally die out to zero. The impulse responses indicate that monetary policy shocks have their maximum impacts on the real GDP growth of the East, Middle and West at the second year. However, the magnitudes of the responses are very different. EGDP growth shows a maximum 0.7114% increase at the second year, whereas the growth of MGDP and WGDP increase by maximums of 0.2942% and 0.2459%, respectively. The price response reaches its peak at the third year and later decreases gradually to zero.

Figure 4 shows accumulated responses to a structural one S.D. (3.4448%) unanticipated increase in M2 change. The cumulative maximum increase of EGDP growth is 1.0219% at the third year. After six years, it remains stable and asymptotes to 0.5896% at the 10th year. The maximum cumulative increase of MGDP growth is 0.4269% at the third year. The response then decreases gradually and becomes negative after six years. Finally, it remains stable at –0.3865% at the 10th year. The maximum cumulative increase of WGDP growth is 0.2459% at the second year. The response then decreases gradually and becomes negative after five years. Finally, it remains stable at –0.6686% at the 10th year. The responses of M2 and CPI increase gradually and remain stable after six years.
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Figure 3. Responses to structural one S.D. innovation ± 2 S.E. (M2 ranked last)
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Figure 4. Accumulated responses to structural one S.D. innovation ± 2 S.E (M2 ranked last)




Impulse response to M2 (ranked first)

Our second ordering of the variables is MP, EGDP, MGDP, WGDP, Price. Here, M2 ranks first. We run our second SVAR model using the second order of variables and a lag length of one. We use the same identification matrices, A and B. The second SVAR-generated impulse response graphs are shown in Figures 5 and 6.

Figure 5 displays the impulse responses to a structural one-standard-deviation (4.9948%) unanticipated increase in M2 change. The growth of EGDP begins to increase at the first year and reaches a maximum 1.5688% increase at the second year. The response becomes negative after the fourth year and then gradually dies out to zero. MGDP growth has its maximum increase (0.7805%) at the second year, and the growth of WGDP has its maximum increase (0.5734%) at the first year. The price level response reaches its peak (2.9633%) at the third year and then gradually decreases to zero.

Figure 6 shows accumulated responses to a structural one S.D. (4.9948%) unanticipated increase in M2 change. We can see that the maximum cumulative increase of EGDP growth is 3.3272% at the third year. After six years, the cumulative response remains stable (2.2855%, at the 10th year). The cumulative maximum increase of MGDP growth is 1.6292% at the third year. The response then decreases gradually and asymptotes to zero at the 10th year. The maximum cumulative increase of WGDP growth is 1.0862% at the second year. The response then decreases gradually and becomes negative after six years. Finally, it remains stable at –0.7073% at the 10th year. The responses of M2 and CPI increase gradually and remain stable after six years.

Comparing the impulse responses of first SVAR model with those of the second SVAR model, we can see clearly that the results of the second model are much better. When monetary policy is allowed to influence output and inflation instantaneously, the responses of all variables are much larger. For example, in the first model, the cumulative response of MGDP growth becomes negative after six years and remains at –0.3865% at the 10th year. By comparison, when monetary policy is allowed to influence output and inflation instantaneously, the cumulative response of MGDP growth remains positive in all periods and gradually asymptotes to zero at the 10th year. Therefore, the second order of variables is better than the first order. Accordingly, we run our other SVAR analyses using the second ordering of variables: MP, EGDP, MGDP, WGDP, Price. The monetary policy variable ranks first.
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Figure 5. Responses to structural one S.D. innovation ± 2 S.E. (M2 ranked first)
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Figure 6. Accumulated responses to structural one S.D. innovation ± 2 S.E (M2 ranked first)




Impulse response to M1

Our first and second SVAR models use M2 as the monetary policy variable. Our third model will use M1 as the monetary policy variable. The order of variables is the same as in our second SVAR model: MP, EGDP, MGDP, WGDP, Price. M1 ranks first and the lag length is one. We use the same identification matrices used the first and second SVAR models. This model is also stable and the third SVAR-generated impulse response graphs are presented in Figures 7 and 8.

Figure 7 displays the impulse responses to a structural one-standard-deviation (6.6839%) unanticipated increase in M1 change. Changes in the three regions’ GDP growths all exhibit the same trend: they initially increase and reach their peaks within two years. The responses become negative after the third year and gradually asymptote to zero in the long run. The growth of EGDP reaches a maximum 1.2936% increase at the first year. The MGDP growth has its maximum increase of 0.8451% at the second year and the maximum increase of WGDP growth (0.5933%) occurs at the second year. The price level response reaches its peak (3.2272%) at the second year, and then decreases gradually to zero.

Figure 8 shows accumulated responses to the innovation (6.6839%) of M1. We can see that the cumulative responses of the three regions’ respective GDP growths remain positive during the entire period. The maximum cumulative increase of EGDP growth is 2.5695% at the second year. After six years, the cumulative response remains stable (1.1325%, at the 10th year). The maximum cumulative increase of MGDP growth is 1.6716% at the third year. Then, the response gradually approaches 0.7862% at the 10th year. The maximum cumulative increase of WGDP growth is 1.1427% at the second year. Then, the response decreases gradually and remains stable (0.3983%, at the 10th year). The response of CPI increases gradually and remains stable after six years.
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Figure 7. Responses to structural one S.D. innovation ± 2 S.E. (M1 ranked first)







[image: art]

Figure 8. Accumulated responses to structural one S.D. innovation ± 2 S.E (M1 ranked first)




Impulse response to one-year bank lending rate

Our fourth SVAR model adopts the one-year bank lending rate as the monetary policy variable. The order of variables is as follows: MP, EGDP, MGDP, WGDP, Price. RATE ranks first and the lag length is one. This model is stable and the fourth SVAR-generated impulse response graphs are presented in Figures 9 and 10.

Figure 9 displays the impulse responses to a structural one-standard-deviation (0.9312%, approximately 93 basis points) unanticipated decrease in RATE. Changes in the three regions’ GDP growths show the same trends, more or less. They initially increase and reach their peaks within three years. Then, the responses gradually decrease and become negative after the fourth (WGDP) or fifth year (EGDP and MGDP). Finally, they gradually approach zero in the long run. The maximum increase of EGDP growth (0.9757%) occurs at the second year. The growth of MGDP has its maximum increase (0.3394%) at the third year, and the maximum increase of WGDP growth (0.3388%) occurs at the second year. In the first year, the price level decreases, which indicates that the price level feels the shock of interest rates with a lag. Then, the price level gradually increases and reaches its peak (1.4254%) at the fourth year. Finally, it gradually decreases to zero.

Figure 10 shows accumulated responses to the innovation (0.9312%, approximately 93 basis points, decrease) of RATE. The three regions’ respective cumulative response graphs of GDP growths seem to be similar to that of M2 (ranked first), but the timing is much longer. The maximum cumulative increase of EGDP growth is 3.0092% at the fifth year. After six years, the cumulative response remains stable (2.4462%, at the 10th year). The maximum cumulative increase of MGDP growth is 1.0667% at the fourth year. The response then decreases gradually and asymptotes to zero. The maximum cumulative increase of WGDP growth is 0.7666% at the fourth year. The response then gradually decreases and remains stable (–0.429%, at the 10th year). The response of CPI is negative within four years (price puzzle) and then gradually increases and remains stable (positive) after six years.
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Figure 9. Responses to structural one S.D. innovation ± 2 S.E. (RATE ranked first)
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Figure 10. Accumulated responses to structural one S.D. innovation ± 2 S.E (RATE ranked first)




Summary

In summary, our four SVAR models show the three regions’ respective responses to monetary policy variables (M2, M1 and RATE). We also change the order of variables to test the robustness of the results. After a comparison of the four models, we confirm that the second order is the best order (monetary policy variable ranked first). Our results are robust. We display the main results in Table 2 and 3.


Table 2

Magnitude and timing of the maximum change of three regions’ GDP growth to monetary policy innovation
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Table 3

Magnitude and timing of the cumulative change of three regions’ GDP growth to monetary policy innovation
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Notes: In each arrow, the data in the first line show the maximum cumulative impulse response. The data in the second line is the long run cumulative impulse response.

Table 2 presents a comparison of the magnitude and timing of three regions’ respective GDP growth responses to a monetary policy shock. These data show that M2 (ranked first) is better than M2 (ranked last) because the magnitudes are much bigger. An examination of the regional effects of monetary policy using annual data demonstrates the reasonableness of the assumption that monetary policy can affect output and inflation within one period. Therefore, we should rank the monetary policy variable first among all variables. According to the magnitude and timing of the three regions’ responses, M2 is the best monetary policy indicator among the three indicators (M2, M1 and RATE).

Table 3 shows the maximum responses and long-run responses (10 years) of the three regions. The maximum responses indicate that M2 is the best indicator among the three indicators. The long-run response levels suggest that M1 also is a good indicator because the long-run responses of all three regions remain positive with M1 ranked first. However, the long-run responses of the three regions to M2 (ranked first) and RATE are rather similar, which shows the robustness of the results. Therefore, we think that M2 is the best measure of monetary policy. Accordingly, when examining the regional effects of monetary policy, we use M2 (ranked first) as our benchmark monetary policy variable, and we use M1 and RATE as complementary analyses.

According to Tables 2 and 3 (M2 (ranked first) as our benchmark variable), when there is an unanticipated increase (4.99%) in M2 change, EGDP growth shows the biggest magnitude of increase (1.57%). This is almost twice the magnitude of the response of MGDP growth and three times the magnitude of the response of WGDP growth. Similar results are obtained for the cumulative maximum responses of the three regions’ GDP growths to a M2 shock (3.33%, 1.63% and 1.09% for the East, Middle and West, respectively). With respect to long-run cumulative response levels, the cumulative response of EGDP growth is positive (3.33%), the long-run cumulative response of MGDP is about zero, and the long-run cumulative response of WGDP growth is negative (–0.71%). Hence, we can see that common monetary policy provides a significant stimulus for economic growth in the East but has less impact in the Middle and West. Moreover, the gap among the three regions keeps widening.

The Spillover Effects

The main advantage of our SVAR analysis is that we consider the spillover effects among the three regions. We argue that the influence of spillover effects should be emphasised when examining the regional effects of monetary policy, and the shortcoming of previous studies is that they ignore these effects. Because the previous studies ignoring spillover effects also use different control variables, different periods and different regional divisions, a direct comparison of our results to theirs is impossible and meaningless. Therefore, we estimate regional SVAR models that do not consider spillover effects to compare to our benchmark SVAR model. This comparison highlights the importance of spillover effects.


[image: art]

Figure 11. Responses and accumulated responses to structural one S.D. innovation ± 2 S.E (M2)




Our regional SVAR models use regional variables. We have three regional SVAR models. The Eastern SVAR model contains M2, EGDP and ECPI (price level measured by CPI in the East). The Middle SVAR model comprises M2, MGDP and MCPI (price level measured by CPI in the Middle), and the Western SVAR model contains M2, WGDP and WCPI (price level measured by CPI in the West). In these three regional SVAR models, we also use WDGDP as an exogenous variable. Because we cannot obtain regional data for M2, we use total CHY deposits of the financial institutions in each region as a substitute for regional M2. The estimation procedures are the same as before. The lag length of each model is one. Our models are stable. We present the impulse response and cumulative impulse response of each region in Figure 11.


Table 4

Comparison of impulse response in regional models with that in the benchmark model (M2, rank first)
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Notes: In each arrow, the data in the first line belong to regional SVAR model. The data in the second line belong to our benchmark model. When calculating the increase (spillover), we make a transformation and base on the same monetary policy innovation (5%).

To demonstrate the importance of spillover effects more clearly, we summarise the results in Table 4. Whereas the three regional SVAR models do not consider spillover effects, our benchmark SVAR model (M2, ranked first) does account for spillover. Table 4 shows that the responses of the three regions are much larger in the short run when spillover effects are considered. The maximum impulse response and cumulative response of EGDP growth increase by more than 50%. In the Middle, these responses increase by more than 100%, and in the West, they increase by approximately 20–35%. These results indicate that spillover effects are very important in the short run. In the short run, the Middle sees the greatest amount of spillover effects, followed by the East. The West sees the smallest level of spillover. In the long run, the three regions’ respective responses are all positive when spillover effects are ignored. By contrast, when spillover effects are considered, only the long-run response of EGDP growth increases by more than 50%, whereas the long-run responses of the Middle and West are both negative.

