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ABSTRACT

This study compares the extent of the influence of non-tangible forms of social capital on organisational commitment at Universiti Sains Malaysia (USM), in Penang, Malaysia and two universities in Sumatra, Indonesia, which are, Universitas Andalas and Padang State University (APU). Amongst the academic staff at USM, three social capital factors—collective action and shared values, relational trust and cooperation, and cohesive bonds and connectivity through participation—have a strong positive impact on affective and normative commitments. At APU, only the factor of cohesive bonds and connectivity contributes to affective commitment. Collective action and shared values as well as cohesive bonds and connectivity were shown to have contributed to higher normative commitment. Relational trust and cooperation, which are important indicators of social capital, did not seem to have any impact on the three organisational commitments. At USM, continuance commitment was negatively related to cohesive bonds and was not related to any other predictive variables. At APU, higher collective action and shared values reduced continuance commitment.
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INTRODUCTION

Social capital amongst the staff in an institution is one of the critical factors influencing long-term organisational learning and performance culture. Understanding the role that social capital plays at work and its relationship to positive values and organisational commitment in the workplace is of central importance. These relationships allow us to understand the inner workings of organisations and the way in which people can maintain and improve the performance and learning cultures in their organisations. Cultural and social context matters in organisations, and one of the important tasks of research is to investigate and compare different contexts to attain a deeper and more nuanced understanding of social capital and commitment. Different contexts may produce different results, and even within similar social-cultural environments, differences in local influences and culture can have potentially significant impacts.

Nahapiet and Ghoshal (1998, p. 243) define social capital as “the sum of the actual and potential resources embedded within, available through, and derived from the network of relationships possessed by an individual or social unit. Social capital thus compromises both the network and the assets that may be mobilised through that network”. Social capital comprises three aspects: structural, relational and cognitive. Structural network refers to the networks that a person engages with and the objective structure of external interactions. Structural social capital has the capacity to affect and, in some cases, even replace more formal information sources in terms of its impact on productivity performance and innovation (Burt, 2000). Status in the social hierarchies necessary for knowledge innovation and performance is contingent on one’s ability to access and engage structural social capital (Lin, 1999). An individual possessing good integration into structural social capital can sometimes outweigh another individual who may possess similar or improved levels of “information” or knowledge (levels of human capital) but who may lack such structural integration (it’s not what you know but who you know that counts) (Burt, 1997). The significance of structural social capital and under what conditions it is formed and realised is significant for several reasons. Robert Putnam (2007) argues involvement in broader networks can help to develop capacities that are transferable to local institutions. This is because strong forms of social capital, created through positive interaction in a social milieu, create positive and important competencies that have transferable impacts on the work environment.

Relational social capital refers to “the nature of the connections between individuals in an organisation” (Bolino, Turnley, & Bloodgood, 2002, p. 506), or the quality of interrelations within an organisation (Tsai & Ghosal, 1998; Gonzalez-Brambila, Veloso, & Krackhardt, 2008). As we discussed above, the nature and asymmetry of inclusion and exclusion can deeply affect one’s ability to develop structural social capital (Coleman, 1988). In terms of relational social capital, the extent to which an individual has developed relationships of trust and shares the social norms of his or her colleagues is deeply correlated with issues of personal success and performance (Fukuyama, 1997).

Nahapiet and Ghoshal (1998) argue that the term “relational embeddedness” describes the kind of personal relationships people have developed with each other through a history of interactions. Relational embeddedness is critical for understanding performance and success in organisations. Arguably, relational embedded social capital has an even more important influence on innovation-oriented performance where the quality and nature of relations and cooperative inputs are key to generating innovative ideas, synergies and providing social support for the risks and time necessary to innovate (Moran, 2005).

Cognitive social capital refers to the cohesive perceptions, norms, values, and beliefs and opinions that people have of others in regards to cooperation and trust. Cognitive dispositions manifest as cohesive bonds and positive views in regards to associational activity. Cultural and ideological norms and values that are cognitively held by employees contribute to cooperative behaviour. The existence of positive cognitive social capital can reduce the transaction costs of cooperation in an organisation that otherwise may stymie collaboration and innovation (Bolino et al., 2002). The importance of cognitive social capital is that it rationalises cooperative behaviour in an organisation and makes it respectable and normatively acceptable. Cognitive social capital in our study refers to the significance of self-perception in forming positive social interactions. Positive self-perception and a positive sense of shared cognitive values and norms legitimise interactions and drives cooperative relations.

Social Capital and Organisational Commitment

According to Allen and Meyer (1990), commitment to an organisation can be divided into three essential types: Affective commitment, normative commitment and continuance commitment. Affective commitment develops when the staff becomes involved in and recognises the value and relevance of his/her identity as an aspect of their association with their organisation (O’Reilly & Chatman, 1986). Affective commitment among staff is accentuated when staff feels that the organisation respects and supports them. The development of such affective commitments lies at the nexus between the identities of staff and the way these identities are reinforced and realised through social interactions, social recognition and day to day social capital. Normative commitment develops and is inculcated when the staff internalises the organisation’s norms and values through day-to-day socialisation and engagement. Such socialisation entails staff receiving certain benefits, some tangible and others intangible, that incline them to feel the need to reciprocate and internalise and the values and norms of the organisation. Continuance commitment is based on staff recognising the costs of staying or leaving their organisation. Calculating these costs is the basis of continuance commitment (Rego & Cunha, 2008).

The development of strong interpersonal bonds and loyalties between members of an organisation shows a strong correlation to normative and affective commitment to the organisation. The sharing of norms, values, and affective attitudes between staff underpins successful exchanges and cooperative relationships (Liden & Maslyn, 1998), which are the basis of long-term organisational health and growth. Socially embedded contextual and reinforced practices (aspects of social capital) help to shape forms of commitment to an organisation. These forms of commitment are themselves related to the quality and depth of “job embeddedness” (Holtom & O’Neill, 2004), which is critically influenced by social capabilities and practices in the workplace (Lee, Mitchell, Sablynski, Burton, & Holtom, 2004). The extent to which staff deeply embed and share common norms, values, and forms of affective loyalty to an organisation impacts their capacity to collaborate, perform and innovate.

The production of deep and dynamic social capabilities (Coff & Blyler, 2003) requires normative and affective commitment, which also strongly impact organisational stability. Dynamic social capability rests on long-term development of positive social capital, long-term buy in by staff, and continuous capacity building and learning the culture in an organisation. Deep and dynamic social capability in an organisation is the critical basis for the rapid uptake of opportunities, quick adaption to technology, and the ability of organisations to adapt, compete and perform (Abramovitz, 1986). Normative and affective commitment generates loyalty and continuance in an organisation and suggests that performances that draw upon and express these factors have deeper and “thicker” characteristics.

The key issue at stake is the extent to which an organisation relies on the generation of strong commitments and social capacities as a basis for long-term development of performance. Without critical and dynamic social capacity, which we have argued is grounded in positive development of long-term educative social capital and commitment, performance culture in an organisation is severely diminished. Organisational commitment is “multidimensional in nature, involving an employee’s loyalty to the organisation, willingness to exert effort on behalf of the organisation, degree of goal and value congruency with the organisation, and desire to maintain membership” (Bateman & Strasser, 1984, p. 95). Commitment results in part from solid interaction, membership and engagement with an organisation’s goals and values and engagement in the organisation’s social milieu. Deep commitments to an organisation, its values, and the people in it are the basis of deep social capability building. The dynamism of organisations and their capacity to perform rests on social capacities and commitments, which can never be taken for granted in an organisation and must always be tended.


Numerous studies have been carried out to examine the role of social capital on organisational commitment. Alikhani, Fadavi and Mohseninia (2014) examined the relationship between social capital and organisational commitment amongst regular employees at an Iranian bank. Their findings indicated that social capital, measured in terms of trust and communication, has positive and meaningful contributions to affective, normative and continuance commitment. Similar outcomes were found amongst nurses working for a large Taiwanese medical centre where perceptions of social capital have significantly impacted the extent of organisational commitment, which in turn significantly influenced customer-oriented pro-social behaviour (Hsu, Chang, Huang, & Chiang, 2011). Another similar study on police officers in the Kyrgyz National Police also indicated similar findings between social capital and organisational commitment (Bakiev, 2013). Propensity to trust, a main proxy for social capital, was also found to be strongly related to affective and normative commitments amongst employees of four mid-sized pharmaceutical companies in India (Nambudiri, 2012). Mulki, Jaramillo and Locander (2006) studied the relationship between perceptions of ethical climate, trust, job satisfaction and organisational commitment in the context of pharmaceutical salespeople. They found that trust in the supervisor affected organisational commitment through job satisfaction. The extent of social relationships at work is one of the factors that influenced organisational commitments besides the type of work, rewards, and remuneration and opportunities for promotion and career advancement in the company (Riggio, 2009). Spector (2008) stated that job satisfaction relates most strongly to affective commitment. Similar outcomes were found in other studies such as Watson and Papamarcos (2002) and Cohen and Prusak (2001).

A meta-analysis carried out by Weslund and Adam (2010) summarises 15 years of empirical research based on 65 studies on various spatial levels on social capital and economic performance. They found clear positive connections between different measures of social capital and performance. Stam, Arzlanian and Elfring (2014) synthesised empirical findings from 59 studies (N = 13,263) on the performance effects of entrepreneurs’ social capital. They found that network diversity had the strongest relationship with performance. Another interesting finding from their meta-analysis showed that the social capital—performance relationship was stronger for non-financial performance outcomes, which may include intangible outcomes such as commitment.

The significance of affective and normative commitment to organisational performance over the long term is an important aspect of organisational theory and research. Organisational commitment is largely defined by an employee’s willingness to stay on as part of an organisation. Affective commitment relates to emotional aspects of commitment, continuance commitment relates to the costs of staying or leaving and normative commitment the “feelings of obligation towards the organisation” (Meyer & Allen, 1984, p. 375). Staff with strong continuance commitment will feel no tendency to contribute to their organisation beyond what is needed to keep their jobs (Rego & Cunha, 2008). This type of commitment may lead to undesirable work behaviour (Allen & Meyer, 2000).

Many studies have been carried out to examine the role of social capital on organisational commitment in firms’ environment. Some recent works have expanded their scopes of similar studies to banking and public sectors such as healthcare and police force. However, not many have focused on social capital and commitment in higher education institutions. Our study compares the extent of influence of non-tangible forms of social capital on organisational commitment at Universiti Sains Malaysia (USM), in Malaysia, with two universities in Sumatra, Indonesia, which are, Universitas Andalas and Padang State University (APU). Comparing Indonesian and Malaysian higher educational institutions provides us with an interesting way in which to understand the differences that context can make to researching social capital and commitment. In our study, we take a close look at various aspects of social capital and seek to understand their relationship with affective, normative and continuance commitment. By taking a comparative approach, we aim to elucidate the ways in which different contexts can have effects on how the relationship between social capital and organisational commitment manifests.

We hypothesise that higher social capital levels contribute to higher normative and affective commitment, and lower continuance commitment. This study also analyses the relationship between organisational commitments and respondents’ backgrounds such as age, gender, and length of service.