The reason for the differences between the short- and long-run results is the transfer of bank deposits from one region to another in China. Specifically, the banking system in China is monopolised by four state-owned joint-stock banks (the Industrial and Commercial bank of China, the Bank of China, the Construction Bank of China and the Agricultural Bank of China). These four banks have adopted branch-banking systems, and their respective branches are located throughout the country. In the past thirty years, branches in the Middle and West have collected a substantial sum of deposits. However, not all of these deposits are used to support the development of the Middle and West. Because the East has developed much faster, some of the deposits collected in the Middle and West are transferred to branches in the East to support the development of that region.

In our SVAR model, we use M2 as monetary policy variable. In the short run, spillover effects work because the deposits have no time to transfer. Therefore, in the short run, the spillover effects are very significant. However, deposits have plenty time to transfer in the long run. The negative influence of fund transfers is much larger than the positive influence of spillover effects. Accordingly, when spillover effects are considered, the long-run levels of cumulative responses of MGDP growth and WGDP growth are zero and negative, respectively. However, if we assume that all growth deposits collected in a particular region are used for the development of that region (our regional models), the long-run level of cumulative responses of MGDP growth and WGDP growth are both positive. This means that the rapid growth of the East over the past thirty years has been at the expense of growth in the Middle and West (the long-run cumulative response of EGDP growth shows an increase of more than 50% when spillover effects are considered, whereas the long-run cumulative responses of MGDP growth and WGDP growth are both negative). This phenomenon also indicates that previous analyses of the regional effects of monetary policy in China that do not account for spillover effects tend to overestimate the long-run responses of the Middle and West and underestimate the long-run effects in the East.


This explanation also can be proved by the data presented in Figure 8. M1 comprises primarily cash and demand deposits. It is highly liquid and impossible to transfer across regions. Therefore, the long-run cumulative responses of MGDP growth and EGDP growth are both positive.

Some may question the use of total CHY deposits in a region’s financial institutions to measure M2 in our regional models. This measurement may account to some extent for spillover effects. However, to show the robustness of our results, we also use the one-year bank lending rate as the monetary policy variable in our three regional SVAR models. The results are shown in Figure 12 and Table 5. Table 5 demonstrates that spillover effects remain very important and our results are rather robust.


Table 5

Comparison of impulse response in regional models with that in our national model (RATE)
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Notes: In each arrow, the data in the first line belong to regional SVAR model. The data in the second line belong to our national model. When calculating the increase (spillover), we make a transformation and base on the same monetary policy innovation (–1%).
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Figure 12. Responses and accumulated responses to structural one S.D. innovation ± 2 S.E (RATE)




CONCLUSION

This paper uses annual data from 1978 to 2011 for the three regions of China to study the regional effects of common monetary policy. We propose a SVAR model that includes real and monetary variables to identify output responses to monetary policy. The results confirm that the three regions respond differently to monetary policy. The East shows the largest response, the Middle shows the second-largest response, and the West shows the smallest response. These findings confirm that in China, common monetary policy has different impacts on different regional economies. Moreover, the different regional effects of monetary policy widen the economic gap among the three regions.

When the PBC formulates and implements common monetary policy, it should take these different effects into account. In fact, the PBC has already implemented the Differentiated Deposit Requirement Ratio (DDRR)4 policy, whose primary purpose was to restrain lending by financial institutions with inadequate capital and poor asset quality. However, the PBC recently expanded the use of this policy to support certain less-developed rural regions. For example, they applied a lower DDRR to support the reconstruction of the earthquake-stricken area (six cities in Sichuan province) from 2008:06 to 2011:06. If we can prove that this use of DDRR policy supports the economic growth of this disaster area (another paper, forthcoming), then we can suggest that the PBC consider expanding this application of DDRR policy to less-developed regions (the Middle and West) or rural areas to promote more coordinated regional economic development.

We also check the results using different monetary policy variables: M2, M1 and the one-year bank lending rate. The results show that M2 is the best monetary policy indicator among these variables because M2 provides satisfactory and robust results.

We also examine the importance of spillover effects. We compare the results of our benchmark SVAR model with the regional SVAR models and find that in the short run, spillover effects are very important. However, in the long run, the influence of deposit transfers is much larger than the impact of spillover effects. Therefore, in the past thirty years, the rapid growth of the East has been at the expense of growth in the Middle and West. We also find that previous studies that examine the regional effects of monetary policy without accounting for spillover effects tend to underestimate the influence of monetary policy on each region in the short run. In addition, in the long run, they overestimate the influence of monetary policy in the Middle and West and underestimate its effects in the East.


This study also has several limitations. First, because of the lack of quarterly regional GDP data, we must use annual data. Thirty-four years of data, from 1978 to 2011, may be not enough. Moreover, China has undergone substantial economic changes in the past three decades. Due to the data limitations, we cannot check the structural break by dividing the estimation period.

Second, in the past 30 years, the monetary policy instruments used by the PBC have changed several times. Currently, the PBC uses a variety of monetary policy instruments simultaneously to regulate the economy. Some authors, such as Sun (2013), indicate that one single instrument might not adequately represent the monetary policy stance. He, Leung and Chong (2013) also suggest that an analysis based on a single monetary tool may not provide a good evaluation of the PBC’s monetary policy. Xiong (2012) summarises information regarding several monetary policy instruments and develops a new policy stance index. He et al. (2013) suggest a factor that tracks a wide range of the market-based policy instruments that are at the disposal of the PBC to represent the general stance of the monetary policy. Unfortunately, the empirical periods covered by these studies are limited to recent years (after 1998). Because our estimation period covers the initiation of economic reform and opening up in 1978 until 2011, we cannot obtain such a policy stance index due to the data limitations. These shortcomings may be resolved when the information and data problems are addressed.

NOTES

1.      According to the Western Development Strategy enacted in 2000, the eastern region contains 11 provinces: Beijing, Tianjin, Hebei, Liaoning, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong and Hainan. The middle region comprises 8 provinces: Shanxi, Jilin, Heilongjiang, Anhui, Jiangxi, Henan, Hubei and Hunan. The western region is made up of 12 provinces: Neimenggu, Guangxi, Chongqing, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Qinghai, Ningxia and Xinjiang. The term “coastal areas” refers to the eastern region and the term “inland areas” refers to the middle and western regions.

2.      When monetary policy shocks are identified with innovations in interest rates, the responses of output and money supply are correct because monetary tightening (an increase in interest rates) is associated with a decrease in money supply and output. However, the response of the price level is incorrect because monetary tightening is associated with an increase in the price level, not a decrease (see Sims, 1992).

3.      The Taylor (1993) rule proposes that central banks should modify nominal interest rates based on gaps between the target inflation rate and the expected inflation rate and between target output and expected output. The McCallum (1988) rule describes how money supply can be used as a tool to achieve target outputs and inflation rates and is a parallel to the Taylor rule. The two rules describe how central banks raise (reduce) interest rates (money supply) when the expected inflation is higher (lower) than the target inflation rate and when actual output is greater (smaller) than natural output.

4.      The essence of DDRR policy is that the required reserve ratio applicable to a financial institution is based on indicators such as its capital-adequacy ratio and asset quality. The lower the capital-adequacy ratio of a financial institution and the higher its NPL (Non-Performing Loan) ratio, the higher the applicable required reserve ratio.
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ABSTRACT

Building on institutional theory, this paper examines the relationship between the relative rule of law of home and host countries, the home country’s institutional frame and foreign direct investment (FDI). We suggest that firms based in countries with a higher level of rule of law will invest more FDI per capita in host countries with comparable or higher levels of legal protections. Further, companies based in countries with a lower rule of law are accustomed to lower degrees of institutional safeguards. For these latter countries, the comparable levels of rule of law between home and host country will not as strongly impact FDI per capita. We test our logic through an examination of FDI from two home countries with different levels of rule of law: Japan (high) and South Korea (medium). Using FDI data from Japanese firms in 114 countries and South Korean firms in 118 countries, we find that while rule of law is a predictor of FDI per capita, the relative nature of the rule of law between home and host countries in higher rule of law home countries is also important. In addition, we discover that companies from Japan, a high rule of law country do seek out similar or higher rule of law environments for higher levels of FDI per capita investments while companies from a medium level rule of law country, South Korea, are less beholden to institutional standards. Our study contributes to the literature looking at the impact of country-level factors on foreign investment decisions, suggesting that it is the comparative rather than absolute values that are important to understand as well as the institutional environment in the home country.



Keywords: Rule of law, Japan, South Korea, foreign direct investment

INTRODUCTION

As governments compete to keep their domestic businesses investing at home and develop incentives to attract foreign investment, institutional conditions such as the rule of law can have a strong impact on a firm’s assessment of investment risk in host countries (Biglaiser & Staats, 2010; Globerman & Shapiro, 2003; Wang, Xu, & Zhu, 2012). Research has indicated that the presence of the rule of law and the protection of property rights are drivers of economic growth and investment, even more so than political democracy (Barro, 2000). Furthermore, it has been suggested that a host country’s rule of law is an important antecedent to critical aspects of national economic growth, such as entrepreneurship, capital accumulation, innovation, and human capital (Globerman & Shapiro, 2003; Scully, 1988).

However, the rule of law is not a constant across country boundaries; it is both constructed from and impacted by unique institutional forces that alter the cost of doing business (Dunning & Lundan, 2008; Henisz & Swaminathan, 2008; Pajunen, 2008). The composition of the rule of law differs between countries and impacts choices available to both domestic and foreign organisations. As noted by Scott and Davis (2007, p. 322), “choices of [company] strategy take place against a backdrop of law and public policy that allow and encourage some choice, and limit or prevent others.” Organisations make choices that recognise that the institutional environment defines controls and restricts organisational behaviour. This environment can include the legal attributes of the institutions that shape societies.

Attention in the international business literature has been focused on understanding the influence of institutional conditions in the host country on attracting or repelling foreign direct investment (FDI) (Arregle, Miller, Hitt, & Beamish, 2013; Chan, Isobe, & Makino, 2008; Ghemawat, 2001). There has also been an examination of the (dis)similarity between home and host country institutions, a construct termed institutional distance (Kostova, 1999; Kostova & Zaheer, 1999). The difference in institutional distance has been theorised to impact country choice and the multinational enterprise (MNE) entry strategy (Xu & Shenkar, 2002). High institutional distance between home and host countries is believed to cause high coordinating costs, making these host countries less attractive FDI targets (Jackson & Deeg, 2008). Nevertheless, in the context of the rule of law, the foreign investment decision may be more subtle. In particular, do the regulative legal conditions in the home country influence investments by MNEs in possible host countries? As noted by Henisz and Swaminathan (2008, p. 539), “Firms’ responses and their performance implications to a given institutional construct will vary according to multiple criteria including aspects of a firm’s prior experience in its home country institutional environment as well as those of other countries in which it has operated”. We advance the premise that while the rule of law in a potential host country is an important consideration for FDI decisions by MNEs, the regulative institutional conditions in the home country will influence where MNEs make foreign investments. In essence, companies in countries with high-level rules of law will make different FDI per capita investments than companies in countries with mid-level rules of law.


To examine this premise, we consider a home country with a high-level rule of law (Japan) and a country with a lower-level rule of law (South Korea). We select these East Asian countries based on their similarities and their differences, as well as their economic importance in the Asia Pacific region (Kim & Lee, 2007; Rios-Morales & Brennan, 2007). Both countries are located within the same broad region and have companies that actively engage in FDI across a wide geographic spectrum. However, as measured by the WGI rule of law index, their rules of law are different, with Japan having a high-level rule of law (1.35) compared to a medium level for South Korea (0.69), creating conditions that allow for cross-country comparisons. As a broad measure, we considered high rule of law countries to be those who are in the 70th percentile or higher of the WGI rule of law index, medium rule of law countries to be those in the 40th to 69th percentile, and low rule of law countries to be those below the 40th percentile. As point of reference, Japan occurs is in the 86th percentile of all countries, and Korea is in the 66th percentile.