METHODS

This comparison study is based on responses we have gathered from 376 academic staff from USM and 82 academic staff from APU. As shown in Table 1, data from USM indicated that mean age is 43.2 years, the minimum age is 24 years, and the maximum age is 65 years. Approximately 55% are male, and 62.8% are from the Science Stream and 37.2% are from the Arts Stream. Approximately 25.5% of the staff have been working at the university for more than 16 years, 36.4% for less than 5 years, 26.1% between 6–10 years and 11.2% between 11–15 years. The majority of the staff are senior lecturers (56.1%). 6.9% are professors, 25% are associate professors and 11.2% are lecturers.


Table 1
USM—Descriptive statistics



	Age (n = 365)
	Mean = 43.2 years
	
Minimum 24 years Frequency


	
Maximum 65 years Percent





	Gender (n = 370)
	Male
	
201


	
54.3





	Female
	
169


	
45.9





	
Stream (n = 376)

	
Arts

	
140


	
37.2





	Science
	
236


	
62.8





	
Rank (n = 373)

	
Professor

	
26


	
6.9





	Associate Professor
	
94


	
25.0





	Senior Lecturer
	
211


	
56.1





	Lecturer
	
42


	
11.2





	
Work experience (n = 373)

	
Less than 5 years

	
137


	
36.4





	6–10 years
	
98


	
26.1





	11–15 years
	
42


	
11.2





	more than 16 years
	
96


	
25.5







Table 2
APU—Descriptive statistics



	 
	 
	
Frequency


	
Percent (%)





	Gender (n = 82)
	Male
	
43


	
52.4





	Female
	
39


	
47.6





	
Stream (n = 79)

	
Arts

	
42


	
53.2





	Science
	
37


	
46.8





	 
	 
	
Minimum


	
Maximum





	Age (n = 81)
	Mean = 44.7 years
	
27 years


	
64 years





	KPI
	Mean = 171.06
	
0.81


	
657





	 
	 
	
Frequency


	
Percent (%)





	Campus (n = 82)
	Andalas
	
42


	
51.2





	Padang
	
40


	
48.8





	
Work experience (n = 82)

	
Less than 5 years

	
6


	
7.3





	6–10 years
	
16


	
19.5





	11–15 years
	
18


	
22.0





	more than 16 years
	
42


	
51.2







Table 2 shows the descriptive statistics for APU. Forty-two respondents are from Universitas Andalas, and 40 are from Padang State University. The mean age is 44.7 years, the minimum age is 27 years, and the maximum age is 64 years. Approximately 52% are male, and 53.2% are from the Arts Stream and 46.8% are from the Science Stream. The majority of the staff in both the universities have been working at the university for more than 16 years, 22% have been working there between 11–15 years, 19.5% between 6–10 years and only 7.3% have been working there less than 5 years. Approximately 73% of the academic staff have been working for more than 10 years in their universities, whereas relatively new staff consists of only 7.3%.

Factor Analysis

Data collected from USM and APU were subjected to separate factor analysis, but the same questionnaire was used in both studies. Organisational commitment was measured based on a modified version of an instrument previously developed and validated by Rego and Cunha (2008). It includes 11 items with five-Likert scales instead of 14 seven-point scales given in the original instrument, measuring effective, normative and continuance commitment. The social capital dimension was measured by 27-item five-Likert scales based on various sources that include Wu, Chang and Chen (2008) and Lundvall (2007) and that emphasise major indicators such as trust, social network, sense of belonging, friendship, cooperation and team orientation. The 11 commitment items and 27 social capital items were subjected to principal component analysis (PCA) after the suitability of data for factor analysis was tested. The correlation matrix amongst the items showed most of the coefficients are 0.3 and above. The Kaiser-Meyer-Oklin values were 0.898 (USM) and 0.731 (APU) for commitment components and 0.933 (USM) and 0.694 (APU) for social capital components where all the values exceed the recommended level of 0.6. Barlett’s test was also significant for all components, which supports the factorability of the correlation matrix. PCA indicated three components for both models with eigenvalues more than 1. Varimax rotation was used to facilitate interpretation of factor loadings and coefficients were used to obtain factor scores for the selected factors.

For both USM (Tables 3 and 4) and the APU (Tables 5 and 6) models, three components for social capital—collective action and shared values, relational trust and cooperation, and cohesive bonds and connectivity—were identified based on the items’ groupings after removing the other items with loadings less than 0.4 and also those with cross loadings. The items in each component are similar but not exactly the same for USM and APU as given in Tables 4 and 6, respectively. Only six items were removed from the USM model compared to 12 items from the APU model.


Table 3
USM—Commitments (Factor loadings and communalities)



	 
	
Component


	
Communalities





	
Affective


	
Normative


	
Continuance





	I am proud to tell others that I am part of this school.
	
.860


	 
	 
	
.749





	I am proud to tell others that I am part of this university.
	
.830


	 
	 
	
.706





	I have a strong affection for this school.
	
.865


	 
	 
	
.767





	I have a strong affection for this university.
	
.796


	 
	 
	
.679





	I feel like “part of the family” at my school.
	
.758


	 
	 
	
.666





	I feel like “part of the family” at my university.
	
.666


	 
	 
	
.567





	Even if it were to my advantage, it would not be right to leave my university now.
	 
	
.846


	 
	
.768





	I would not leave my university right now because I have a sense of obligation to the people in it.
	 
	
.865


	 
	
.797





	If I got another offer for a better job elsewhere, I would not feel it was right to leave my university.
	 
	
.850


	 
	
.767





	I remain in this university because I feel that it would not be easy to enter into another organisation.
	 
	 
	
.839


	
.719





	I remain in this university because leaving it would imply great personal sacrifices.
	 
	 
	
.842


	
.728







Table 4
USM—Social capital (Factor loadings and communalities)



	 
	
Component


	
Communalities





	
Collective action & shared values


	
Cohesive bonds & connectivity


	
Relational trust & cooperation





	My colleagues clearly understand the goals and visions of our university.
	
.800


	 
	 
	
.714





	My colleagues and I share the same goals and missions of our university.
	
.782


	 
	 
	
.695





	My colleagues and I are enthusiastic about pursuing the collective goals and missions of the university.
	
.721


	 
	 
	
.661





	My colleagues willingly participate in all relevant aspects of teamwork.
	
.572


	 
	 
	
.604





	My colleagues display a high degree of pride in their duties and the team.
	
.638


	 
	 
	
.619





	I trust the words of the leader.
	
.620


	 
	 
	
.496





	Our leader is sensitive to our opinions and emotions.
	
.551


	 
	 
	
.405





	I always keep promises.
	 
	
.598


	 
	
.451





	I willingly participate in all relevant aspects of teamwork.
	 
	
.669


	 
	
.607





	I display a high degree of pride in my duties and teamwork.
	 
	
.733


	 
	
.652





	I assign high priority to team goals.
	 
	
.638


	 
	
.594





	I have a positive working relationship with others.
	 
	
.695


	 
	
.604





	I approach my job with professionalism and dedication.
	 
	
.719


	 
	
.528





	I share material, resources and information in networking.
	 
	
.542


	 
	
.502





	My colleagues have a positive working relationship with each other.
	 
	 
	
.671


	
.648





	My colleagues approach their jobs with professionalism and dedication.
	 
	 
	
.702


	
.648





	My colleagues are always willing to cooperate.
	 
	 
	
.678


	
.668





	My colleagues trust each other’s competence and knowledge in solving problems.
	 
	 
	
.704


	
.670





	I have confidence in discussing problems (personal) with my colleagues.
	 
	 
	
.616


	
.408





	I socialise outside the university with my colleagues.
	 
	 
	
.510


	
.382







Table 5
APU—Commitments (Factor loadings and communalities)



	
	
Component


	
Communalities





	
Affective


	
Normative


	
Continuance





	I am proud to tell others that I am part of this school.
	
.870


	 
	 
	
.764





	I am proud to tell others that I am part of this university.
	
.875


	 
	 
	
.792





	I have a strong affection for this school.
	
.830


	 
	 
	
.734





	I have a strong affection for this university.
	
.780


	 
	 
	
.689





	I feel like “part of the family” at my school.
	
.799


	 
	 
	
.710





	I feel like “part of the family” at my university.
	 
	
.853


	 
	
.778





	Even if it were to my advantage, it would not be right to leave my university now.
	 
	
.839


	 
	
.754





	I would not leave my university right now because I have a sense of obligation to the people in it.
	 
	
.841


	 
	
.733





	If I got another offer for a better job elsewhere, I would not feel it was right to leave my university.
	 
	 
	
.854


	
.737





	I remain in this university because I feel that it would not be easy to enter into another organisation.
	 
	 
	
.775


	
.670







Table 6
APU—Social capital (Factor loadings and communalities)



	 
	Component

	Communalities




	
Collective action & shared values


	
Cohesive bonds & connectivity


	
Relational trust & cooperation





	My colleagues clearly understand the goals and visions in our university.
	
.649


	 
	 
	
0.507





	My colleagues and I are enthusiastic about pursuing the collective goals and missions of the university.
	
.757


	 
	 
	
0.706





	My relationships with my colleagues are productive.
	
.658


	 
	 
	
0.578





	I socialise outside the university with my colleagues.
	
.579


	 
	 
	
0.434





	My colleagues and I share the same goals and missions of our university.
	
.808


	 
	 
	
0.674





	I often exchange information in an informal way with my colleagues.
	 
	
.637


	 
	
0.422





	My colleagues assign high priority to team goals.
	 
	
.597


	 
	
.447





	I have confident in discussing problems (personal) with my colleagues.
	 
	
.704


	 
	
0.534





	I approach my job with professionalism and dedication.
	 
	
.518


	 
	
0.406





	My colleagues share material, resources and information in networking.
	 
	
.611


	 
	
0.433





	Our leader is sensitive to our opinions and emotions.
	 
	
.643


	 
	
0.523





	My colleagues are always willing to cooperate.
	 
	 
	
.602


	
0.469





	I have a positive working relationship with others.
	 
	 
	
.476


	
0.509





	My colleagues have a positive working relationship with each other.
	 
	 
	
.750


	
0.567





	I have confidence in discussing problems (work) with my colleagues.
	 
	 
	
.652


	
0.498






Three commitment components, affective, normative and continuance, were also identified using the same method and all the items were maintained. Item communalities are considered “high” if they are all 0.8 or greater but these values are hard to come by in real data. In social science studies moderate communalities values of 0.40 and 0.70 are common and acceptable. A communality value of less than 0.40 may suggest that the item does not relate to the other items in the same factor. Communalities for both commitment and social capital components in both models are within the range of 0.44 and 0.80 (except for the last item in social capital components with communalities at 0.382), which indicates that all the items in each factor are related.

Multiple Regression Analysis

Three separate models based on the score values for commitments components—affective, normative and continuance commitments—were analysed to see the influence of social capital on commitment. Rank and work experience were treated as categorical data. In the rank analysis, professors (Prof.) and associate professors (Assoc. Prof.) were compared with the controlled item senior lecturers/lecturers when we wanted to see the extent of their influence on the dependent variable. For work experience, those who have worked more than 16 years, between 11–15 years, and between 6–10 years were compared with those who have served less than 5 years. VIF and tolerance levels for all the models in Tables 1 and 2 also fall within the range that indicates no multicollinearity problem.

DISCUSSION AND CONCLUSION

Tables 7 and 8 present the results of the regression analyses showing the extent of the three organisational commitments that can be explained by the social capital dimensions for USM and APU, respectively. Amongst the USM staff, collective action and shared values, relational trust and cooperation, and cohesive bonds and connectivity through participation tend to have strong positive impacts on affective and normative commitments. However, for APU, only one component of social capital, cohesive bonds and connectivity, contributed to affective commitment. Collective action and shared values as well as cohesive bonds and connectivity were shown to have contributed to higher normative commitment. Relational trust and cooperation, which are important indicators of social capital, did not seem to have any impact on all the three organisational commitments. The extent to which these specific findings suggest the critical importance of cognition and structural connections over the specificity of relational interactions is another finding that needs investigation.

The development of affective commitment is reinforced and expressed through social interactions, social recognition and day to day functioning of social capital in the workplace. Normative commitment develops and is inculcated when the staff internalise the university’s norms and values through day to day socialisation and engagement. Through socialisation in the workplace, staff receive certain benefits, some tangible and others intangible, that incline them to feel the need to reciprocate and internalise the values and norms of the organisation (Rego & Cunha, 2008).

There is a strong body of literature linking organisational commitment with overall and long-term job performance. Negative views about the workplace, negative views about the social interactions at work and a failure of workplaces to generate affective and normative commitments can lead to higher rates of turnover, lack of real engagement with the goals of an organisation and a failure of buy in by staff to the goals of the organisation. In short, the problems of commitment suggest problems with the long-term performance of organisations. Continuance commitment emphasised staff recognising the costs of staying with or leaving the university and basing their commitment solely on this calculation (Rego & Cunha, 2008).


Table 7
USM—How social capital explains organisational commitment



	Predictive variables
	
Criterion variables





	
Affective commitment


	
Normative commitment


	
Continuance commitment





	Collective action and shared values
	
0.353 (0.000***)


	
0.225 (0.000***)


	
0.076 (0.163)





	Relational trust and cooperation
	
0.198 (0.000***)


	
0.318 (0.000***)


	
0.055 (0.313)





	Cohesive bond and connectivity
	
0.461 (0.000***)


	
0.130 (0.004**)


	
–0.153 (0.005**)





	Stream
	
–0.005 (0.907)


	
0.008 (0.885)


	
–0.005 (0.936)





	Age
	
0.105 (0.101)


	
0.079 (0.283)


	
–0.040 (0.618)





	Gender
	
0.032 (0.477)


	
–0.065 (0.216)


	
0.096 (0.093)





	Rank: Professor
	
0.044 (0.397)


	
0.118 (0.049*)


	
–0.017 (0.799)





	Associate Professor

	
0.094 (0.081)


	
0.109 (0.078)


	
0.039 (0.566)





	Work experience



	6–10 years

	
0.016 (0.752)


	
–0.030 (0.616)


	
–0.018 (0.778)





	11–15 years

	
–0.065 (0.198)


	
–0.053 (0.364)


	
–0.065 (0.304)





	> 16 years

	
–0.020 (0.790)


	
–0.183 (0.036*)


	
0.075 (0.428)





	R2
	
0.396


	
0.203


	
0.050





	Adjusted R2
	
0.375


	
0.176


	
0.019





	F
	
19.694


	
7.656


	
1.591





	P-value
	
0.000***


	
0.000***


	
0.100





	Tolerance
	
0.320–0.971


	
0.320–0.971


	
0.320–0.971





	VIF
	
1.030–3.128


	
1.030–3.128


	
1.030–3.128






*p < 0.05; **p < 0.01; ***p < 0.001.


Table 8
APU—How social capital explains organisational commitment



	Predictive variables
	
Criterion variables





	
Affective commitment


	
Normative commitment


	
Continuance commitment





	Collective action and shared values
	
0.181 (0.123)


	
0.342 (0.006**)


	
–0.226 (0.065)





	Relational trust and cooperation
	
–0.095 (0.436)


	
0.157 (0.219)


	
0.115 (0.127)





	Cohesive bond and connectivity
	
0.284 (0.030*)


	
0.315 (0.021*)


	
0.205 (0.364)





	Campus
	
0.475 (0.055*)


	
0.108 (0.670)


	
–0.111 (0.660)





	Age
	
0.010 (0.617)


	
0.005 (0.821)


	
–0.004 (0.852)





	Gender
	
–0.247 (0.336)


	
0.376 (0.160)


	
0.295 (0.269)





	Work experience:



	6–10 years

	
–0.242 (0.625)


	
–0.504 (0.328)


	
0.395 (0.389)





	11–15 years

	
–0.305 (0.549)


	
–0.490 (0.354)


	
0.455 (0.403)





	> 16 years

	
–0.556 (0.355)


	
–0.922 (0.141)


	
0.521 (0.269)





	R2
	
0.228


	
0.219


	
0.137





	Adjusted R2
	
0.112


	
0.102


	
0.007





	F
	
1.971


	
1.875


	
1.057





	P-value
	
0.059*


	
0.073


	
0.408





	Tolerance
	
0.146–0.966


	
0.146–0.966


	
0.146–0.966





	VIF
	
1.035–6.845


	
1.035–6.845


	
1.035–6.845






*p < 0.05; **p < 0.01; ***p < 0.001

As shown in Table 7, continuance commitment in the USM model is negatively related to cohesive bonds and connectivity but not related to any other predictive variables. Staff who feel included and express strong social cohesion seemed to have lower continuance commitment. The APU model in Table 5 indicates that higher collective action and shared values seemed to reduce continuance commitment. Both models show the significance of negative relationships between social cohesion and shared values with continuance commitment in the organisations. The outcomes of our study reinforce findings in the literature on organisational commitment and its connection to social capital and organisational values (Morrow & McEvoy, 1993; Meyer & Allen, 1997; Meyer, Becker, & Vandenberghe 2004; Hsu et al., 2011; Nambudiri, 2012; Alikhani et al., 2014). Collective engagement and cooperation between members of an organisation and the sharing of commonly held values by members of an organisation reduce the importance of calculative considerations for organisational members. The reduction of continuance commitment shown in both the models as a result of shared collective activity and shared values is also a core foundation for a positive and shared sense of professional responsibility. Such characteristics point to the existence of a positive professional learning community that can form the basis of strong social capability (Bogler & Somech, 2004). These findings suggest important possibilities for further research and the importance of social capital to commitment in organisations, especially in non-Western contexts (Suliman & Iles, 1999).

In addition to social capital components, other factors such as age, gender, work experience and rank do not seem to have much effect on organisational commitment. For the USM model, professors seemed to have significantly higher normative commitment compared to senior lecturer/lecturers. However, based on the period of work experience, those who have worked more than 16 years in the institution have lower normative commitment compared to their juniors who have worked less than six years. This is an interesting and possibly counterintuitive finding that needs to be researched in more detail before any conclusions are warranted. For the APU model, Padang State University staffs are found to have higher normative commitment compared to their counterparts at Universitas Andalas. Whether this shows a genuine difference based on history, size of the institution, or homogeneity/heterogeneity, fragmentation and compartmentalisation of the organisational structure or is just the result of sample size is also in need of further elaboration.

The influence of culturally-based aspects of social capital in both Malaysia and Sumatra is also something that needs far more elaboration. Because performance culture is derived from neo-liberal theory, its roots in liberal notions of individual achievement may be in tension with collectivist ideas of propriety and manners found in more collectivist cultures. Fundamental or deep determinants (dynamic capabilities) of performance growth over a long time depend upon social capital and the depth of affective and normative commitment by staff to an organisation. Long-term dynamic organisational learning culture and positive social capital develop forms of affective and normative commitment. Strong moral commitment and the moral identity of academics are not reducible to self-regarding motivation or utility maximisation. Rather, commitment and positive buy-in by academics is rooted in social capital. The result of positive social capital and increased commitment by staff is ultimately a dynamic long-term and fundamental performance environment. The significance of social capital and commitment to the long-term dynamic and fundamental performance culture of all three institutions studied points to the continued significance and importance of studying the social and cultural antecedents of performance and the contribution that social capital plays in generating such performance.


Overall, our study indicates the significance and importance of social capital, shared values and norms to commitment in all the institutions studied. It points to the general importance of socially contextualising discussions about performance culture. The extent of this comparative study is constrained by limited sample size, in particular, for the APU model. Extended research at the universities on institutional differences with a better representative sample size from Universitas Andalas and Padang State University would be able to further strengthen this study and gain more accurate results. Further supplementary research that could provide a more in-depth study using a qualitative approach to enhance and reinforce the findings is recommended.
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ABSTRACT

While a significant amount of research has examined the effectiveness of key account management, there is a surprising lack of studies that examine the dyadic outcome of key account management performance. The present research aims to examine the influence of key account management performance on the key account repeat orders outcome. The study empirically tests hypotheses with the data collected through a self-administered survey from 112 garment companies with a 100% export-oriented business. The results indicate that key account management performance significantly influences the buyer’s repeat order behaviour. We failed to prove the moderating effect of the length of the relationship on the relationship between key account management performance and repeat orders. We provide the theoretical, methodological and managerial implications as well as the limitations and directions for future research.

Keywords: key account management performance, repeat orders, length of relationship, relationship marketing, social exchange theory

INTRODUCTION

In today’s volatile marketing environment, marketers are encountering various forces and factors. These factors have led to customer empowerment, and selling to them requires a focused strategic approach that relationship marketing aims to fulfill. Abratt and Kelly (2002) have noted that companies’ movement from transaction-orientated marketing strategies to relational-orientated marketing strategies has resulted in new management approaches, namely Key Account Management (KAM). In the business-to-business setting, companies initiate relationship marketing principles through a KAM program in to develop closer relationships with important customers (Ivens & Pardo, 2007).


Account management directed towards key customers in business markets can be perceived as a useful execution of durable buyer/seller relationships (Gosselin & Heene, 2005) where perennial interaction takes place between the seller and the key accounts. Barrett (1986) describes KAM as targeting major customers with special treatment in marketing, sales, administration and service. Ojasalo (2001) describes KAM as a relationship-oriented marketing management approach in the business-to-business market that focuses on major customers. Workman, Homburg and Jensen (2003) suggest that KAM serves major customers with dedicated assets. Eventually, repeat customer orders are the logical consequence from those customers with key status and those that enjoy dedicated performance and perks from their vendors.

Given the increased importance of managing these customers with the utmost dedication, there is a need for further empirical examination of KAM performance and its impact on repeat customer orders. Though relevant research can be found in the field of KAM, surprisingly, the examination of the relationship between key account management performance and the repeat orders and how the length of the relationship moderates it, is absent. Regarding performance in terms of repeat orders, no clear understanding exists on the impact of key account management performance on outcome performance (Workman et al., 2003). At the same time, as a Western marketing strategy, studies relating to KAM are missing different cultural perspectives and are not providing these perspectives to key account management (Al-Husan & Brennan, 2009; Tsai & Chen, 2008). For example, Tsai and Chen (2008) mention that, in the Asian context, KAM literature is very rare.

Wagner (2011) mentions that the nature of the buyer-seller relationship is dynamic and that different stages might moderate the relationship between seller development and firm performance. Sharma (2006) opines that key account success undergoes change depending upon the stage of the relationship. Wotruba and Castleberry (1993) find that the length of time the national account management (NAM) program has been in existence appears to impact performance, with older programs showing the best performance. Workman et al. (2003) suggest that future studies should take into account the influence of moderators between key account management performance and its outcomes.