The rule of law developed somewhat differently in each of the countries; thus, a closer examination of the differences in the rule of law between the two countries may help demystify the institutional forces that impact foreign investment from a home country perspective. While Japan and South Korea are on the receiving end of significant FDI, an examination of their rules of law allows for a better understanding of what Japanese and South Korean firms may be looking for in host countries, beyond determinants such as industry and market-seeking motives.

THEORY AND HYPOTHESIS DEVELOPMENT

While cross-national studies have considered a variety of dimensions, including cultural, linguistic, institutional, and political elements (Berry, Guillén, & Zhou, 2010), it is the consideration of institutional elements that is gaining significant traction amongst international business scholars (Berry et al., 2010; Biglaiser & Staats, 2010; Buckley, Cross, Tan, Xin, & Voss, 2008; Chan, Makino, & Isobe, 2010; Dunning & Lundan, 2008; Henisz & Swaminathan, 2008; Jackson & Deeg, 2008; Makino, Beamish, & Zhao, 2004; Pajunen, 2008; Peng, Wang, & Jiang, 2008; Xu & Shenkar, 2002). Institutions have been defined as representative of the rules of the game of society, or more formally, human-devised constraints that shape human intervention (North, 1990). These interactions can vary from the formal (constitutions and laws) to the informal (norms of behaviour and self-imposed codes of conduct). Institutions that are able to direct capital to its most productive uses, including property rights and an effective legal system, are the most successful in making a nation more competitive (Mishkin, 2006).


Within this institutional context, the rule of law is an important determinant of country legitimacy. The rule of law serves to protect against anarchy, allows people to plan their affairs in advance so that they can know the legal consequences of their actions, and provides some protection against the arbitrariness of state officials. While it is broadly agreed that the rule of law incorporates several elements, including “a respect for and enforcement of property rights, the functioning of agencies for the enforcement of law and maintenance of order, policy and customs, and the judiciary” (Nwabuzor, 2005, p. 127), there is no seminal definition of the rule of law in management literature (O’Donnell, 2004).

Foreign investors look at a host country’s rule of law level, amongst other factors, as they determine where to place their funding (Globerman & Shapiro, 2003; Pajunen, 2008; Wang et al., 2012). As noted by Prime, Subrahmanyam and Lin (2012, p. 321), the “government is critical for competitiveness since it sets policy, but other supporting institutions such as the legal system are critical for sustaining competitive advantage for any nation.” Thus, the rule of law becomes an important country-level driver of growth as FDI is generally held to benefit the host country by providing new job opportunities, increasing technology transfer, and complementing domestic investment (Chakrabarti, 2001; Chowdhury & Mavrotas, 2006). At the same time, both domestic and foreign investors want to know that their investment will be protected by the laws and the enforcement of the laws in respective countries. Legal systems protect investors from expropriation either by organisational insiders or by external entities, such as governments (La Porta, Lopez-de-Silanes, Shleifer, & Vishny, 2000; Nwabuzor, 2005).

National competitiveness can be characterised by institutions that provide the ability of a firm to respond to its environment (Witt & Lewin, 2007). To the degree that the institutions of a country constrain a firm’s ability to respond to the environment, a company can partially escape these institutions by employing FDI in those countries that have better institutions than the home country (Witt & Lewin, 2007). One of the foundations that enables a firm to respond to its environment is the rule of law. The weaker the rule of law in a host country, the less a company is able to protect its assets in that country. As the level of the rule of law in the host country increases, the risk associated with transaction costs, investment protection, investor rights, monitoring, and enforcement decrease even further, making the host country even more attractive for FDI (Haggard, MacIntyre, & Tiede, 2008; La Porta et al., 2000). The establishment and enforcement of legal rules create an institutional environment at the country level that signals legitimacy to out-of-country investors. If the host country’s institutional environment is weak, that host country will find it more difficult to attract investment (Keefer & Knack, 1997). Thus, we suggest the following hypothesis:



	H1:
	 
	The level of incoming FDI per capita in a host country will be positively related to the host country’s rule of law.




While theory suggests that in an attempt to reduce risk and uncertainty, a home country’s firms will endeavour to invest in a host country with a higher rule of law, this is likely not the only factor influencing outbound FDI decisions. As noted by Dunning and Lundan (2008, p. 586), “national level institutions affect the attractiveness of a given country both as a host and home to MNE activity”. The national institutional framework in the home country could create a familiarity and ease with, as well as a capability of, operating in institutional environments that are similar. Recent research has demonstrated that MNEs from developing countries are more present and successful in other developing countries than their counterparts from developed countries (Cuervo-Cazurra & Genc, 2008). As such, companies used to a particular home country environment may, under certain conditions, seek out host countries with institutional environments more similar to their own, rather than those with more developed institutional frameworks.

Institutional theory posits that organisations in similar institutional environments will begin to resemble each other as they respond in similar ways to regulatory or normative pressures (DiMaggio & Powell, 1983). Within the international business literature, institutions have been considered to be part of the country-level environment (Xu & Shenkar, 2002); thus, we consider MNEs within a country as a collective. The national institutional environment within which the MNEs are embedded creates broad, country-level approaches to business. As noted by Orru, Biggart and Hamilton (1997, p. 153), “in East Asia, private businesses operate according to substantively distinct institutional models that differentially shape organizational behaviour and structure.” As such, there is a broadly similar approach to risk and uncertainty manifested by companies in specific countries that is grounded in the home country’s institutional environment. This should be evident in the discrete ways in which MNEs approach and operationalise their FDI decisions. We believe this to be a nuanced difference from the institutional difference construct; while the relative institutional difference between the home and host countries is relevant, we suggest that the institutional conditions of the home country may influence the choice of host countries for FDI investments.

In our consideration of the regulative pillars of countries, we look to the foundations of the domestic rule of law in Japan and South Korea to provide explanations for differences or similarities in FDI patterns. The legal systems in Japan and South Korea are influenced by the German Commercial Code, written in 1897 after the unification of Germany. As noted by La Porta, Lopez-de-Silanes, Schleifer, and Vishny (1998, p. 1116), “civil laws give investors weaker legal rights than common laws do, independent of the level of per capita income.” Countries with German civil law foundations are believed to provide only mid-level protection to investors. However, a reaction to weaker laws can be the stronger enforcement of them, which is evidenced in countries based on German civil law structures (La Porta et al., 1998).

Even though both Japan and South Korea have similar legal origins, there is a clear bifurcation in terms of their institutional development. Post World War II, Japanese laws were considered to have been significantly influenced by the American legal system, particularly in terms of corporate law (La Porta et al., 1998). American legal systems are predicated on a strong protection of investors and an equally strong protection of property rights. This influence on Japanese legal systems created more rigorous protections for business, mitigating uncertainty and risk. In the 1980’s, economic upheaval, political instability and changes in the banking industry led to a stronger institutionalisation of Japan’s legal system as a way of solving challenges. As suggested by Milhaupt (1996: 50), “legal rules and institutions [were] inserted into patterns of conduct once governed principally through a highly relational order.” This strengthening of Japan’s rule of law is also evident when one considers its international ranking on rule of law measures; in particular, Japan consistently ranks significantly higher on rule of law indices than South Korea (Kaufmann, Kraay, & Mastruzzi, 2007). Thus, the fact that there are differences in institutional norms in these home countries’ legal framework and institutions could lead to different preferences in terms of foreign investment. Thus, we suggest the following:



	H2:
	 
	The home country’s rule of law will positively moderate the relationship between the rule of law in the host country and its inbound FDI per capita such that the relationship will become stronger and more positive for a home country with a higher level rule of law and will become weaker for a home country with a lower level rule of law.




We put forward that the institutional conditions of the home country, on their own, impact FDI decisions by MNEs. However, the comparative difference between institutional conditions in countries is another potential input into FDI decisions. Institutional distance departs from the more conventional economic explanations for FDI by focussing on the difference between institutional conditions in home and host countries as the key decision factor for FDI decisions (Xu & Shenkar, 2002). Recent research has begun to examine the relative nature of institutional comparisons, suggesting that companies that have managed to survive weaker institutional environments may be more successful in host countries with similar environments than companies from stronger institutional environments (Cuervo-Cazurra & Genc, 2008; Kostova, 1999). This speaks to a more complex relationship than just that of institutional difference: it is not only the differences between the two countries, it is how the institutional environment in the home country shapes how leaders of firms view the institutional environments of host countries.

Figure 1 provides the theoretical model proposed in Hypothesis 2.
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Figure 1. Impact of home country rule of law (Japan, South Korea) on the relationship between host country rule of law and outbound FDI per capita by the home country



We advance the argument that the relationship between the home country’s rule of law and the level of FDI is more complex than just the absolute difference in institutional levels. Because the rule of law has been demonstrated to be an institutional precondition for investment (Haggard et al., 2008; Hewko, 2002), we suggest that in the competitive market for FDI, countries would be grouped into two segments: those with a rule of law that is higher or equal to the host country’s rule of law and those with a rule of low that is lower than that of the host country. It is the threshold that is important rather than just the differences between the institutional conditions. This relational nature of the rule of law between the home and host country interacts with the host country’s rule of law to influence the level of FDI the host country attracts.

The advantage of adopting a threshold approach over one that only considers an absolute comparison is particularly valid in cases where the institutions are stronger in the host country than in the home country. Considering institutional distance does not deconstruct the advantage of being above or below the home country. Host countries with more advanced rules of law than the home country enjoy, by their relative nature, stronger institutional certainty (Slangen & Beugelsdijk, 2010). Investors are aware that they will have stronger protections than if they invest domestically. However, it is important to recognise that this does not necessarily mean the rule of law is high in the host country; rather, it is just higher than that of the home country, which could be quite low.

In situations where there is uncertainty about the possible outcomes of an investment decision, the response of investing companies may be to avoid the situation completely (Kobrin, 1979). We assert that this state of uncertainty exists in those countries where the rule of law is lower than that of the home country. Uncertainty created by inconsistencies in the reaction by legal systems and institutions in a host country will make it challenging for an investing company to understand and determine the possible outcomes and the respective probabilities of the success of their investment decisions (Cuervo-Cazurra & Genc, 2008; Slangen & Beugelsdijk, 2010). As the rule of law decreases relative to the home country, uncertainty regarding investment protection, investor rights, monitoring, and enforcement increases. From the multinational home office perspective, these institutional risks and uncertainties would debilitate the inflow of FDI per capita (Stoian & Filippaios, 2008).

If we extend this logic, we would expect MNEs based in countries with a high rule of law to seek out host countries with a similar or higher rule of law in which to make FDI per capita investments. MNEs based in these high-level rule of law home countries are used to and expect all the protections and certainty that comes with these higher rule of law jurisdictions. They will want host countries that offer the same or higher level of investment protection through clearly articulated laws, enforcement mechanisms and a fairly administered justice system for their higher level FDI per capita investments. Therefore, the threshold for the rule of law remains important.

MNEs based in countries with mid-level rules of law may not be as discriminating because their home country institutional environment has provided them with the experience and ability to work within environments with a greater variance of regulative uncertainty. If companies have less certainty around business practices because of weaker legal systems in their home country (e.g., no intellectual property protection), they must become used to navigating within this environment if they are to survive. As such, it may be that companies from home countries with a lower rule of law do not view the rule of law in host countries to be as critical to their FDI per capita investment decisions as do companies based in home countries with a higher rule of law. Therefore, we would expect to see companies located in home countries with mid-level rules of law to be comfortable investing in a wider variety of host countries, i.e., both those with lower and higher levels of the rule of law than their own. Thus, we suggest the following:




	H3:
	 
	The positive relationship between the rule of law in the host country and its inbound FDI per capita (see H1) will be moderated by the relative rule of law between the two countries such that where the rule of law in the host country is higher than the home country’s rule of law, the relationship will be stronger and more positive, whereas for host countries where the rule of law is lower than the home country’s rule of law, the relationship will be weaker.




Figure 2 provides the theoretical model proposed in Hypothesis 3.
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Figure 2. Impact of the relative host country rule of law (above or below that of the home country) on the relationship between the host country rule of law and outbound FDI per capita by the home country



METHODOLOGY

Dependent Variable

FDI per capita

The dependent variable, FDI per capita, was defined as the amount of Japanese and South Korean FDI invested per capita in a particular country. By examining FDI on a per capita basis, we are able to build in a control for country size. The use of FDI per capita as a dependent variable is prevalent in international business research on the determinants of FDI from an economic and institutional perspective (Fan, Morck, Xu, & Yeung, 2009; Harms & Ursprung, 2002).

Data on Japanese FDI were obtained from material published by Toyo Keizai, Inc. of Japan, which includes investment data of Japanese subsidiaries around the world and is published on an annual basis. The Toyo Keizai (TK) database contains cross-sectional information on the subsidiaries of over 5,000 Japanese parent firms and has been used extensively in previous research (Voyer & Beamish, 2004). Data on South Korean FDI were obtained from material collected and published annually by Korea Eximbank. Japanese investments in 114 countries and South Korean investments in 118 countries were included in this study. Population data were sourced from the World Bank database.

Independent Variables

Host country’s rule of law

Due to the breadth and robustness of the sampling methodology, we used the World Bank’s Worldwide Governance Indicators (WGI), in particular, their rule of law index. The WGI provides an evaluation of the broad rule of law conditions (Pajunen, 2008; Skaaning, 2010). The WGI contains information on 212 countries and territories and is aggregated from hundreds of specific and disaggregated individual variables from 33 different data sources provided by 30 different organisations. The advantage of using an index rather than individual indicators is that the use of multiple measures allows for the inclusion of more countries, enabling comparisons across a broader set of countries (Kaufmann, Kraay, & Zoido, 1999). In addition, aggregate indicators are more reliable than individual indicators. The WGI rule of law index was compiled from 960 business information providers, 371 surveys of firms or households, 410 nongovernmental organisations and 655 public sector organisations for a total of 2,396 data sources. The median number of sources per country for the rule of law was 11, with indices available for 202 countries and territories (Kaufmann et al., 2007). Using the single year (2003) for WGI rule of law indices was deemed appropriate for this analysis (Voyer & Beamish, 2004), as an examination of the available rule of law indices for the countries included in this study indicated that they have been relatively constant over time.

Home country’s rule of law

To test our hypothesis that the institutional nature of the rule of law in the home country impacts the relationship between the rule of law in the host country and the amount of FDI per capita, we created a binary variable where 0 was the rule of law in South Korea and 1 was the rule of law in Japan.


Relative rule of law

Whether a host country’s rule of law is higher or lower than that of the home country could impact the willingness of a home country to invest in that jurisdiction. Hypothesis 3 requires that the population of countries in our sample be divided into two groups: (1) those that have a rule of law index value equal to or greater than the home country’s rule of law index value and (2) those that are less than the home country’s rule of law index value. The WGI rule of law index also provides standard errors for all of the index values; to determine the relationship between home and host countries’ rule of law indices, these standard errors were considered (Kaufmann et al., 2007). The Japanese rule of law index value for 2003 was 1.35 with a standard error of 0.14. Therefore, the lower limit of the Japanese rule of law index score was set at 1.21. The South Korean rule of law index value for 2003 was 0.69, with a standard error of 0.16. Therefore, the lower limit of the South Korean rule of law index score was set at 0.53. For every host country in the Japanese and South Korean sample, we added their standard error for the Rule of Law Index for 2003 to their rule of law index value to arrive at their adjusted value. We then created a binary variable where 1 equals host countries with rules of law equal to or higher than the home country and 0 equals countries with lower rules of law than the home country.

To account for other possible influences, we included GDP per capita, government consumption, the inflation rate, labour growth, cultural practices and values, and industry as control variables.

Statistical Analysis

In all of the models, FDI per capita was the dependent variable. The independent variables (depending on the model) included the host country’s rule of law, the home country’s rule of law (constructed as a binary for Japan or South Korea) and the relative rule of law (above or below the home country). The aforementioned control variables were included in all of the models. To ensure the ability to cross-compare variables constructed through different methods, all continuous independent and control variables were standardised or centred where appropriate. The correlation matrix is presented in Table 1.


Table 1

Descriptive statistics and correlations
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** Correlation is significant at the 0.01 level (2-tailed)

* Correlation is significant at the 0.05 level (2-tailed)


Table 2

Results of regression analysisa
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a Figures represent unstandardised beta coefficients

Dependent variable = FDI per capita

† p < .10; *p < .05; **p < .01; *** p < .001


DATA ANALYSIS

We tested our three hypotheses by first running a baseline model (Model 1 in Table 2) with the dependent variable and the control variables. Table 2 details the results of each of the models. Model 2 added the host country’s rule of law independent variable, thus testing Hypothesis 1. Similarly, Model 3 tested Hypothesis 2, and Model 4 tested Hypothesis 3. Additional models, while not hypothesised, are included in Table 2 to clearly demonstrate the contribution of each of the independent variables to the overall model.

Table 2 presents the results of the regression analysis using unstandardised coefficients. The first hypothesis (Model 2) proposed that host countries with a higher rule of law would receive a greater share of FDI per capita. The regression for Model 2 was significant (R2 = 14.44%, F9, 217 = 4.23; p < 0.001). As evidenced in Table 2, there is a positive and somewhat significant relationship (t = 1.64; p < 0.1) between the host country’s rule of law and levels of FDI per capita. Hypothesis 1 is supported, although the relationship is weak.

Model 3 specifically considered whether institutional differences in the home countries (Japan and South Korea) were significant in impacting the relationship between the host country’s rule of law and FDI investment. Model 3 was also significant (R2 = 31.2%, F11, 217 = 8.48; p < 0.001), and the interaction between the host country’s rule of law and home country’s rule of law was positive and significant (t = 4.53; p < 0.001). Hypothesis 2 is supported, which is further evidenced by graphing the results (Figure 3).
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Figure 3. Impact of home country rule of law (Japan, South Korea) on the relationship between host country rule of law and outbound FDI per capita by the home country




Figure 3 demonstrates the finding that for Japanese investment in other countries, the higher the host country’s rule of law, the higher the level of FDI invested by Japanese companies in the host country. Figure 3 demonstrates a similar result for Korea but at a lower intensity than that for Japan. Thus, the effect of the host country’s rule of law on incoming FDI to that country is lower for Korea than it is for Japan.

The third hypothesis (Model 4) proposed that the relative difference between the rule of law in the home and host country would moderate the relationship between the host country’s rule of law and the level of FDI per capita. Hypothesis 3 attempts to examine the effect of the situation where a host country could have a high rule of law, but it is still lower than that of the home country. This hypothesis required a segmentation of the data into two groups: the first group had a rule of law equal to or greater than that of the host country, and the second group had a rule of law that was lower than that of the host country. There was a significant difference between the two groups’ FDI per capita; countries with a rule of law lower than that of the host country had a mean FDI per capita of 6.26 (standard deviation of 22.43), while countries with a rule of law higher than that of the host country had a mean FDI per capita of 25.93 (standard deviation of 55.40). This result is illustrated in Figure 4.
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Figure 4. Impact of the relative host country rule of law (above or below that of the home country) on the relationship between the host country rule of law and outbound FDI per capita by the home country




Again, Model 4 was significant (R2 = 16.9%, F11, 217 = 3.80 p < 0.001). In addition, there was a positive and significant interaction between the relative rule of law and the rule of law in the host country (t = 1.75; p < 0.05), suggesting that the positioning of a host country’s rule of law vis à vis the rule of law in the home country is important. Therefore, Hypothesis 3 is supported.

Based upon the significant results of these three hypotheses, we suggest that the rule of law in the host country, the legal institutional conditions of the home country itself, and, finally, the relative difference between the rule of law in the home and host country add additional predictive power for FDI per capita beyond that contributed only by the control variables of GDP per capita, government consumption, inflation, labour growth, cultural practices and values, and industry. This was evidenced through an R2 increase in each of the models when measured against the baseline (Model 1), as presented in Table 2.

DISCUSSION

This research heeds the call of Henisz and Swaminathan (2008, p. 537) that “international business research necessarily requires attention to the institutional characteristics that alter the costs of engaging in business activity of a given form in one nation as compared to another.” We add to the body of work that examines factors beyond the traditional, locational advantages of where, when and why firms invest in foreign countries. In so doing, we support the suggestion of Peng et al. (2008) that the institutional-view be observed as complimentary to the industry and resource-based views commonly used in international business literature. While our analysis supports previous research demonstrating that the higher a host country’s rule of law index is, the higher the level of FDI per capita it will receive, we look beyond this base concept by demonstrating that it is both the institutional conditions in the home country and the relative nature of the rule of law between the home and host country that are relevant when trying to understand and attract FDI. In doing so, we clarify the relationship between the rule of law index of the host country and the legal institutional differences between the home country and the host country. We illustrate that the rule of law indices in the home and host countries should not be considered as operating in a vacuum but rather in conjunction with each other in relation to FDI.

We have also found some support for the influence of the institutional conditions of the home county on companies’ FDI decisions. This study discovers that companies are comfortable investing in host countries with institutional characteristics similar to their own home country. While departing somewhat from the conventional wisdom that companies will only seek stability in foreign markets, we adopt an institutional theory approach, suggesting that a firm looking to make an investment choice between two foreign countries will favour committing higher levels of FDI per capita to the country that has laws, governance systems, legal stability, and procedures that match (or exceed) those protections and expectations that would exist in the home country if it is based in a high rule of law country (e.g., Japan). However, if a firm is from a country exhibiting a medium rule of law rating (e.g., South Korea), our institutional theory approach suggests that firms in this country are comfortable investing in a host country with similar rules of law because they have experience with more flexible legal frameworks. By taking this more nuanced perspective, we incorporate the direct consideration of institutional conditions in the home county, particularly in terms of how they may influence an MNE’s assessment of host jurisdictions. This may be positive news for countries with less stable institutional environments (i.e., those with a rule of law index similar to a medium rule of law index country) as they may find investors in countries that manifest similar institutional characteristics.

IMPLICATIONS

Our study results suggest that, based on the countries examined, the importance of the rule of law to FDI decisions may be influenced by the condition of institutions (the rule of law) in the home country itself. The two East Asian countries explored in this study, Japan and South Korea, have high and medium rule of law indices, respectively. In Japan, where the rule of law is high, our results suggest that a similarly strong rule of law in the host country is a potential factor for FDI per capita decisions. This may suggest that companies in a home country with a high rule of law index may consider their rule of law level to be a threshold for what they seek in institutional conditions in host countries.

In contrast, the rule of law appears to be less important to FDI decisions for companies in countries with mid-level rule of law indices, such as South Korea. This may be because South Korean businesses are used to operating with less certainty around legal conditions and so the institutional importance is decreased. These results suggest that the influence of the home country’s institutional conditions may create fundamentally different approaches to FDI decisions. Host countries seeking investments from companies in high rule of law home countries may want to consider adopting measures that could increase their rule of law to become more attractive to companies based in these higher rule of law countries. If the host country already has a high rule of law index (such as Japan), it may be an advantage to them when the companies in the targeted home country have a similarly high level. Our preliminary research suggests that host countries with mid or low rule of law indices would do well to target companies in home countries with mid-range rules of law, as these countries seem less influenced by strong host country institutional conditions when making FDI decisions.

Our research extends the utilisation of institutional theory into FDI decisions by looking at institutions at the country level. Biglaiser and Staats (2011) suggest that researchers might better focus on the institutions within democracies (rather than the presence of democracy itself) as a determinant of FDI, reinforcing the ongoing importance of institutions to international business study. We believe that while there has been much new conceptual development that has occurred that specifically considers an international context; the impact of home country institutional conditions on FDI decisions is a new perspective that adds to the current state of the research. Our research extends the work of scholars, such as Pajunen (2008) and Berry et al. (2010), who look at the importance of institutional factors in host countries but do not link it back to institutional conditions in the home country.