These gaps limit our understanding about how KAM performance impacts customers’ repeat orders and how the length of the relationship moderates the relationship between key account management performance and customers’ repeat orders. Therefore, the purpose of this study is to fill these gaps by answering the following two questions:



	Does KAM performance influence repeat orders?

	To what extent does the length of the relationship moderate the link between key account management performance and repeat orders?


To answer the above two questions and achieve the objectives, the present study tests the conceptual framework using data collected from the readymade garment companies in Bangladesh. Starting in the late 1970s, within a very limited time, the garment sector has become a major player in the economy of Bangladesh and now is second only to China among the world’s largest exporters of apparel, with a USD20 billion-a-year garment industry (Breed, 2012). According to the statistics of the Export Promotion Bureau of Bangladesh, the garment industry represented 78.60% of the country’s export earnings in the fiscal year 2011–2012 (Bangladesh Garments Manufacturer and Exporters Association [BGMEA], 2013) and served the requirements of Wal-Mart, Levi Strauss, Zara, Tesco, Gap, Carrefour, Metro, Marks and Spencer, Kohl’s, JC Penney, HandM, Tommy Hilfiger and other key accounts with more than thirty categories of apparel (Rahman, 2010). The purchase volume, specific requirements, reference power and other advantages, such as research and development capability in fashion and design of these multi- national key accounts contribute to the asymmetrical edge in the buyer-seller relationship in the Bangladesh garment sector (Huq, 2006).

Although low cost of labour, along with efficient producers and good needlework, has made Bangladesh an attractive destination for major buyers of apparel (Murshid, Zohir, Ahmed, Zabid, & Mehdi, 2009), the challenges facing this sector are formidable (Rahman, 2010). Investors travelled abroad to meet buyers and convince them that they are capable of producing clothes, and their success led to repeated orders, as well as to failures and bankruptcy because the buyers had nothing to lose—they could always cancel orders, putting all the financial loss on the suppliers (Haque, 2010). Rahman and Mirdha (2009) point out that the garment industry is the backbone of Bangladesh’s fledgling economy and that any shocks to its system could prove fatal for the growth of the nation and the economy of Bangladesh will be three times poorer (Haque, 2010). Therefore, it is critical for garment company owners to understand how key account management performance impacts repeat orders and how the length of the relationship enhances the key account management performance–repeat order relationship.


LITERATURE REVIEW

Key Account and Key Account Management

Key accounts are those customers who are important to the marketer from both financial and nonfinancial points of view. Pardo (1999) defines key accounts as the customers who are central to the company and who have a real influence on the supplier’s business strategy. Millman and Wilson (1995) define key customer as a customer having strategic importance in the business-to-business market. This strategic importance relates to sales revenue, profitability, centralised buying systems, necessities of special attention and other factors (Barrett, 1986; Colletti & Tubridy, 1987; Cooper & Gardner, 1993; Shapiro & Posner, 2006). The extant literature contains a variety of names; to maintain uniformity for the present study, the term ‘key account’ has been selected from among the alternatives of: key account, major customer, strategic customer, global customer, national account, as they encompass all of these (Sengupta, Krapfel, & Pusateri, 2000).

As these customers are strategically important, managing them properly is crucial for the organisation. Brehmer and Rehme (2009) define key account management as providing for the management and the building of the relationship in a more or less formal arrangement. Zupancic (2008) calls it a systematic choice, examination and management of the most important present and future customers of the company, including the set up and maintenance of needed infrastructure. In mentioning the importance of managing key accounts, Smith (2009) demonstrates that key accounts are key to both partners and their management is different from traditional customer management because key accounts create more than financial value.

Among academics, the definition of KAM differs significantly; this study defines KAM as a supplier company-initiated approach targeted at the most important customers to solve their complex requirements with special treatment that eventually ensures both parties’ financial and nonfinancial objectives (Ahmmed & Noor, 2012).

Key Account Management Performance

Performance means an efficient completion of something that yields expected outcomes for which efforts have been rendered. Webster defines performance, or success, as a favourable or prosperous outcome of anything or any effort attempted. In marketing, performance is determined by the sales volume, the profit margin and the return on the investment made by the marketer (Ofek & Sarvary, 2003). Choice among brands by customers (Meyvis & Janiszewski, 2004), attitude towards the brand and repeat sales, and donations and promotions in the case of non-profit marketing, are also used to measure performance. For the present study, researchers have taken performance in key account management strategy as the attainment of goals for both the key buyer and seller over a long period of time in the key account relationship.

To ensure greater KAM performance, various factors and forces exert influence on it. A proper customer orientation helps the suppliers to know key customers properly and allows them to serve key customer needs well, which in turn ensures the performance of the key account program and organisational outcome performance. In the business-to-business arena, customer perception about the key account management approach affects its performance because the customer’s positive perception influences them to be receptive and develops their commitment toward the program, as long as the relationship does not create any disadvantage for them (Pardo, 1997).

Napolitano (1997) mentions several critical factors for KAM performance, which include the following: selecting key account customers, successful program segmentation, prioritising accounts on the basis of their needs and the company’s strength, reporting to upper management within the selling organisation by key account managers, and executive management sponsorship and involvement. Sharma (2006) found that marketers’ relational assets, relational intimacy, dissatisfaction and changes in the business environment are the prime forces of key account management performance. Al-Husan and Brennan (2009) identified swift access to top management and the authority to communicate with any level in the organisation, the right to make decisions, teamwork and education as prime factors that impact on KAM performance.

A Tie between Key Account Management Performance and Repeat Orders

The present study introduces repeat orders as the consequence of successful KAM performance. Repeat orders refers to the continuation of purchasing goods and services from an organisation (Molinari, Abratt, & Dion, 2008) by a key account customer. Through the performance of the KAM approach, suppliers can be more aware of the customer’s requirements and are better able to meet those requirements with more customised attention that eventually ensures the repeat orders. To date, the primary emphasis of studies has been the impact of key account management performance and these studies find several positive outcomes, such as higher revenue, improving the present market image, customer referrals, expectation of continuity, transfer of market knowledge, improving internal supplier operations, competitive advantage, shareholder value creation and joint ventures (Gosselin & Bauwen, 2006; Montgomery, Yip, & Villalonga, 1999; Pardo, Henneberg, Mouzas, & Naudè, 2006; Selnes & Sallis, 1999; Workman et al., 2003).


Social exchange theory views the exchange relationship between key account customers and garments companies as “actions contingent on rewarding reactions from others” (Blau, 1964). It implies that KAM performance impacts the level of customer satisfaction, which is expressed in the form of repeat orders from the suppliers and which sustains the relationship. Cardozo, Shipp and Roering (1987) report that the advantages to sellers of managing key accounts included increased market share, better customer service and higher customer satisfaction. Psychological investigations show that the rewards can be inspiring (Latham & Locke, 1991) when certain behaviour, such as repeat orders, is developed. Although the above studies identify the positive outcomes, recently Ivens and Pardo (2007) found that higher seller commitment to a key account management approach does not inevitably enhance buyer satisfaction or trust; trust is an important aspect of long-term customer relationships that result in the repeat orders. The possible explanation may be that suppliers did not properly understand the customer’s needs or that there was no strategic alignment. Additionally, various scholars such as Dowling and Uncles (1997) and Sharp and Sharp (1997) have raised questions challenging these positive outcomes. In fact, satisfaction does not always predict continuous purchasing and repeated patronage (Morgan & Hunt, 1994; Oliver, 1999) because if a customer has many available choices, satisfaction will not always keep him or her from switching to other alternatives (Jones & Sasser, 1995). Thus, it is necessary that a study be carried out to examine the issues relating to key account management performance and its impact on key account repeat orders.

The Moderating Role of the Length of the Relationship

The present study uses the length of the relationship as a factor that may moderate the relationship between key account management performance and repeat orders. Both the duration that a relationship exists between buyer and supplier (Palmatier, Dant, Grewal, & Evans, 2006), as well as how the parties regard each other as they pass through various phases (Dwyer, Schurr, & Oh, 1987) are involved. Several studies reveal that relationship duration results in maintenance (Bolton, 1998), continuous museum patronisation (Bhattacharya, 1998) and loyalty, as well as the intention to repeat orders (Seiders, Voss, Grewal, & Godfrey, 2005). Wotruba and Castleberry (1993) discovered that enduring national account management programs impact more profoundly on performance than less lengthy ones because the buyer and seller with an enduring key account relationship are able to know each other, and the relationship can facilitate both parties to achieve their individual and mutual goals. Social psychology literatures clarify that in the early periods of a relationship, individuals have been found to have less reliance in their evaluation of their partners than in the later stages of that relationships (Swann & Gill, 1997). In this regard, Bolton (1998) and Rust, Inman, Jia and Zahorik (1999) argue that this dynamic might also hold for customers’ reliance in their assessment of satisfaction as an outcome of KAM performance. Therefore, in the long-term relationship, customer knowledge from exchanges with the seller act as powerful drivers for relationship consequences (Jap, 1999).

Verhoef, Franses and Hoekstra (2002) mention that the duration of the relationship is an interesting area of study in the field of relationship marketing that has attracted the attention of academics for many years. These studies produce non-uniform findings about the influence of the length of a relationship on the various factors, such as degree of commitment, trust and performance (Verhoef et al., 2002). In the leader-follower relationship, Mossholder, Niebuhr and Norris (1990) find that the longer a follower works for the same superior, the lower the influence the superior’s leadership behaviour has on follower performance, whereas shorter relationships produce benefits from directive and supportive leader behaviour.

Wagner (2011) mentions that the nature of the buyer-seller relationship is dynamic and the stages of the relationship might moderate between seller development and firm performance. Verhoef et al. (2002) explore a small number of studies that considered the length of the relationship as the moderating variable, and it is not clear whether these findings will be applicable to areas other than the field studied. Workman et al. (2003) mention that there may be interactions between key account management performance and moderators, and subsequent studies should take into account the influence of the moderator between key account management performance and its outcomes. Thus, in response to calls for a clearer and deeper understanding of the factors, the present study used the length of relationship as the moderating variable to investigate.

THE THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT

On the basis of the literature review on key account management, the following framework is developed to incorporate the influence of key account management performance on key account repeat orders, with the length of the relationship as a factor that may moderate the key account management performance-repeat orders relationship.

The framework is based on social exchange theory (SET), which incorporates economics, psychology and sociology (Lee, Mohamad, & Ramayah, 2010) and was developed to explain human social behaviour from the economic perspective (Homans, 1958). The basic idea of the proposed framework is that KAM performance is proposed to have a considerable positive impact on the key account’s repeat purchase behaviour, and at the same time, their relationship is moderated by and enhances the length of the relationship. The major proposition behind social exchange theory is that persons behave in ways that add value to the outcomes they regard positively and refrain from those behaviours that impact negatively on the outcomes in the relationship (Rodríguez & Wilson, 2002).
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Figure 1. Theoretical framework



In the key account relationship, the supplier company ensures a higher degree of KAM performance with an implied expectation that the buyer will reciprocate for these benefits with more and higher volume of purchase with the passage of time, although this is not assured. If the buyer does act accordingly, the social exchange will be more prevalent in the long run. Otherwise, the supplier will not be motivated to continue the relationship. Accordingly, a non-governing mechanism ‘relationship’ is developed that governs the relationship between key account buyer and supplier.