CONCLUSION

The rule of law is a construct that implicitly pervades almost every FDI decision made by companies all over the world. Firms question whether investments made in host countries will be protected from expropriation, whether their intellectual property will be protected, whether they will be dealt with fairly in disputes with local suppliers or customers, and whether they can expect stability in national institutions. These are not insignificant questions, and they are all encompassed within the consideration of the rule of law. This study lends initial support to the contention that while firms are investing in countries that have a higher rule of law, it is a relative relationship that is, to a certain degree, dependent on the institutional conditions in the home country. Therefore, countries looking to attract FDI may not need to strengthen their institutional systems to do so. This research suggests that they may just need to target their marketing approach to countries with similar institutional conditions.
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ABSTRACT

A considerable amount of attention has been paid to the construct of Corporate Social Responsibility (CSR) and yet research on the precise measurement of CSR has remained limited. Measures have been hampered by a lack of clarity in theoretical frameworks and empirical methods for the CSR construct. Given that the empirical study of CSR measurement is in an undeveloped state, this research describes efforts to justify and prove the relationship between measurement items and the construct. Based on a study among Malaysian stakeholders, this research conceptualises CSR as a formative construct consisting of eight dimensions: process, policy, values, environment, personal, profit, people and politics. The analyses reveal alternative approaches from a conceptual and methodological standpoint that makes clear the danger of misspecifying formative models as reflective, or vice versa. In this regard, it is proposed that the agenda and scope of CSR, as well as the measures used to implement it, are a manifestation of the formative construct that corporations have to operationalise in order to perform CSR better or more efficiently.
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INTRODUCTION

This research originated from an interest in how Corporate Social Responsibility (CSR) is measured in theory and in practice. There has been a resurgence of interest in the CSR construct among researchers and practitioners (Turker, 2009). From an empirical point of view, research on CSR has often involved a rather incomplete and simplistic methodology (Turker, 2009). For instance, Pederson (2010) identified a lack of consensus on important valid features for CSR research. Effective measurement is still considered to be the greatest hurdle for stakeholders (Dahlsrud, 2008). In addition to the lack of consensus on the dimensions of CSR, recent publications have challenged the common approaches to incorporating complex constructs (Galbreath, 2009) and identify the linkages between CSR and management characteristics (Pederson, 2010). The relevance of this discussion for empirical research needs to be investigated through a more systematic manner of studying CSR. Bollen (2002) notes that all measurement in the social sciences assumes effect indicators, and in structural equation modelling, every construct is assigned a set of indicators. However, in publications, the epistemic relationship between variables and indicators is often not considered. Latent variables may be associated with reflective or formative indicators. Most researchers assume a reflective relationship, meaning that the unobserved latent variable affects the indicators. In this case, all indicators “measure the same thing and should covary at a high level if they are good measures of the underlying variable” (Bagozzi, 1994, p. 331). If the latent construct is of its indicators, such as an index or ranking, it needs to be measured formatively. “Formative indicators give rise to the unobserved theoretical construct. In this case the empirical indicators produce or contribute to the construct” (Fornell & Bookstein, 1982, p. 8). As Hulland (1999) claims, the type of indicator specification used is very important from a conceptual and methodological standpoint. Diamantopoulos and Siguaw (2002, p. 11) emphasise that the “alternative approaches to deriving measures can produce substantially different operationalisation of the same construct”.

The dangers of misspecifying formative models as reflective, or vice versa, are thereby made clear. Despite this interest and guidance, research on CSR measures more generally has remained limited due in part to the lack of consensus regarding what CSR really is. Does CSR have a framework or set of dimensions encapsulating its salient characteristics? There is a pressing need for better measurement of CSR, as the current measures appear to be inadequate. The motivation for writing about CSR and its measures in this study is not simply to draw attention to the shortcomings of other methods and concepts of CSR, but rather to provide an appropriate measure and begin to settle the measurement issues in CSR. With that aim, this research first developed dimensions indicating CSR as a multidimensional construct. Then, the study provided a formative measure to capture a multidimensional conceptualisation of CSR.

We structure the remainder of the article as follows. First, we consider background research on CSR measurement and problems of misspecification, developing hypotheses around possible conceptual dimensions of CSR and considering CSR as a formative construct. Second, we outline the methodology for our study, including data collection techniques. Third, we present analysis and findings. Finally, the discussion and conclusion outline our study’s contribution and limitations and avenues for further research.


BACKGROUND OF THE STUDY

In this section, past research findings on CSR measurement are first reviewed. Then, the nature of multi-dimensional constructs is discussed.

CSR: How Is It Measured?

Discussion of CSR measurement evokes comment, criticism and argument. Foremost is the diversity of opinions concerning the character of CSR, as currently constructed, reflected in the competing philosophical and moral positions of the various commentators on the CSR debate (Epstein, 1977). CSR can have multidimensional constructs, which may include a wide range of business operational behaviours (internal and external processes) such as pollution control investment and environmental strategies, treatment of women and minorities, quality of products, customer needs and desires and philanthropic programmes within society (Wood, 1991) and industry performance (Waddock & Graves, 1994). In terms of CSR measures, past researchers have focused on forced-choice and Likert scale survey instruments (Aupperle, 1991). Financial reports, including return rate, the Fortune reputational scales and social responsibility indexes (Wolfe & Aupperle, 1991), social disclosures (Ullmann, 1985), pollution control investment (Shane & Spicer, 1983) and scale development (Kim & Kim, 2010) have also been used. Current CSR measures are single or even uni-dimensional and incomplete, and these may not adequately and completely reflect CSR (Brickson, 2007). Thus, these measures are difficult to apply consistently across the range of industries and corporations to be studied. Moreover, research on CSR is largely limited to developing countries and is not well recognised as a global or international concept (Freeman & Hasnaoui, 2010). Similarly, Matten and Moon (2008) show how recent CSR practices are moulded as “Americanisations” (p. 406). While CSR practices are becoming more universal with worldwide adoption, suggesting that a framework has broad applicability, discrepancies between definitions of CSR do occur between countries, and it is therefore important to address these concerns in developing countries as well. While a multidimensional construct offers the ability to increase granularity and features for dissimilar aspects of a construct, the number of measures necessary increases, as does the complexity of analysis. Consequently, it is vital for researchers to comprehend the diverse choices available when investigating and specifying a given construct in a research model. Failing to grasp the normative models and mind sets of business practitioners as regards CSR will make it difficult to understand and predict how firms should respond to societal demands (Pedersen, 2010).


The Problem with Misspecification

There is growing evidence that the misspecification of the construct (CSR) can create bias in the structural model. Evidence has shown that researchers with an understanding of formative constructs may decide to avoid their use in theoretical models. Rather than foregoing the use of formative constructs completely, researchers may also decide to simply model the construct as reflective because formative constructs have in the past been more difficult to employ when analysing data via covariance-based SEM approaches (Chin, 1998). However, this approach is problematic; researchers cannot just convert formative constructs or choose to measure the construct reflectively or vice versa.

Formative versus reflective

First, the formative construct is formed from the individual measurement items that are hypothesised to cause changes in the latent construct—which is usually conceptualised at a higher hierarchical level than the measurement items. The formative approach is constant, with the idea that the items are completely uncorrelated. Therefore, there is no need for unidimensionality in this formative approach. Indeed, the reason one uses a formative approach is usually that the related construct is seen as comprising different dimensions and that different measurement items are required to tap into them. As a result, a high level of internal consistency for individual measurement items is not what one seeks in this case, and Cronbach’s Alpha is not a useful estimate of reliability (Bollen & Lennox, 1991; Diamantopoulos & Winklhofer, 2001; Jarvis, MacKenzie, & Podsakoff, 2003). Thus, it can be noted that changes in the formative measures may cause changes in the construct, the content validity is paramount and internal consistency is irrelevant. Figure 1 illustrates the formative construct. Note in Figure 1 that the directionality of the arrows leading from the X’s to the etas is the mark of the construct and is thought to be, and hence modelled as, formative. A way of reading this directionality is to think of the eta as “being caused by the indicators” in the case of the formative construct.
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Figure 1. Diagram of a formative construct (Adapted from Bollen and Lenox [1991]).



With this approach, one cannot leave out or eliminate any part of the object to perform a formative approach: ‘dropping a measure from a formative-indicator model may omit a unique part of the conceptual domain and change the meaning of the variable, because the construct is a composite of all the indicators’ (MacKenzie, Podsakoff, & Jarvis, 2005, p. 712). Turning to the reflective construct, the basic statement is that covariation among the measurement items is caused by variation in one underlying factor (the latent construct). Consequently, each individual measurement item to be included in a measure (usually referred to as a multi-item scale) should sufficiently reflect the same latent construct, which means that the validity of the measure is not hypothesised to change much if a single item is removed (or added). In other words, it is understood that the indicators are unidimensional (Bollen & Lennox, 1991; Gerbing & Anderson, 1988; Jarvis et al., 2003).

Moreover, given that unidimensionality is confirmed, Cronbach’s Alpha can be used to assess reliability in terms of internal consistency. It should be noted that Cronbach’s Alpha does not provide information about unidimensionality; other means, normally confirmatory factor analysis, are needed for this consideration (Gerbing & Anderson, 1988). Thus, it can be noted that the changes in the construct create changes in the indicators. Internal consistency (i.e., reliability) is paramount for a reflective construct. Figure 2 illustrates the reflective construct. Note in Figure 2 that the Ys to the etas are the mark of the construct and are thought to be, and hence modelled as, reflective. A way of reading this directionality is to think of eta as ‘causing the indicators’ in the case of reflective constructs.
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Figure 2. Diagram of a reflective construct (Adapted from: Bollen and Lenox [1991]).



Reflective indicators are archetypal of classical test theory and factor analysis models; they are invoked in an attempt to account for observed variances or covariances (Jarvis et al., 2003). Therefore, a reflective indicator is an explanation for observed variances or covariances, and reflective models minimise “the trace of the residual variances in the ‘outer’ (measurement) equations” (Fornell & Bookstein, 1982, p. 442). Moreover, the direction of causality is from the construction to the indicators, and changes in the underlying construct are hypothesized to cause changes in the indicators (Fornell & Bookstein, 1982; Bollen & Lennox, 1991).

According to Bollen and Lenox (1991), although reliability estimates (e.g., Cronbach’s alpha) for the set of indicators will be lower if fewer indicators are included in the measurement model, the construct validity is unchanged when a single indicator is removed because all facets of a unidimensional construct should be adequately represented by the remaining indicators. As shown in the graphic view below, each indicator of a reflective construct is thus represented by its own equation. An example of the appropriate application of the reflective indicator model based on the graphic shown below is attitudes and purchase intention toward healthy products. Typically, attitudes are viewed as predispositions to react in a favourable or unfavourable manner toward an object and are generally measured on multi-item scales such as good-bad, like-dislike, and favourable-unfavourable.

However, purchase intentions are typically measured using subjective estimates of how likely-unlikely, probable-improbable, and/or possible-impossible future purchases are perceived to be (e.g., MacKenzie, Lutz, & Belch, 1986). Thus, the individual attitude toward purchasing healthy products is very subjective. The consumer might have in mind whether the healthy product may help to balance their diet. Therefore, in a reflective model, the latent variable influences the indicators, accounting for their intercorrelations. An important point to note here: reflective indicators of a principal factor latent construct should be internally consistent and because all of the measures are assumed to be equally valid indicators of the underlying construct, any two measures that are equally reliable are interchangeable.

Multi-dimensional constructs

A construct could be measured reflectively or formatively. Moreover, each dimension can be measured using formative or reflective indicators. The dimensions may be formative or reflective depending on the construct. As highlighted in the previous section, the reflective construct should be unidimensional. The measures are tightly centred on a concept. Multidimensional constructs are another concept that relates to formative constructs. Multidimensional constructs contain multiple dimensions and are grouped because there is some theoretical relationship between the various dimensions. These multiple dimensions ‘are grouped under the same multidimensional construct because each dimension represents some portion of the overall latent construct’ (Law & Wong, 1999, p. 144). Figure 3 illustrates the multidimensional constructs.
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Figure 3. Diagrams of multidimensional constructs (Source: Petter, Straub, & Rai [2007]).



Figure 3 illustrates an example of a multidimensional construct that is comprised of three subconstructs (i.e., Y1, Y2 and Y3). In multidimensional constructs, the measurement items are intended to tap into the different subconstructs, and multicollinearity is protected by ensuring that the items do not tap into similar aspects. Thus, formative constructs are an example of multidimensional constructs because one measurement item is used for each dimension or subconstruct. However, Petter et al. (2007) have strongly argued that not all multidimensional constructs are formative. Similarly, MacKenzie et al. (2005) state that there is also potential for the construct to have some subconstructs measured using reflective items, while others are measured using formative items and/or a combination of both formative and reflective paths between the construct and subconstructs. These authors also added that the choice of whether to model and analyse a construct as reflective, formative or multidimensional depends primarily on the construct under study and ‘the generality or specificity of one’s theoretical interest’ (MacKenzie et al., 2005, p. 713).

Moreover, it is important to note that if the main topic of study involved is a complex construct, it may be worth modelling the study as a multidimensional construct, which allows more thorough measurement and analysis. Further, developing a multidimensional construct that has a formative relationship between the construct and subconstruct should take place when multiple subconstructs and measurement items are needed to fully capture the entire domain of the construct (Petter et al., 2007). However, it is general practice among researchers to constrain the subconstruct items into a one-dimensional construct when measuring and analysing a multidimensional construct. Importantly, we must also note that evaluating the construct as a first-order unidimensional construct, together with all of the items from each subconstruct as a single reflective construct, produces a construct that is not unidimensional because the items comprising the constructs are, in fact, measuring different aspects of the construct. Given this concern, some researchers specify the construct as a first-order multidimensional construct in that aggregate measures for each of the subconstructs are specified as formative indicators. Again, these approaches to constrain a high-order multidimensional construct into a single construct can compromise validity. Therefore, these approaches may also lead to a measurement problem (Jarvis et al., 2003, Petter et al., 2007).

Given the above discussion, researchers should conduct this practice carefully because it can adversely impact the validity of measures. Researchers need to make a distinction between the orders of the construct, either first or second order, and its dimensionality. While a multidimensional construct offers the ability to increase granularity and features for dissimilar aspects of a construct, the number of measures necessary increases as does the complexity of analysis. Consequently, it is vital for researchers to comprehend the diverse choices available when investigating and specifying a given construct in a research model.


The decomposition of models could lead to serious misspecification problems (Jarvis, MacKenzie, & Podsakoff, 2003). Therefore, the decomposition must be appropriately modelled and the distinctions between measurement models should be carefully recognised beforehand. Consequently, misspecification has potentially had a number of detrimental effects on progress in the research field. Firstly, parsimony is avoided, although parsimonious models can provide abstractions that cause insightful explanations about complex phenomenon; secondly, the decomposed model may provide different theoretical implications when compared to the formative model; and finally, a decomposed model can result in atomistic fallacy (Diez-Roux, 2002). A few past studies, for example Jarvis et al. (2003) (see also the simulation to determine the ramifications of misspecifying formative constructs as reflective by MacKenzie, Podsakoff and Jarvis [2005]), have performed a simulation to resolve the ramifications of misspecifying formative constructs as reflective. Petter, Straub and Rai (2007) have tried to replicate and extend Jarvis et al.’s simulation because these authors wanted to examine the implication of the downward and upward bias in the parameter towards Type I and Type II error. To detect if Type 1 error can occur due to mismodelling, they performed an additional series of simulations on structural models that restricted a non-significant path. The unexpected finding from their series of simulations is that Type I error can occur regardless of whether the formative construct is specified correctly or not. From the results, they have concluded that ‘when the formative construct was correctly specified and the path was statistically significant, the practical significance of the parameter estimate was minimal thus suggesting to the researcher that a problem may exist with the parameter estimate’ (Petter et al., 2007, p. 631).

Given this discussion, it is clear that researchers need to be aware of the danger of Type I and II errors that may exist in research studies. In the Type I error, researchers may build new theories and models based on prior research that finds support for a given relationship that does not actually exist. Consequently, this type of error may affect the research impact for both academics and practitioners because the misspecification may direct researchers to create unlike research models and generate different insights and implications than what reality actually implies. However, if a Type II error occurs, it may result in many of the relationships within the model being found to be non-significant. Thus, this type of valuable research may have difficulty getting published in highly ranked journals. In contrast, if no construct has been misspecified and a large number of hypotheses are significant, the chances of publication in a top tier journal is high (Petter et al., 2007). Generally, determining whether CSR measures should assume reflective or formative measurement depends on four considerations, as follows: (1) the nature of the CSR construct; (2) the relationships among the observed CSR indicators; (3) the direction of causality between the CSR construct and the indicators; and (4) a theoretical judgment on CSR (Coltman, Devinney, Midgley, & Venaik, 2008). Failure to classify formed attributes correctly leads to an inappropriate structure for identifying components and the omission of crucial items (Rossiter, 2002). Thus, theoretical justification is needed to define the nature of the CSR construct, the direction of causality, and the items used to measure the constructs. Following theoretical justification, empirical justification is required, and a number of approaches can be taken: testing for indicator intercorrelation, the relationships of indicators with their antecedents and consequences, and measurement error and collinearity to detect the causal direction between constructs and their indicators, helping to justify the adoption of a formative approach to CSR measurement.

In sum, it is critical for researchers to note that these biases and errors affect the statistical significance of the estimates, thus increasing the danger from the misspecification of constructs in any research. For instance, it is likely that numerous studies have been rejected in the review process because reviewers insisted on high internal consistency, reliabilities and required a principal factor model to fit the data. Consequently, constructs that are truly formative in nature may have received less attention in the literature and/or they may have been more likely to have been modelled as scale scores without taking measurement model relationships into account (Jarvis et al., 2003). As cited in Jarvis et al., (2003, p. 216), “an equally large number of studies have been published with severely restricted construct domains due to the same reviewer bias”. In addition, the construct domain restriction indisputably contributes to the inconsistency in findings across studies and may partially account for the generally low proportion of variance explained in many criterion variables (Peterson, Albaum, & Beltramini, 1985). Jarvis et al., (2003) also noted another implication of measurement error: a substantial proportion of the empirical results in the literature may be potentially misleading.

Having outlined the dangers of misspecification of the CSR construct, we now develop our hypotheses.

HYPOTHESIS DEVELOPMENT

This section is divided in two parts. First, a dimension that indicates CSR as a multidimensional construct is considered. Then, a formative measure to capture a multidimensional conceptualisation of CSR is discussed.

CSR Dimensions

CSR is a theory-based formative construct (Gjølberg, 2009; Poolthong & Mandhachitara, 2009), so the issues of construct validity and reliability that typically apply in a reflective construct are not as relevant. Creating a formative measure of CSR suggests that changes in the survey items affect the CSR scales, rather than the other way around. Some authors have also suggested there is no test of reliability for formative measures (Coltman et al., 2008), but the indicators should have the same directional relationship with the latent construct and the indicators should be checked for collinearity. To identify the dimensionality of the scale, this study reports the reliability data for the total set of observations because the number of coding categories can affect the estimate of reliability and, indirectly, can lower the confidence limit (Perreault, Jr. & Leigh, 1989). This study is concerned with the quality of the raw responses as well as with the coding scales. The first step of index construction or scale development requires the specification of the construct domain by providing a conceptual definition of the construct (Diamantopoulos & Winklhofer, 2001). This present study agrees with the existing literature that the scope of CSR is unclear, is subject to diverse interpretation and has no consensus as to its definition (see Amaeshi & Adi, 2007; McWilliams, Siegel, & Wright, 2006). Therefore, regarding the specification of the construct domain, the first step is to provide a clear definition of CSR. The qualitative study serves to understand the construct definition of CSR as well as the existing CSR dimensions identified in the literature and from the practitioner.

Content analysis

The researcher has delineated what is included in the definition of CSR and what is supposed to be excluded. Themes were constructed and developed to apply to the assessment of CSR definitions in the literature and interview transcripts. The primary task in developing the themes was to determine words that might be regarded to be components of a CSR definition. It was imperative that the themes reflected in the CSR definitions be regarded as sufficiently important and relevant to be disclosed in the literature. Consistent with the approach taken in previous literature, reference was first made to the themes employed in prior studies (Carroll, 1979; Romlah, Takiah, & Jusoh, 2003 [as cited in Janggu, Joseph & Madi, 2007]; Zain & Janggu, 2006; Dahlsrud, 2008). The following steps were taken to construct the theme.

To ensure the relevance and applicability of the CSR definition to this study, it was decided that the preliminary list should resemble the CSR definition from its original text. Reference was also made to the studies employed by Carroll (1979) and Dahlsrud (2008), as they represent categorisations of CSR in the literature reviewed at the beginning of this research. It is noted that in all of these studies, the categorisations constructed were based on the authors’ assumptions.


	Reference was then made to the academic personnel to check the theme construct.

	The list of themes compiled from the literature was then combined with themes discovered from the interviews.

	Expert opinions were then sought (counter-checking with interviewees and academic personnel)

	The list was then tested for purity using a statistical test.


The quantitative study serves to confirm the proposed definition developed in this study. The results indicate that CSR is a contested concept and shows multidimensional constructs. Therefore, the following sections refer to these parts as first-order dimensions of the second-order CSR construct.

Eight dimensions, derived from prior literature, have been proposed and defined as follows:


	Process: long-term activities or business between and among stakeholders

	Policy: compliance to regulations that extend beyond legal and ethical conduct

	Values: the core beliefs that help a firm to differentiate its reputation and identity and that guide communication efforts

	Environment: effective management and protection of natural resources while balancing these with stakeholders’ activities (i.e., ensuring that these do no harm to the Earth)

	Personal: individual character as represented by all stakeholders, subject to individual perception and expectation

	Profit: the monetary gain of the firm while fulfilling their economic obligation and as a return on CSR investment

	People: the objects of a firm’s responsibility and commitment (e.g., shareholders, employees, customers, suppliers, governments, nongovernmental organisations and communities)

	Politics: manipulation by particular organisations or individuals’ for their own agenda and interests


This conceptualisation of CSR as a formative second-order construct with eight dimensions provides a basis for the next steps in the CSR operationalisation process. Compounding these types of formative constructs are the links that have been made among the dimensions.


CSR As A Formative Construct

As discussed earlier, when a measurement scale is proposed for a construct, it is necessary to consider whether, from the conceptual point of view, it is a formative model or a reflective one (Diamantopoulos & Winklhofer, 2001). With respect to the direction of causality, it appears clear that dimensions such as philanthropy are not manifestations of CSR but defining characteristics of it. Furthermore, changes in these indicators cause changes in the construct, and not vice-versa. With respect to the formative criterion, the dimension of CSR has its own antecedents and consequences. CSR is therefore a formative construct, but the dimensions of CSR are in turn measured by their own scales. That is to say, the eight dimensions proposed in this study have their own indicators. For this reason, Jarvis et al. (2003) consider CSR to be a second order formative scale: the dimensions of CSR are formative but the indicators of these dimensions are reflective. This aspect is important when proposing and testing the model. Accordingly, the following hypotheses (H1a, H1b, H1c, H1d, H1e, H1f, H1g, and H1h) are advanced.



	H1:
	 
	Corporate Social Responsibility is a multidimensional formative construct comprised of eight dimensions:



	a)
	 
	process; b) policy; c) values; d) environment; e) personal; f) profit; g) people; h) politics.




METHODOLOGY

This section first introduces the steps that were adopted to develop the measurement instruments. Then, the data gathering process is presented.

Instrument Development

The first step of index construction or scale development requires the specification of the construct domain by providing a conceptual definition of the construct (Diamantopoulos & Winklhofer, 2001). Therefore, regarding the specification of the construct domain, the first step is to provide a clear definition of CSR. Our qualitative study offers an understanding of the construct definition of CSR as well as the existing CSR dimensions identified in the literature and from practitioners. The second step of index construction, indicator specification, uses the construct definition to identify those indicators that capture distinct facets of the construct. In contrast to reflective constructs, formative constructs require a census of indicators (Bollen & Lennox, 1991), and the indicators must cover the scope of the construct (Diamantopoulos & Winklhofer, 2001). Table 1 shows the themes across the content analysis. The quantitative research serves to confirm the proposed dimensions identified in this study. In this study, the researcher had to think carefully about whether the CSR measures cause (or define) the construct (i.e., formative relationship) or represent a reflective relationship. The study choice of a formative form of epistemic relationship has been justified clearly and consistently.

Procedure

A coding scheme was developed using the emergent coding technique. The process of emergent coding is described in detail by Fierros, Gulek and Wheelock (1997). The steps as applied in the current study are detailed as follow:


	A random sample of CSR definitions was selected from each document.

	An initial list of 65 definitions was used to develop the coding scheme. The researcher independently extracted the dominant themes that emerged from the sample of documents.