RESEARCH HYPOTHESES

In the current study, repeat orders means the continuation of purchasing goods and services from an organisation (Molinari et al., 2008) by a key account customer. Through the performance of the KAM approach, suppliers can be more aware of the customer’s requirements and better able to meet those requirements with more customised attention, which eventually ensures the repeat purchase. Social exchange theory views the exchange relationship between key account customers and garment companies as “actions contingent on rewarding reactions from others” (Blau, 1964). In this regard, Boles, Barksdale and Julie (1997) found that when a seller keeps a customer, it makes it easy to ensure more business from buyers and also enables the seller to serve a buyer better and, possibly, boost sales to that key account.


From the above discussion, it can be summarised that the KAM approach leads to higher key account satisfaction, which in turn ensures business continuation in the form of repeat orders. While previous studies have not examined KAM in the readymade garment industry, evidence from other industries suggests that:



	H1:
	Key account management performance is positively related to repeat orders.




Borrowing from the literature, the length of the relationship is defined as the extent of the relationship between buyer and seller where the parties pass through various phases in how they regard each other (Dwyer et al., 1987). Wotruba and Castleberry (1993) found that enduring national account management programs impact more profoundly on performance than less lengthy ones. Therefore, in a long-term relationship, the supplier experiences recurrent interactions with the customer that exert a powerful influence on the relational outcomes (Jap, 1999).

This indicates that the effect of KAM performance on organisational outcome performance, such as repeat orders, is enhanced by the length of the relationship between key account customers and suppliers because the link between an exogenous factor and an endogenous factor is affected by a moderator (Baron & Kenny, 1986). Therefore, researchers hypothesised that:



	H2:
	The length of the relationship moderates (enhances) the positive relationship between key account management performance and repeat orders.




RESEARCH METHODOLOGY

Sample and Data Collection

For this cross-sectional study, a self-administered survey questionnaire was used to collect data from export-oriented garment companies in Bangladesh, with “the company” considered as the unit of analysis. Merchandising managers, or merchandisers of the merchandising department, represented their company as they deal with international buyers and are perceived as most knowledgeable. When the questionnaire was distributed, it was accompanied by a cover letter that explained the purpose of study to the responding organisation, requested a prompt response and gave assurance that the information provided would not be disclosed and that anonymity would be maintained.


To maintain the parsimony of responses and assess their suitability, interested companies in this survey were finally selected and interviewed based on the following criteria:


	Consideration was given to the company’s most familiar key account customer, in terms of profits or importance;

	The company should have in place a single point of contact, a team, or a special department, such as the merchandising department to serve this key account customer;

	The company should sell garment products directly to buyers or through its own buying house, and

	The person representing the responding company must be a practitioner involved with key account management practices.


Due to the majority of the companies (68.9% of companies) being located in Dhaka city, 2,693 companies (out of 3,920 garment companies) taken from the member list of Bangladesh Garments Manufacturers and Exporters Association website (BGMEA, 2010) are considered as the population.

The study used a systematic random sampling technique to select each element of the sample to distribute the questionnaire. The most common form of systematic sampling is an equal-probability method, in which every k-th element in the frame is selected, where k, the sampling interval (sometimes known as the skip), is calculated as:
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where n is the sample size, and N is the population size (Black, 2010). Using this procedure, each element in the population has a known and equal probability of selection, which makes it functionally similar to simple random sampling (Black, 2010). However, this technique ensured the absence of any hidden pattern of traits in the population because the given population is logically homogeneous, which is necessary to ensure sample randomness (Black, 2010). Following the systematic random sampling technique, 150 companies were fixed as the sample and a total of 140 companies were approached with an English version questionnaire. Because of the inability of collecting responses in the first meeting, respondents were contacted later at a time suitable for their schedule. Finally, 112 completed questionnaires were returned, representing an 80% response rate, which is in line with that of other studies. Previous studies have shown various response rates, including 98% (Abratt & Kelly, 2002), 84% (Lambe & Spekman, 1997), 74% (Sanford & Maddox, 1999), 18.6% (Shi, White, Zou, & Cavusgil, 2010), and 23.3% (Workman et al., 2003). Because the questionnaires were administered personally, a substantially complete response was generally elicited (Hansen & Hurwitz, 1946), and errors were not evident enough to reject any questionnaire. In addition, following the suggestion of Armstrong and Overton (1977), a chi-square (χ2) test was conducted and the statistically non-significant result (χ2 = .001; p < .969; df = 1; n = 112) implied that non-response bias will not significantly affect the generalisability of the study results.

Measures

This research borrowed measures from the extant literature to complete the survey, and Cronbach’s Alpha reliability coefficient was used to ensure the instruments’ internal consistency. A pilot test was conducted with a convenient sample of 30 garment companies in Bangladesh to refine and amend the items as necessary to finalise the actual instrument utilised in this study. KAM performance was measured using one dimension borrowed from the study of the Workman et al. (2003) scale, with a reliability of 0.85.

Molinari et al. (2008) scale, with a reliability of 0.91, was used to measure the repeat orders variable that consists of four items. The length of the relationship was measured using one item borrowed from the scale of Doney and Cannon (1997). Except for Doney and Cannon’s item, each item for the study variables is scored on a 5 point Likert scale with anchors “1 = strongly disagree” to “5 = strongly agree”. In addition, three categories of demographic information, namely the year of establishment of the company, the number of employees and the customer serving capacity per year were collected through a self-constructed ration scale. Measurement reliability and validity were assessed through principal factor analysis.

ANALYSIS AND RESULTS

Through various descriptive statistics, basic assumptions of normality, linearity and homoscedasticity were examined and no serious violation of these assumptions was found. Principal component factor analysis was then conducted to determine the items specific to a scale loading on a particular factor and to decide whether the items’ loading value was greater than the cut-off point suggested by Hair, Anderson, Tatham, and Black (2010). A summary of the scale used, the Alpha coefficient, the items for each variable and their loadings are given in Table 1.


Table 1
Measurement statistics



	Variables
	
Items


	
Factor loading





	Key account management performance α = .710 (Workman et al., 2003)
	Compared to the average account, our performance with this key account in relation to achieving mutual trust is high
	.646




	Our performance with key account in relation to achieving information sharing is intensive
	.726




	Our performance with this key account in relation to achieving a reputation of fairness is notable
	.685




	Our performance with this key account in relation to achieving investments in the relationship is high
	.600




	Our performance with this key account in relation to maintaining long-term relationship is promising
	.741




	Our performance with this key account in relation to meeting sales targets and objectives is outstanding
	.510




	Repeat orders = .797 (Molinari et al., 2008)
	We expect that our key account customer will do more business with us in the next several years
	.814




	We expect the relationship with this key account customer to last a long time
	.785




	We believe that our key account customer is likely to maintain the amount of business with us
	.784




	We believe that our key account customer would continue doing business with us even with modified specification
	.779




	Length of relationship (ratio scale) (Doney & Cannon, 1997)
	How long has your company had business or relationship with this key customer? …years/…month
	



	Demographic information (self-constructed ratio scale)
	
	Year of establishment of the company

	Number of employees of the company

	Key account serving capacity per year


	




Then, the strength and direction of the relationship, which may be positive or negative, were examined with the help of correlation analysis. Table 2 shows high and moderate correlation among these three variables (Cohen, 1988).


Table 2
Pearson correlations of the study variables



	 
	
1


	
2


	
3





	
1


	
1


	
 


	
 





	
2


	
.547(**)


	
1


	
 





	
3


	
.463(**)


	
.253(**)


	
1






** Correlation is significant at the 0.01 level.

1 = Repeat Orders;

2 = Key Account Management Performance;

3 = Length of Relationship.

To answer the first research question, “Does key account management performance influence repeat orders?”, regression analyses were performed, and the result indicated that key account management performance explains a large portion of the variance (30.0%) in repeat orders. The relationship between key account management and repeat orders is statistically significant and positive, thus supporting hypothesis 1, which is given in Table 3.


Table 3
The influence of key account management performance on repeat order behaviour



	Independent variable
	
B


	
SEB


	
β





	Key Account Management Performance
	
.698


	
.102


	
.547






Note: R2 = .300; F = 46.508; Sig. F = .00; *p < 0.05

B = Unstandardised coefficient beta; SEB = Standard error of regression coefficient; β = Beta coefficient

To answer the second research question, “To what extent does the length of relationship moderate the relationship between key account management performance and repeat orders?”, among Bangladeshi garment companies, hierarchical regression analyses were performed to examine hypothesis 2. In testing the moderation effect of the length of the relationship, interaction effects have to first be developed by multiplying the values of the independent variable (key account management performance) by the value of the moderator variable (length of relationship). In the three-step hierarchical regression process, the dependent variable (repeat orders) is first regressed with the independent variable, followed by the moderator variable and finally with the interaction term (interaction between independent variable and moderator variable). The results showed the violation of the multicollinearity assumption where the Tolerance value and VIF values were .009 and 111.682, respectively (Pallant, 2007). To avoid the violations, centering was done (Aiken & West, 1991), and the result (0.4%) indicates there is no moderating effect; thus hypothesis 2 is rejected, as shown in Table 4.


Table 4
Results of hierarchical regression analysis



	
Variables


	
Standardised Beta Step 1


	
Standardised Beta Step 2


	
Standardised Beta Step 3





	Independent variable:



	Key account management performance (KAMPerf)
	
.547


	
.457


	
.450





	Moderating variable: Length of relationship (LR)
	
	
.348


	
.349





	Interaction term: KAMPerf* LR
	
	
	
–.064





	R2
	
.299


	
.412


	
.416





	Adjusted R2
	
.293


	
.401


	
.400





	R2 Change
	
.299


	
.113


	
.004





	Sig. F Change
	
.000


	
.000


	
.391






Sig. = .391; p > .05

The length of the relationship variable does not interact with the predictor variable but has a relationship with the predictor or criterion variable; thus, it is not necessary to reexamine the moderating effect by plotting the graph (Sharma, Durand, & Gur-Arie, 1981).

DISCUSSIONS AND IMPLICATIONS

As the performance of the KAM approach ensures a dyadic outcome, based on the empirical research, researchers are able to establish the relationship between key account management performance and repeat orders. Given the mounting importance of the KAM approach, current studies have highlighted its benefits on outcomes performance. However, these findings contradict a recent study of Ivens and Pardo (2007), who found that higher commitment from the supplier to a key account management program does not necessarily increase customer satisfaction or trust for the supplier, the latter being one of the important factors of long-term customer relationships that result in repeat purchase behaviour. Although it is common sense that this strategy increases key customer loyalty level, Sharp and Sharp (1997) explain that whether or not loyalty programs produce many of the expected effects, it is difficult to judge these findings as proof because loyalty programs significantly alter the repeat-purchase pattern. Presumably, the buyer’s satisfaction with the program, and possibly an asymmetric relationship, are the prime factors influencing a positive relationship between key account management performance and repeat orders.


The most surprising aspect of the research is that the length of relationship does not moderate (enhance) the positive relationship between KAM performance and repeat orders. This finding is contrary to the suggestion of Wagner (2011) and the findings of Noordewier, John and Nevin (1990), who found that a long-standing association between buyer and seller increase performance results. However, the finding is in line with the studies of Duffy and Fearne (2004), who found that the duration of the relationship impacts neither the developing partnership nor the relationship performance.