	The researcher also acquired four independent participants1 for this study to check and reach a consensus as to the major themes. From these themes, an explicit coding scheme was developed. Specifically, it was decided that the coding scheme would be dichotomous in nature and would retain ten major themes, each with varying number of thematic elements.

	The rater agreement (reliability) of the newly devised coding scheme was assessed using inter-rater agreement measures as reported in Table 2.

	The researcher then proceeded to independently code the remaining 42 CSR definitions (total = 107).

	Finally, the rater agreement (reliability) of the coded items was assessed again using inter-rater agreement measures (the researcher and colleague as the inter-raters) as also reported in Table 2.


Computing the rater agreement across major themes

The purpose of establishing the reliability of the coding scheme used in this study was to provide a preliminary estimate of inter-judge reliability for diagnostic purposes. Alternatively, the coding scheme provided a summary index to reflect the quality of the final coded data in this study, alongside assessing the extent to which the raters agreed when attempting to apply the themes to various CSR definitions. Indirectly, the reliability is important in the developed coding scheme to exclude the elements of bias on the agreement of major themes. In this study, the rater agreement of the major themes in the developed coding scheme was measured by specifically analysing the:


	inter-rater agreement amongst the independent participants (n = 2), and

	inter-rater agreement amongst the researcher and colleague (n = 2).


There are number of ways to quantitatively report the agreement ratings for inter-rater and intra-rater agreement. In attempting to assess the reliability of a coding scheme, the simplest measure of rater agreement would be the overall percent agreement as discussed earlier in the Research Methodology chapter. Cohen’s Kappa (Crocker & Algina, 1986) was used to adjust for the inflated coefficient that would result from using a simple percent agreement. Crocker and Algina (1986, p. 201) highlighted that “a kappa value of 0.2 can be interpreted to mean that 20% of the total possible increase over chance consistency was observed for the decisions”. In relation to this interpretation, Kvalseth (1991) recommends that a kappa coefficient of 0.61 represents reasonably good overall agreement.

At this stage, the researcher looked to an outside audience (independent raters) to further validate the coding scheme. As mentioned before, independent raters were used to guard against any shared meaning the researcher may have generated amongst others. Krippendorff (1980) suggests that this process would yield a highly reliable or unreliable coding scheme between the researcher and the outside world. The inter-rater agreement amongst the independent participants was conducted using seven randomly selected definitions for each document. Both independent participants were given detailed written instructions and were asked to separately code the CSR using the major themes and elements developed through the emergent coding. When the two independent raters’ coding was compared, it was found that the overall inter rater agreement for the major themes was .69 (n = 280)2. Specifically, the rater agreement for the major themes of CSR from books, journals, articles and interview transcripts was .74, .73, .53 and .76, respectively.

Inter-rater agreement between the researcher and a colleague was also evaluated using seven randomly selected CSR definitions for each document. Both also separately coded CSR using the major themes developed through the emergent coding. When the researcher compared the findings, it was found that their overall inter-rater agreement for the major themes was .80 (n = 280). Specifically, the reported agreement (kappa) for the major themes of CSR from books, journals, articles and interview transcripts was .84, .83, .66 and .87. Table 2 illustrates the various agreement ratings reported for the CSR coding scheme.

Data Collection

The current research is conducted in Malaysia. Malaysia is chosen because the awareness of CSR amongst Malaysian stakeholders is increasing (Turker, 2009). This research uses the multi-stage sampling method and a non-probability sampling approach. The research instruments were developed through several methods and stages – a qualitative study and quantitative study. The first stage involves an examination of the literature in the study of construct measurement. This review shows that study of the CSR construct is valuable because it helps to achieve a better understanding of the correct measures for CSR. The literature search and interviews are used to fulfil the exploratory part of the study, to define the construct and also to generate the vocabulary and items/scales to develop the CSR measures. The great challenge this research faced was how to develop themes using content analysis from interviews and literature search data. Specifically, for the quantitative study, an online survey was conducted using different industry settings in Malaysia. In each industry, a contact person was asked to disseminate the survey link among colleagues at all levels of the organisations and in as many different departments as possible. In this study, closed-ended questions together with 5-point Likert scales are adopted through the questionnaire, and PLS graph 3.0 was used to test measurement model. Table 3 illustrates the CSR items.

ANALYSIS AND RESULT

A summary of the correlations of the latent variables is presented in Table 4. Inter-construct correlations were below the common cut-off threshold of 0.9. A content analysis was used to develop the construct and the CSR dimensions of process, policy, values, environment, profit, personal, people and politics.

The analysis used PLS to test for hypotheses H1a, H1b, H1c, H1d, H1e, H1f, H1g and H1h. Testing these hypotheses showed a significant effect for policy (β = 0.188, ρ < 0.05), values (β = 0.215, ρ < 0.05), profit (β = 0.279, ρ < 0.01), and politics (β = 0.178, ρ < 0.05), but no significant effect for process (t = 0.6711, n.s.), environment (t = 0.1416, n.s.), personal (t = 0.2261, n.s.), and people (t = 1.3016, n.s). These dimensions do not support H1a, H1d, H1e or H1g. Therefore, H1 is partially supported. Given the results for Hypothesis 1, it was necessary to operationalise the developed construct (i.e., CSR). As in any empirical research, the results of the present study cannot confirm the construct without taking into account the external construct validity (Jarvis et al., 2003). Despite the fact that four of eight indicators were not significantly related to the latent variable (i.e., process, environment, personal and people), this study did not drop these indicators because they contribute conceptually to the CSR construct. Although statistical considerations should be taken into account, conceptual reasoning holds more influence than statistical results when deciding whether to drop formative indicators (Petter et al., 2007). Other interesting findings show that the personal dimension represented a negative weight of sign (see Table 5). The best option may be to identify this dimension as a reflective indicator instead of a formative indicator when it is conceptually appropriate (Jarvis et al., 2003). Furthermore, formative indicators of the same construct “can have positive, negative, or no correlation” with one another (Bollen & Lennox, 1991, p. 307). As specified in this model, the CSR multidimensional construct prevails: (a) the eight dimensions are viewed as separate facets that are defining characteristics of the CSR construct, (b) changes in the eight dimensions are expected to cause changes in the CSR multidimensional construct, (c) changes in the CSR multidimensional construct do not cause changes in the eight dimensions, (d) the eight dimensions do not share a common theme, (e) eliminating a dimension (e.g., profit) may alter the conceptual domain of the CSR multidimensional construct, (f) changes in one of the dimensions (e.g., process) is not necessarily expected to be associated with changes in all of the other seven dimensions and (g) the eight dimensions are not expected to have the same antecedents and consequences.

DISCUSSION AND CONCLUSION

This section begins with a discussion of the study findings along with their managerial implications. The primary limitations of the analysis and directions for future research are then proposed.

This study defines the contested CSR construct. The research indicates that CSR is a second-order construct that consists of eight dimensions: process, policy, values, environment, profit, personal, people and politics. In addition, the indicators of each of these dimensions encompass CSR items that comprise the relevant dimension.

The first dimension, process, pertains to measuring long-term activities or business between and among stakeholders. However, the weakness of the current CSR dimension is that there is a greater focus of the criteria on goal-oriented outcomes and the ‘macro’ level of all large corporations (Tuzzolino & Armandi, 1981). In light of this weakness, this present research views CSR as a ‘process’. When managers are more conscious of the social consequences of their decisions, CSR changes from being a goal-oriented to an institutionalised process. Moreover, current management practices, particularly in the field of CSR, are based on outputs rather than processes, which creates difficulties in understanding the concept. One of the primary reasons the CSR framework can be ineffective in practice is that it does not take into account a coherent portfolio of CSR business practices covering all stakeholders (Lamberti & Lettieri, 2009). In fact, top managers have become increasingly aware that CSR is not only an alternative means to increase profitability in the short term but is a pillar representing the company’s system of values and its mission (van Marrewijk, 2004; Willard, 2002). This study holds that firms that consider this dimension for their CSR initiatives are more likely to develop trust in CSR as a means to increase business profitability and stability.

The second dimension, which relates to policy, relies on compliance to regulation that extends beyond legal and ethical conduct. The policy dimension is observed as being a key issue in determining CSR dimensionality. This dimension provokes some unexpected transformations in terms of business values and processes because the common response of some corporations to such allegations is either the development of a CSR policy or a reference to and the potential reform of such a policy. For example, it has recently been argued by some ethical campaigners that the CSR policies of corporations such as Gap and Nike are not as prominent as they ought to be and, as a result, allegations of negligence have been made against them (Rosselson, 2009). These allegations could potentially elicit a number of different reactions (Rosselson, 2009). Some might argue that it is the role of the state to regulate corporations more strictly, whereas some would say that corporations are best left to regulate themselves and to be relied upon to make ethical decisions and comply with policy (Whitehouse, 2006). This paper has found that CSR policy affects people’s opportunities in life, regardless of whether CSR comes from efforts made by the state or by corporations. The current circumstances demand a different type of response and a response can be related to the personal and political ideals of the dimension.

The third dimension, values, relates to determining the core beliefs that help a corporation to differentiate its reputation and identity and that guide communication efforts. This dimension is considered to be ‘invisible’ and begins with issues of image and reputation. In other words, stakeholders appear to see corporate reputation as the key driver to promoting and embedding CSR internally in organisations, and they view corporate image and reputation as leverage to force corporate change towards implementing CSR. Moreover, the values dimension is involved if the goods, services, or activities satisfy a need or provide benefits that contribute positively to the quality of life, knowledge, or safety of firms’ stakeholders (Haksever, Chajanti, & Cook, 2004). Thus, this study proposes that the values dimension is a key driver in framing and embedding CSR in corporate strategy and elicits social values that will enhance prominent and favourable impacts on competitiveness in a core business. Moreover, how a company values its corporate social responsibility department and projects will reflect its world view and corporate culture. By making CSR policies part of ‘corporate value’, the notion of what it means to be ethical is made part of the commercial value of a product. Therefore, immeasurable resources are devoted to the publication of glossy brochures and advanced websites for the CSR division of many corporations. Hence, CSR is something that can be bought and sold like any other product (Nan & Heo, 2007).


The fourth dimension, environment, relates to the effective management and protection of natural resources while balancing this with stakeholders’ activities and interests. Nevertheless, there are corporations that misuse natural resources. The main culprits in this respect are oil, mining, logging and mineral exploitation corporations, with conflict arising over hydroelectric dams and bio-fuel plantations as well as coal, copper, gold and bauxite mines (Vidal, 2009). The central arguments of this sort of allegation are that corporations are involved in activities that will lead to the eventual annihilation of local peoples as well environmental deprivation and loss of biodiversity. An example in this regard includes the Trafigura scandal in the UK, in which the corporation tried to conceal its responsibility for the illegal dumping of waste and the consequent ill health of those who came into contact with it in the Ivory Coast as well as trying to suppress reporting of this by the press (The Guardian, 2009). In this respect, the government’s hydro-energy project in Malaysia, the Bakun dam project, has environmentalists up in arms, questioning the need for the dams and the planned development of the Sarawak State (The Star, 23 July 2008). Although government officials claim the dams will be necessary to meet energy demands, the project has been highly controversial after environmentalists suggested that Sarawak’s national park may be threatened. In many such cases, it is alleged that the state is also complicit in these abuses, supporting the activities of the corporation rather than those of its citizens (Vidal, 2009). From these current circumstances, there is evidence that the stakeholders (e.g., environmentalists) will contribute positive or negative feedback on environmental issues, regardless of whether the project is handled by a corporation or by government entities.

The fifth dimension, which relates to profit, refers to firms making an investment in CSR and consequently seeking monetary gain while fulfilling their economic obligations. This dimension is considered somewhat clichéd, an opinion that is consistent with many other CSR studies (e.g., Carroll & Buchholtz, 2008; Vilanova, Lozano, & Arenas, 2009). In this regard, an important implication of this study of CSR from the stakeholders’ perspective is the understanding that CSR is often associated with monetary gain or profit for the initiator. From the firm’s perspective, however, CSR is often a defensive strategy or is believed to be conducted at the expense of profit (e.g., Milton Friedman). Hence, there has been a long, sustained search for the “business case for CSR”. Given this historical perspective, it is important for a study briefly to address the question of CSR as a monetary expense as well (particularly when the study identified some of the stakeholders as shareholders). Profit is an evaluative condition that requires some clarification.