Theoretical and Methodological Implications

Based on the extant literature, it is argued that studies that examined key account management performance and its resulting impact on outcome performance are limited. In the case of repeat orders, to the best of our knowledge, no research has taken this as the consequence of KAM performance. The present study has filled this gap and has provided evidence for the relationship between KAM performance and repeat orders. In addition, this research has advanced knowledge by incorporating the dyadic outcome (repeat orders) in the study of key account management strategy. Our findings failed to establish the moderating effect of the length of the relationship between key account management performance and repeat orders. Possible explanations may be that in a long-term relationship, the key account relationship becomes transactional and orders become a routine job. This finding initiated a debate in this field, and thus, opened a door for further investigation. Beyond the theoretical implications, this research has shed some light in the field of research methodology. As a multidimensional construct, KAM should be examined with multiple measures. Previous research considered either relational or financial performance measures but ignored its multidimensional facet. The present research incorporated both financial and relational performance measures and, thus, added knowledge in the field of research methodology.

Managerial Implications

A review of the results showed that KAM performance ensures higher repeat orders from the key account customers. A handy explanation for this is that the higher the KAM performance the higher the repeat orders from the customers. In spite of this, management in the organisation should devise KAM programs that ensure a higher degree of key account management performance. This is because customers’ requirements change rapidly, today’s market is more turbulent, and stronger and more sophisticated competitors are available. These factors, together with severe uncertainty, can make today’s positive situation turn negative tomorrow. This justifies continuous efforts by companies to increase their capability to ensure the greater degree of key account management performance necessary for more repeat orders from key accounts.

LIMITATIONS AND DIRECTIONS FOR FUTURE RESEARCH

Some limitations of the present study open the door for future exploration in the field of key account management performance. Firstly, as a cross-sectional study, it has all the limitations of such a design. Secondly, the study considered only KAM performance as the independent variable that affects customers’ repeat order behaviour; there are other unmeasured variables that affect both independent and dependent variables. In addition, there may be an interaction effect as KAM performance ensures buyer satisfaction whose direct result is repeat orders from the particular supplier. Administration of a self-expressive questionnaire from a single source raises the question of common method bias. Future research can be conducted with multiple sources over a longer time by including both buyer and supplier participation to get a better understanding about the impact of KAM performance on outcome performance.
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ABSTRACT

The objective of this research article is to identify the factors of consumer decision-making style in the context of electronic purchasing and test the significance of these factors on the basis of gender and age of respondents through multi-comparison analysis. Data for this report came from a survey of consumers (N = 411) with a structured questionnaire design. Exploratory Factor Analysis (EFA), ANOVA and Post-hoc (for multiple comparisons) were used to achieve the objectives of the study. To contribute to an internationally valid and reliable research instrument for consumer decision-making style in the context of electronic purchasing, new constructs were identified, which we will call Electronic Consumer Style Inventory (ECSI). Consistent with the hypotheses, in general, the extracted factors in consumers’ electronic buying decision-making style are found to be significant on the basis of respondent gender and age. Customers’ evaluations of e-service quality are critical to service firms that aim to improve their marketing strategies; consequently, accurate measurement of e-service quality is a major concern for management. The resultant implications of this research are discussed by the authors and can help e-vendors and marketing managers achieve a sustainable competitive advantage in global markets and enhance their performance.

Keywords: electronic commerce, decision-making style, enhancing performance, post-hoc analysis

INTRODUCTION

In the post-liberalisation period, with an increase in Gross Domestic Product (GDP), rising per capita income and proliferation of brands, there has been a change in Indian consumers’ consumption pattern and shopping behaviour (Khare, 2011; Mukherjee, Satija, Goyal, Kantrala, & Zon, 2011); this change, in turn, has led to a shift in consumption pattern from centring on necessities to discretionary consumption. In 2007, India ranked twelfth among the largest consumer markets and is expected to be the fifth-largest consumer market by 2025 after the US, Japan, China and the UK (Ablett et al., 2007). With rising GDP and disposable incomes, there is a notable change in the spending pattern of Indian consumers (Dahiya, 2012), signalling positive developments in the growth of the e-commerce market in India. A massive array of choices for consumers poses a challenge for marketers who seek to understand customers in these emerging markets (D’Andrea, Marcotte, & Morrison, 2010).

The rapid diffusion of computer and information technologies throughout the business and consumer communities has resulted in dramatic changes (Rajasekera, 2013). The application of the Internet for purchasing behaviour is a notable change in the way buyers and sellers interact (Topaloğlu, 2012). Implementation of e-commerce is changing the economy and affecting all aspects of business globally. Today, no company can afford to ignore e-commerce. E-commerce revenues in India will increase by more than five times by 2016, jumping from USD1.6 billion in 2012 to USD8.8 billion in 2016 (Wigder & Bahl, 2012). An increasing number of global companies are eyeing the rapidly growing e-commerce market in India as the country’s infrastructure is improved and its economy grows. To fill e-vendors’ need for customer services, India is becoming home to some of the finest IT companies in the world (Rajkumar, 2013). Internet penetration in India is 11.4% of the entire population; however, with 5.7% of the world’s population, India is third among the top 20 Internet users’ countries (Internet World Stats, 2012). Internet access is accelerating and is projected to reach 800 million users by 2020 (Technopak, 2012). E-tailing, a sub-set of the e-commerce market, is a new industry in India. Due to robust growth in Internet access for the entire population, the e-tailing market in India will grow at a compound annual growth rate (CAGR) of 70.94% over the period 2011–2015 (TechNavio, 2012). The size of the e-commerce market (which encapsulates all financial transactions conducted on the Internet) in India for 2012 is estimated to be USD10 billion and is projected to grow at a CAGR of 45% to reach USD200 billion by 2020 (Technopak, 2012). With a 41% increase in online users, India has seen growth across demographic segments. Seventy-five per cent of total users are between the ages of 15 and 34, and females contribute to almost 40% of total users; India has one of the world’s youngest online demographics. This trend is expected to continue in the coming years, given the age distribution in India. Within the above age segment, users of 15–24 years of age have made up the fastest growing age segment online, with both males and females contributing to the user growth (ComScore, 2012). Recent trends in retailing have emphasised the critical need for retailers to focus on market segmentation and market specialisation rather than product specialisation and mass marketing (Yoon & Barker, 2013). Indian consumers continue to turn to the Internet to shop for and purchase items, and retailers continue to increase their online visibility through active marketing campaigns. In this environment of a changing behaviour pattern of e-commerce, consumers’ electronic purchase decision-making style factors play a crucial role in helping marketers serve consumers. Therefore, the most significant finding of this study is that there is a clear need for research to identify the factors in consumer decision-making style in India’s growing online market.

LITERATURE REVIEW

Consumer decision-making is a consumer buying decision process that characterises how consumers make purchasing decisions (Kumar & Dash, 2014). When consumers buy goods online, a number of factors may influence their decisions, such as website design, availability of products and e-service quality dimensions. Researchers (Kim, Kim, & Leong, 2005; Hernández, Jiminez, & Martin, 2010; Lee, Shi, Cheung, Lim, & Sia, 2011) have concentrated on investigating factors that influence consumer electronic purchasing behaviour. As one of these factors, decision-making styles have received a significant amount of attention from consumer behaviour researchers (Chen, Chen, & Lin, 2012; Kumar & Dash, 2014) over the years. Understanding consumer decision-making styles is increasingly important due to their inextricable relationship with buying behaviour (Kumar & Dash, 2013). To understand the preferences and needs of different groups of consumers, examining their decision-making styles is important for the marketers and retailers to better understand and serve their customers. Initially, Sproles (1985) examined consumer decision-making style and defined it as “a patterned, mental, cognitive orientation towards shopping and purchasing, which constantly dominates the consumer’s choices and these traits are ever-present, predictable, central driving force in decision-making.” Later, Sprotles and Kendall (1986) refined and developed a shorter version of the original instrument, called the Consumer Style Inventory (CSI), to measure consumer decision-making style. They proposed eight different factors for decision-making style: quality-conscious, brand-conscious, innovative/fashion-conscious, recreation-conscious, price-conscious, impulsive, confused by excessive choice, and brand-loyal. The purchase of goods or services includes a number of factors that affect each decision, and making consumer decisions today is more complex than ever before and even more important for consumers who are confronted with multiple choices for each type of product (Lysonski & Durvasula, 2013). Consumers are besieged by advertising, direct mailing and new articles that provide an abundance of information, much of it with mixed messages (Park & Gretzel, 2010). A series of investigations have tested the generalisability and cross-cultural applicability of decision-making style in different cross-cultural populations, which are depicted in Table 1. These cross-cultural studies on consumer decision-making style confirmed portions of the original style and are not consistent in other cultures.


Table 1
Generalisability test of the CSI in the last decade



	Sr.
	Country
	Studies



	
1.  


	USA
	Wickliffe (2004); Wesley et al. (2006); Chen et al. (2012)



	
2.  


	South Korea
	Wickliffe (2004); Jackson & Lee (2010)



	
3.  


	China
	Tai (2005); Kwan et al. (2008); Zhou et al. (2010); Zhijie et al. (2011)



	
4.  


	UK
	Bakewell & Mitchell (2004); Bauer et al. (2006); Wesley et al. (2006)



	
5.  


	India
	Patel (2008); Mishra (2010); Khare (2011); Lysonski & Durvasula (2013); Kumar & Dash (2014)



	
6.  


	Germany
	Mitchell & Walsh (2004); Bauer et al. (2006)



	
7.  


	South Africa
	Radder et al. (2006)



	
8.  


	Turkey
	Kavas & Yesilada (2007)



	
9.  


	Iran
	Hanzaee & Aghasibeig (2008); Azizi & Makkizadeh (2012)



	
10.  


	Malaysia
	Omar et al. (2009); Madahi et al. (2012)



	
11.  


	Taiwan
	Hou & Lin (2006)




In the context of online channels, Yang and Wu (2007) distinguished between female and male shoppers in their online decision-making styles and revealed differences in purchasing decisions between online female and male Internet users. The applicability of the CSI dimensions to travel-related shopping was established by Park (2007). Park and Gretzel (2010) linked decision-making styles with comparison shopping. They suggested that some consumer decision-making style dimensions influence proneness to comparison shopping, while others have no influence.

Zhijie, Xiangmin and Yanfeng (2011) identified how different decision-making styles produce different behaviour in consumers shopping for apparel online. There is a vast literature available to test the generalisability of the CSI in the context of offline channels; however, in the context of online channels, very few studies are available, especially in India, where no such study has been conducted despite rapid Internet penetration.

METHODOLOGY FRAMEWORK

To collect data, the researchers used judgement and snowball sampling. Initially, a set of respondents was selected on the basis of judgement sampling. Subsequently, additional units were obtained on the basis of information that was given by the initial sampling unit; further referrals were then taken from those selected in the sample. Judgement sampling was based on specific parameters, such as a sample comprising people who had made an online purchase and a sample composed of people whose minimum educational level was some undergraduate education; all samples in the study were taken from two reputable Indian universities. Drenan, Mort and Previte (2006) argued that university students represent a dominant cohort of online users. College students are experienced and regular users of the Internet, representing the most appropriate population of e-commerce users for e-commerce research.

We received a total of 495 questionnaires, and after eliminating incomplete and inappropriate responses, we used a total sample of 411 completed questionnaires for analysis. The study was conducted during the first two weeks of an academic session (July 2012 to November 2012), which is considered a leisurely time for students, during which they have sufficient time to use the Internet and purchase required materials. The demographic characteristics of respondents, such as age and gender, are depicted in Table 2.