Accordingly, from the standpoint of Malaysian stakeholders regarding the assessment of the subject, some of the stakeholders perceived CSR as taking place at the expense of profit, but many have agreed that CSR is conducted merely to make more profit. Many firms claim that they really ‘practise what they preach’; however, some of them have also profited from their CSR initiatives. Consequently, the criticism regarding profit in relation to CSR will never end, as it is ambiguous in nature. Perhaps the profit debate is a good illustration of how a developing country adopting CSR (in the legally mandated accountability sense) can be contrasted with developed countries’ defensive claims of CSR practice (in the voluntary sector and ‘beyond the law’). In addition, it should be possible to assert that CSR is used aggressively in Malaysia. This usage also reflects the complexity inherent in a contested concept of CSR due to the relationship between business and society existing in different social contexts.

The sixth dimension, personal, pertains to measuring an individual character, subject to individual perception and expectation. Particularly in recent times, there has been a perception that large global corporations are more socially responsible than small companies. Employees from global corporations are expected to represent top wage earners and average wage earners. One study indicates that, in the United States at least, in the period from 2002 to 2006, the top 1 of wage earners gained 75% of all income growth, a trend that is attributed to an explosion in top wages and salaries (Saez, 2008, p. 2-3). However, are these employees happy to receive huge salaries if their work life is not balanced with their personal well-being? Another common perception of corporations is that they engage in CSR for the sake of their shareholders’ benefit, growth, and wealth. Moreover, Korten (2001) argues that corporations are responsible for causing much of the world’s poverty and inequality. However, there is an argument that CSR has a considerable effect on people’s lives in developing countries such as Malaysia. Recently, a popular sentiment has emerged that CSR also has had a direct impact upon people’s lives in the industrialised, developed countries of Europe and North America in terms of income and wealth from shares, pensions and savings, as well as in terms of job security and inevitable redundancy in difficult economic circumstances. The recent financial crises have emphasised the idea that in many Western societies, corporations wield a great deal of power over people’s lives; this power is increasingly coming under widespread scrutiny. From the above discussion, the salient fact is that everyone sees and responds to CSR in a different way. Therefore, stakeholders may perceive CSR from the standpoint of their own particular interests. For example, as mentioned earlier, firms may think that their employees will be satisfied and that employees’ welfare has been taken care if the firm offers them a high salary. In contrast, the employee may well feel differently. Employees might not be at all satisfied if their working lives and personal lives are not balanced, even if they are receiving a very high salary.

The seventh dimension, people, refers to the objects of a firm’s responsibility and commitment (e.g., shareholders, employees, customers, suppliers, governments, non-governmental organisations and communities). Other studies have also recognised that CSR can be decomposed into people components (Johnson & Greening, 1999) and stakeholder management issues (Hillman & Keim, 2001). In relation to this observation, the Ministry of Women, Family and Community Development of Malaysia, aims to recognise companies that have made a difference to the communities in which they operate through their CSR programmes (New Straits Times, 15 December 2010). In 2010, the Sunway Group received the award in the field of Education, together with Malakoff Corporation Berhad (Environment), CIMB Group (Culture and Heritage, and Community and Social Welfare), Saito College Sdn Bhd (Small Company CSR), L’Oreal Malaysia Sdn Bhd (Empowerment of Women) and Telekom Malaysia (Workplace Practices), while Media Prima Berhad received the Media Coverage Special Award for their CSR initiatives (New Straits Times, 15 December 2010). These awards do not just benefit the companies involved but also the community. This recognition serves both as an example and an inspiration for other companies to follow in these company’s footsteps and help transform the nation’s lives.

However, the focus on CSR may vary a great deal depending on the company’s character. For example, the Body Shop Malaysia represents itself as a beauty and skincare company with a conscience and has hoped, through a campaign, to create widespread awareness of violence against women and communicate the idea of friendship as a means of assisting victims of domestic violence. Since 2000, it has campaigned actively with the Women’s Aid Organisation (WAO), a non-profit-making organisation, and their campaign, which they called Break the Silence on Domestic Violence: Talk to a Friend, has focused on the often hushed-up issue of domestic violence. For a contrasting example, Sime Darby and Kuala Lumpur Kepong Berhad (KLK) employs 2,933 women, most of whom come from disadvantaged backgrounds and hence are not highly educated. As part of its general philosophy of caring, the company provides semi-detached houses with free water and electricity to all its employees. Housing benefits for employees are the same, irrespective of gender. Women employees are also paid the same salary as men, and enjoy more benefits, especially with regard to their health and general well-being. KLK provides regular health check-ups for its women employees, including pap smears and breast examinations. In addition, lactating women are exempted from certain duties, such as spraying chemicals. Nevertheless, a common allegation made against corporations in regards to this dimension is that of the abuse of human rights. Other common allegations that have been made in this regard concern the use of child labour, sexual abuse, and the denial of freedom of speech to corporate employees in many places (Human Rights Watch, 2007). In summary, if corporations want to be profitable in the long run, they should consider the social welfare of internal and external stakeholders, for instance the employees and surrounding community, in their plans.

The eighth dimension, politics, relates to determining the existence of manipulation by certain organisations or individuals’ for their own agenda and interests. An element of this dimension is that corporations are able to potentially take advantage of current situations; for instance, the phenomenon of globalisation. As such, for example, corporations can exert their rights to extract resources and demand people’s land by claiming it for the use of infrastructure development (e.g., building roads or railways), for which they pay low compensation to local people. As a result of these actions, corporations are making a great deal of money. Furthermore, it is also alleged that many corporations are able to take advantage of globalisation by paying employees in developing countries far less than they would be paid in developed countries. However, there are also corporations that have used a CSR agenda for their own benefit and yet at the same time still consider the welfare of the community. In this regard, Malaysian corporations like the Sunway Group, Malakoff Corporation Berhad, CIMB Group, Saito College Sdn Bhd, L’Oreal Malaysia Sdn Bhd, Telekom Malaysia and Media Prima Berhad have incorporated their CSR efforts into their company strategies (New Straits Times, 1 December 2010). Further, corporations can gain advantages from particular technical strategies such as exploiting tax loopholes, transfer pricing and tax havens for their commercial gain. In relation to these types of activities, going beyond Carroll (1979), this paper shows that the political dimension necessarily enhances social welfare despite its pros and cons because it all depends on stakeholders’ perceptions. Thus, this situation reflects back to the personal dimension.

As this paper has emphasised, current CSR research using a formative construction needs to be addressed as a technical specification question to improve specification and usage of the CSR construct. The results have several implications for managers, including guidelines for implementing CSR; for example, the importance of CSR dimensions in terms of CSR success. However, such actions may be poorly implemented simply because firms do not consider the distinction between CSR dimensions. Generally, the findings suggest that when assessing CSR, firms should not employ general measures of CSR, but should ensure that all aspects of CSR’s specific dimensions are evaluated. Indeed, there may be a need to use all eight CSR dimensions, as proposed in this study, because the study results could influence managerial decisions in at least two areas:


a)     Operationalising formative measures of CSR

A simple, direct measure is inadequate; managers who employ direct CSR measures are unlikely to capture the conceptual richness of this multidimensional construct. The proposed higher-order, formative operationalisation of CSR implies that such a measure must contain several CSR dimensions, as their omission prevents a comprehensive understanding of the construct. The failure to specify a measurement model properly can bias estimates of the structural relationships between constructs, and misspecifications can lead to poor or incorrect decision making. For example, a well-intentioned manager of food and beverages might decide to invest in expensive modern technology and infrastructure to improve CSR, thus perceiving an effect on the quality of the product (e.g., healthy food). On the basis of the strength of the structural relationships, the manager makes certain assumptions about the expected impact of shareholders’ value perceptions, shareholders’ future behaviour, and, ultimately, the firm’s return on investment. However, such a decision may be inappropriate if the manager’s measurement instrument over-emphasises the relative contribution of CSR (i.e., expensive modern technology and infrastructure) to enhance the quality and safety of a product by ignoring other aspects of CSR (e.g., profit and policy, as the budget to improve the quality of the range of healthy foods should not neglect the company’s income and policy). The allocation of resources may also vary according to the conceptualisations of CSR. A formative model enables a manager to determine which CSR dimensions are the most influential in forming stakeholders’ relationships. In the preceding example, the food and beverages manager could decide to allocate budgets to smooth the process of producing healthy food. The manager could train workers in favourable environmental practices rather than investing in expensive infrastructure to more cost-effectively influence consumers’ product equity value perceptions. That is, the proposed model indicates the relative importance of each of the formative measures, such that managers do not jeopardise their CSR efforts by focusing on relatively unimportant dimensions of CSR. In the end, the use of poor CSR measures can result in poor and unbalanced managerial investment decisions.

b)    Performance of the company

Stakeholders’ perceptions of CSR depend significantly on CSR efforts and implementation; therefore, the eight proposed dimensions must be an integral part of any CSR strategy. In particular, the formative measurement model decomposes process, environment, people, profit, policy, personal, values and politics dimensions into CSR elemental parts. It is argued that by improving on one or more of these factors, managers can affect CSR performance. The model also demonstrates that across contexts, formative CSR measures provide the strongest drivers of CSR value, supporting the previous literature that highlights these dimensions as essential pillars of the CSR value creation process (Green & Peloza, 2011; Jo & Harjoto, 2011). Therefore, all interaction with stakeholders should emphasise these eight formative dimensions. Managers must focus on delivering reliability and consistency to achieve perceptions of high CSR value. Again taking the example of the food and beverages company, the reliability and consistency in providing a healthy and safe product are critical to the consumers’ perceptions of value. The application of a standard policy developed by the International Organization for Standardization addressing food safety, for example ISO 22000, can have a significant impact on consumers’ value perceptions. Managers therefore should invest in building positive standard policies in food management systems, understand what their products represent to consumers, and consistently reinforce this image at every contact point with stakeholders.

However, managers should also take note of the importance of company profit by incorporating other dimensions of CSR into their measures of company performance and CSR image. The literature reveals the importance of profit-making to a company’s survival, but the findings of this study also emphasise the relevance of other dimensions in the context of CSR formative measures. For example, the political dimension is particularly salient in aspects that are generally ‘invisible’, such as contest participation. Although these efforts show some evidence of the hidden agenda of the programme, they are important alternatives for indirectly boosting sales. Managers need to be aware of the varying effects of the antecedent and cause constructs on CSR. Therefore, managers must recognise that stakeholders attach varying levels of importance to what they perceive to be CSR and therefore understand what balance of dimensions to emphasize, how formative measures affect one another, and where to place them for the firm to have superior performance. In particular, the findings strongly suggest that the mere broad implementation of CSR will not necessarily lead to the desired effect; it may even have a negative effect.

The fact that the existing measurements of corporate social responsibility were developed most likely represents the first and foremost limitation of the study. The researcher had to select the journals beforehand using a key word search. These caveats call for systematic qualitative inquiries examining how stakeholders define CSR. Future research could further examine the extent to which this study acknowledged dimensions of CSR. In particular, more inquiry is needed to validate whether CSR is a formative construct with other related variables, and the CSR scale should be further tested by examining the stability of the eight developed CSR dimensions. Given that future research should consider validating this CSR scale, a number of variables must be tested in structural models. Hopefully, in future, researchers will take more care in making sure that the measurement models used match their conceptualisation. In conclusion, this study led to the development of a practitioner-based model of a CSR multidimensional formative construct that in some aspects differs from the existing measurement model of CSR. Delineating the correct measurement in detail indicates some compliance and a greater understanding of social responsibility towards stakeholders. The research also perhaps indicates a gradual evolution away from focusing solely on Carroll’s (1991) seminal inclusion of economic, legal, ethical, and philanthropic components. With respect to normative and instrumental stances toward the stakeholder, critically, the findings recognise that an operationalisation of CSR should be formed as a multidimensional formative construct.

NOTES

1.      Four independent participants volunteered to be the raters. They are also the participants for the interviews.

2.      Note that the n = 280 refers to the number of categories coded. Twenty-eight definitions were coded, each of which contained 10 potential themes: 10*28 = 280.
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