Table 2
Demographic profile of respondents



	
	
	
Number of respondents


	
Percentage (%)





	Gender
	Male
	
253


	
61.5





	Female
	
158


	
38.5





	Age

	16–20

	
72


	
17.5





	21–25
	
248


	
60.3





	26–30
	
86


	
20.9





	31–35
	
5


	
1.3






A structured questionnaire with a five-point Likert-type scale was developed in which respondents were asked to indicate their level of agreement (1 = strongly disagree to 5 = strongly agree) to measure their electronic purchase decisions. The items that determine electronic consumers’ decision-making style were developed based on the extensive literature review that was described in section two and is fully listed in the Appendix. A pilot study was designed and conducted to test the instruments that were used for data collection. The pilot test data were collected through a questionnaire that was distributed to academicians, marketing managers and the following two groups of customers: (a) those with less than three years of electronic purchasing experience; and (b) those with more than three years of electronic purchasing experience. Next, a focus group interview was conducted, consisting of open-ended questions and a set of questions in the form of a questionnaire. A total of 30 students were selected for the focus group, with almost equal representation on the basis of gender, type of institution, level of study and positive or negative Internet/online purchasing experience. A focus group was conducted under the guidance of a moderator, and guidelines developed by Morgan (1988) were used during the focus group discussion. Participants were asked to deliberate on items shortlisted from a review of the literature (see Appendix) and suggest other items that they felt were important to add to the final questionnaire. Some items were added to our questionnaire after conducting the focus group interview and pilot test. The final questionnaire contained three sections. Section A contained the demographic profile of respondents, Section B contained the electronic purchasing experience of the respondents, and Section C contained 37 statements related to consumers’ electronic purchase decision-making style.

EMPIRICAL DATA ANALYSIS

The assessment of the measurement model includes the estimation of internal consistency for reliability, which was calculated using Cronbach’s alpha. Reliability coefficients of all variables are higher than the minimum cut-off score of 0.70 (Nunnally, 1978). Each item in each construct has reliability (α) > 0.65, and a correlation total score > 0.50 for each construct indicates convergent validity.


Table 3
Reliability and convergent validity



	
Construct


	
Items


	
Reliability (α)


	
Convergent validity (correlation of item with total score-item)





	Innovative product-conscious
	
7


	
0.919


	0.916, 0.916, 0.916, 0.917, 0.915, 0.916, 0.917



	Brand value-conscious
	
8


	
0.917


	0.917, 0.917, 0.918, 0.918, 0.916, 0.918, 0.918, 0.919



	Trendy/sophisticated
	
4


	
0.724


	0.919, 0.919, 0.918, 0.918



	E-service quality
	
4


	
0.710


	0.917, 0.918, 0.917, 0.918



	Price-sensitive
	
3


	
0.710


	0.911, 0.921, 0.918



	Impulsive buying behaviour
	
3


	
0.713


	0.920, 0.919, 0.917



	Misperception
	
3


	
0.711


	0.919, 0.918, 0.916



	Social consciousness
	
3


	
0.721


	0.916, 0.916, 0.919




Exploratory Factor Analysis (EFA)

The first objective of our research paper is pursued through a factor analysis approach using a matrix of 37 × 37 statements. The details of the model are as follows: The factor analysis mathematical model expresses the variation and co-variation in a set of observed continuous variables y (j = 1, 2, …, p) as a function of factors η (k = 1, 2, …, m) and residuals ε (j = 1, 2, …, p). For person i,
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where vj are intercepts, ℓjk are factor loadings, ηik are factor values, and εij are residuals with zero means and correlations of zero with the factors. In matrix form,
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where v is the vector of intercepts vj, [image: art] is the matrix of factor loadings ℓjk, [image: art] is the matrix of factor variances/co-variances, and ∵ is the matrix of residual variances/co-variances with the population covariance matrix of observed variables Σ,
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We utilised SPSS 21.0 software for this function. The purpose was also to assess the dimensionality, measurement and psychometric properties of the scale items used in the study. After running the factor analysis, the determinant of the matrix is 7.94E–010 greater than 0.000001; therefore, multicollinearity is not a problem for these data (Field, 2000). The data validity for the factor analysis is tested with the help of the Kaiser-Meyer-Olkin (KMO) measure of sample adequacy and Bartlett’s test of sphericity, which represents the ratio of the squared correlation between variables to the squared partial correlation between variables. The value varies from 0 to 1 (Field, 2000). A value close to 1 indicates that the patterns of the correlations are relatively compact and that factor analysis should yield distinct and reliable factors (Field, 2000). After inspecting the factor solution, the item loadings and the anti-image correlation matrix, one item out of 37 was deleted. The remaining 36 items were again subjected to EFA, and a final eight-factor model was estimated, with none of the items exhibiting low factor loadings (< 0.40) or high cross-loadings (> 0.40) (Field, 2000; Hair, Anderson, Tatham, & Black, 1998). The eight-factor solution accounted for 67.86% of the total variance and exhibited a KMO measure of sampling adequacy of 0.808; according to the Kaiser (ref. Field, 2000), this measure is in the good category. For these data, Bartlett’s test was highly significant (p < 0.001). The varimax rotation method was used to enhance the interpretation of the component loading to minimise the number of scales that had high loadings on a particular factor. The rotated component matrix indicated that all of the indicator items loaded very high (above 0.60) on their respective factors and below 0.40 on all of the other factors, and the KMO for each construct was > .50 (Table 4) suggesting good convergent validity and discriminant validity for each latent variable (Field, 2000; Hair et al., 1998) and that the data set was reliable and valid for further research. A result of factor analysis together with the percentage of the total variance for each of the factors is given in Table 5.


Table 4
KMO and Bartlett’s test significance for each construct
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Table 5
Results of factor analysis



	Factor name and statements
	
Mean


	
S.D.


	
Communities


	
Factor loading





	
1. Innovative product-conscious (28.122% of variance explained with 9.843 eigen value)


	
2.08


	
0.79


	
–


	
–





	IPC1

	
2.71


	
1.24


	
0.784


	
0.846





	IPC2

	
2.72


	
1.26


	
0.789


	
0.842





	IPC3

	
2.72


	
1.22


	
0.751


	
0.823





	IPC4

	
2.72


	
1.25


	
0.711


	
0.815





	IPC5

	
2.81


	
1.35


	
0.772


	
0.812





	IPC6

	
2.77


	
1.29


	
0.642


	
0.655





	IPC7

	
2.70


	
1.17


	
0.655


	
0.523





	
2. Brand value-conscious (10.815% of variance explained with 3.785 eigen value)


	
2.21


	
0.96


	
–


	
–





	BVC1

	
2.64


	
1.22


	
0.727


	
0.827





	BVC2

	
2.68


	
1.24


	
0.715


	
0.817





	BVC3

	
2.70


	
1.26


	
0.748


	
0.815





	BVC4

	
2.81


	
1.32


	
0.671


	
0.794





	BVC5

	
2.62


	
1.29


	
0.718


	
0.782





	BVC6

	
2.62


	
1.29


	
0.575


	
0.730





	BVC7

	
2.72


	
1.23


	
0.565


	
0.686





	BVC8

	
2.53


	
1.18


	
0.637


	
0.625





	
3. Trendy/sophisticated (8.468% of variance explained with 2.964 eigen value)


	
2.07


	
0.83


	
–


	
–





	TS1

	
2.55


	
1.23


	
0.765


	
0.851





	TS2

	
2.60


	
1.24


	
0.739


	
0.831





	TS3

	
2.52


	
1.16


	
0.696


	
0.798





	TS4

	
2.68


	
1.25


	
0.659


	
0.737





	
4. E-service quality-conscious (6.671% of variance explained with 2.335 eigen value)


	
1.93


	
0.88


	
–


	
–





	e-SQC1

	
2.74


	
1.30


	
0.717


	
0.770





	e-SQC2

	
2.66


	
1.29


	
0.674


	
0.716





	e-SQC3

	
2.67


	
1.26


	
0.684


	
0.681





	e-SQC5

	
2.79


	
1.35


	
0.703


	
0.664





	
5. Price sensitivity (3.860% of variance explained with 1.351 eigen value)


	
1.93


	
0.88


	
–


	
–





	PSC1

	
2.59


	
1.24


	
0.691


	
0.796





	PSC2

	
2.78


	
1.95


	
0.551


	
0.704





	PSC3

	
2.57


	
1.31


	
0.617


	
0.696





	
6. Impulsive buying behaviour (3.612% of variance explained with 1.264 eigen value)


	
1.81


	
0.72


	
–


	
–





	IC1

	
2.78


	
1.94


	
0.744


	
0.815





	IC2

	
2.50


	
1.24


	
0.678


	
0.767





	IC3

	
2.58


	
1.21


	
0.660


	
0.566





	
7. Misperception by excessive choice (3.196% of variance explained with 1.119 eigen value)


	
1.64


	
0.68


	
–


	
–





	MOC1

	
2.43


	
1.26


	
0.712


	
0.767





	MOC2

	
2.52


	
1.24


	
0.685


	
0.678





	MOC3

	
2.53


	
1.27


	
0.634


	
0.546





	
8. Socially conscious (3.124% of variance explained with 1.098 eigen value)


	
1.56


	
0.529


	
–


	
–





	SC1

	
2.59


	
1.25


	
0.562


	
0.641





	SC2

	
2.72


	
1.22


	
0.641


	
0.586





	SC3

	
2.69


	
1.20


	
0.482


	
0.534






Comparison of Factors on the Basis of Gender and Age

To compare variance and means of factors, we used a one-way ANOVA. The one-way classification refers to the comparison of the means of several (univariate) populations. The first ANOVA test was run on the sample to identify any significant difference in online buying decision-making styles on the basis of the respondents’ gender. The ANOVA results show no such difference of any significance in any of the eight factors (Table 6). The factor innovative product-conscious is equally important for males and females, with F(1, 410) = 12.08, p < 0.05. Individuals of both genders are very conscious of obtaining innovative products during electronic purchasing. For the factor brand value-conscious, there is no difference in opinions by gender, with F(1, 410) = 8.115, p < 0.05. Both males and females seek trendy products in electronic buying, with F(1, 410) = 4.456, p < 0.05. While there is no personal interaction with the customer during electronic purchasing, the e-service quality consciousness factor explains the degree of consumers’ consciousness of e-service quality of e-vendors, and there is no difference between males’ and females’ opinions related to this factor, F(1, 410) = 7.133, p < 0.05 during online buying. There is no difference, F(1,410) = 5.969, p < 0. 05 between males and females related to the factor of price sensitivity. The impulsive buying behaviour factor plays the same role during electronic buying without any difference between the opinions of males and females, F(1,410) = 6.778, p < 0.05. The availability of many brands on the offline market confuses the customer; the same phenomenon occurs during electronic buying, with no gender-based difference, F(1,410) = 8.971, p < 0.05. With growing consumer sensitivity to social and environmental problems, market segmentation based on consumers’ societal orientation is emerging; markets will be evaluated (increasingly) according to the degree to which consumers accept the consumer-citizen concept and buy as individuals concerned not only with their personal satisfaction but also with societal (and environmental) well-being. It is through the analysis of (social and) environmental developments and through new marketing policies that management responds to the pressures and opportunities presented by social/environmental change. People are socially conscious; today, this factor plays a pivotal role both online and offline, and people seek products/services from companies that give back to society, with no gender-based difference, F(1, 410) = 8.199, p < 0.05.


Table 6
ANOVA on the basis of gender of respondents
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Note: *The mean difference is significant at the 0.005 level

The second ANOVA test was run on the age groups sample of multi-generational respondents. The p-values range from .012 to .928, with p-values of consumer decision-making style attributes related to innovative product consciousness F(3, 407) = 2.705, p < 0.05, price sensitivity F(1, 407) = 3.724, p < 0.05, impulsive buying behaviour F(1, 407) = 2.869, p < 0.05 and misperception by excessive choice F(1, 407) = 3.335, p < 0.05 significant at the .005 level. However, multi-generational consumers and respondents in different age groups differ relating to brand value consciousness F(1, 407) = 1.452, p > 0.05, trendy/sophisticated F(1,407) = 0.153, p > 0.05 and e-service quality consciousness F(1, 407) = 1.210, p > 0.05. The significant differences for brand value consciousness reflect the difference in the degree of brand value consciousness for different age groups of multi-generational consumers. Respondents in different age groups have different perceptions about the factors: trendy/sophisticated and e-service quality consciousness characterises their electronic decision-making style.


Table 7
ANOVA on the basis of age of respondents
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Note: *The mean difference is significant at the 0.005 level

The Tukey’s post-hoc tests were conducted for all eight of the consumers’ electronic purchase decision-making style variables to understand the differences among the various age segments. The post-hoc results for “innovative product-conscious” show differences among multiple comparisons of mean differences in respondents’ ages. The results show that for different age groups, consumers’ decision-making styles related to innovative product consciousness have different meanings. For each age group, comparisons with other age groups are not significant on the single confidence interval. The “brand value conscious” variable shows a significant difference between the age groups under 20 and the other multiple comparison age groups. The definition of brand value differs between the groups because the consumers prefer to buy products online. Significant differences among the mean differences of multiple comparisons of different age groups indicate that the definition of trendy/sophisticated varies with different age groups. Different age groups have different perceptions about trendy products during online purchasing. The e-service quality-conscious variable shows a significant difference among multiple comparisons of different age groups, and different age groups have different perceptions related to the factor of e-service quality consciousness in consumers’ electronic decision-making styles. Different age groups have different mind-sets related to the e-service quality conscious factor in electronic purchasing, and the feel-good factor varies according to the age of the consumer group. Identical results for the ‘price sensitive’ variable show that there is a significant difference among multiple comparisons of different age groups and that different degrees of sensitivity exist. The ‘impulsive buying behaviour’ variable shows that the age groups of under 20 and 20–24 do not significantly differ in online consumer decision-making style (p < .05), which is the same in the mean comparison of consumers aged 20–24 and under 20. However, in other age groups of consumers, there are significant differences related to the factors of consumers’ electronic decision-making style. The “misperception by excessive choice” variable shows that the age groups of under 20 and 20–24 do not differ significantly in consumers’ electronic decision-making style (p < .05), which is identical in a mean comparison of consumers aged 20–24 and under 20. However, in other age groups, there are significant differences related to the factor of consumers’ electronic decision-making style. The post-hoc test for the “socially conscious” variable shows that there are significant differences among different age groups of consumers in electronic decision-making style. Consumers of different ages have different thinking processes about the social factor in online consumer decision-making style; they are willing to buy and pay more for the products/services of online retailers that contribute to the societal welfare, and consumers are most conscious of the social factor among the electronic purchase decision-making style factors. They are ready to invest in and buy products from companies that are doing something for social welfare; however, this thinking process varies according to the age group of the consumer.


Table 8
Post-hoc (multiple comparisons) analysis on the basis of age of respondents
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Note: *significant at 0.05 level

CONCLUSION AND IMPLICATIONS

The study identifies the factors in consumer electronic buying decision-making style and compares these factors on the basis of the gender and age of respondents. Good reliability and validity of an instrument is important to the generalisability of findings (Churchill, 1979). This study found that the CSI as previously established is not a reliable and valid measure of consumer decision-making styles in the context of electronic purchasing. This study contributes to the literature the following new factors: innovative product-conscious, trendy/sophisticated, e-service quality-conscious, and socially conscious and concludes that consumer decision-making style factors vary according to consumers’ mode of purchase. It is crucial for e-service vendors to keep a close watch on customer satisfaction, customer loyalty and customer intention to recommend the company. However, because there is no personal interaction between buyers and sellers in electronic buying, it is difficult to properly gauge customers’ perceptions and needs. The findings of this research can help e-service providers target potential customers and minimise their costs in segmenting groups for market positioning.

The e-service quality of service providers affects consumers’ electronic buying behaviour even simply in that high quality minimises consumers’ confusion in assessing the availability of a number of products and brands on e-retailer websites. This study shows no gender difference in these extracted instruments of consumer electronic decision-making style. E-service providers (e-retailers) and marketers can use this information to be more strategic in segmenting and targeting electronic consumers and positioning their brands. Online service provider managers manifest significantly higher levels of commitment than their offline service provider counterparts. Changes in decision-making style show that consumers are now more conscious about their electronic purchasing. These changes may signal that Indians are becoming more materialistic and more focused on the products that they buy electronically, which can lead to excessive consumption and debt. The Indian consumer market will largely be an urban affair, with 62% of consumption occurring in urban areas versus 38% in rural areas by 2015 (Ablett et al., 2007). This change represents an important opportunity for many companies; however, seizing it will completely depend on how well we know our target consumers’ behaviour and understand their decision-making factors; in this way, the findings of our study can help e-retailers and marketers. Moreover, this study shows that while there is no gender difference in the extracted factors of electronic users in our target sample, there are differences in some factors (brand value, trendy sophisticated and e-service conscious) on the basis of age group. Managers of electronic service providers must focus on these factors if they are considering the age of respondents in their target groups. These findings have theoretical and managerial implications for managing the adoption of new marketing strategies in India and are significant because the increased competitive environment necessitates effective marketing strategies by MNC subsidiaries in diverse markets.

LIMITATION OF THIS STUDY

This article reports an empirical data analysis to expand the research on consumer decision-making style and antecedents in the context of the growing electronic market in India only. Snowball sampling, which is non-probabilistic, is used for sampling; consequently, there is some chance of business in the result because the target population of interest that was referred by the referral group and for the generalisability of the results can be tested by probability sampling methods.
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APPENDIX

Summary of the Factors and Sub-Factors of Consumer’s Decision Making Styles Evaluations



	Dimensions
	Sample items
	Support references



	Innovative product conscious

	

	Varieties of brands

	Attractive features

	Up-to-date products

	Innovative style

	The best quality products

	High standard and expectations

	Specialty electronic stores’ products a


	Wang et al. (2004); Kwan et al. (2008); Mishra (2010); Kumar and Dash (2014)




	Brand value conscious

	

	Brand loyal

	Favourite brands

	Number of branded companies products

	Wish to purchases the best brand

	Value for money

	Care of purchase brands

	Brand loyalty

	Online advertised brands


	Wickliffe (2004); Mishra (2010); Park and Gretzel (2010); Zhijie et al. (2011); Mukherjee et al. (2011); Lysonski and Durvasula (2013)




	Trendy sophisticated

	

	Trendy products

	Product satisfaction

	New products

	Hard to choose stores to shopa


	Mishra (2010); Kumar and Dash (2014)




	E-service quality conscious

	

	Time saving

	Convenient

	Easy accessibility

	Attractivenessb

	Personal information


	Kumar and Dash (2013)




	Price sensitive

	

	Online products price comparing

	Economical a

	Time taking to shop online


	New items




	Impulsive consumer

	

	Careful plan to shop

	Impulsiveness

	Change regularly online buying brands


	Frijda (2010); Verhagen and Van Dolen (2011)




	Misperception by over choice

	

	Availability of many online brands

	The harder it seems to choose the best

	Hard to choose which online store to shop


	Kwan et al. (2008); Yao and Zhijie (2011); Lysonski and Durvasula (2013)



	Socially-conscious

	

	Give something back to society

	Willingness to pay extra a

	Online store and society welfare


	New items





Notes: a added after pilot testing and focus group interviews; b item deleted because of low factor loading.
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ABSTRACT

A definition of the effective methods of risk management in R&D projects has remained elusive. Similarly, there have been calls to devise effective risk management methods in R&D projects. To develop this area further, the purpose of this study is twofold. First, it validates the veracity of claims about the urgency of introducing effective methods of risk management to R&D projects in South Australia based on nine unstructured interviews with experts. Second, the study presents the outcomes of two case studies that deployed the extended version of the failure mode and effect analysis, namely, the RFMEA method in a South Australian organisation, to investigate how the method can facilitate the identification of effective contingency plans to mitigate high-priority risks. The findings showed that the RFMEA method would be effective for project managers in dealing with risk management issues in R&D projects. The discussions presented will provide guidelines for practitioners in the industry.

Keywords: research and development, project, risk management, FMEA, RFMEA, South Australia

INTRODUCTION

Many organisations have come to understand that to survive in the ever-increasing competitive and globalised marketplace (Teller, 2013), adopting technological innovations constitutes a key strategic objective (Wang, Lin, & Huang, 2010; Hosseini, Chileshe, Zuo, & Baroudi, 2014). This makes Research and Development (R&D) projects a source of strategy (Mikkola, 2001) and performance improvement for organisations (Bedeian, Ferris, & Kacmar, 1992; Mojtahedi, Mousavi, & Makui, 2010). However, the implementation of technological innovation through R&D projects is not without its challenges. These projects are rife with risks and uncertainties at every stage of the project lifecycle (Gassmann & Han, 2004); thus, managing the risks is a significant challenge for R&D project managers (Moehrle & Walter, 2008; Liu & Han, 2014). Furthermore, the close link between project risk management and a project’s success is widely acknowledged (Teller, 2013; Perera, Rameezdeen, Chileshe, & Hosseini, 2014). This stresses the central role of effectively managing risks to increase the success rates of R&D projects.

Uncertainties in an R&D project originate from a wide range of sources that have the potential to adversely affect the project’s success (Gassmann & Han, 2004; Sicotte & Bourgault, 2008; Jalonen, 2012). Presumably, the large number of sources of these uncertainties implies a large number of project risks and adverse effects. Not managing the risks associated with these diverse sources of uncertainty in R&D projects has historically resulted in very low success rates (van Zyl, du Preez, & Schutte, 2007; Wang, Lin, & Huang, 2010; Wang & Yang, 2012). To improve the success rates of these projects, project managers must apply specific methods and techniques that will allow them to identify and manage these uncertainties as effectively as possible.

Empirical evidence has acknowledged the effectiveness of the extended version of the Failure Mode and Effect Analysis (FMEA), namely, Project Risk FMEA, known as RFMEA, compared to other existing methods in identifying and prioritising major risks (Carbone & Tippett, 2004; Mastroianni, 2011). The foregoing method may constitute a remedial solution to address the issues concerning risk management in R&D projects. However, the literature lacks inquiries that substantiate the claims regarding the effectiveness of the RFMEA risk management model in the R&D context.

This paper aims to investigate how the RFMEA model can help identify effective contingency plans to mitigate high-priority risks in R&D projects undertaken by South Australian organisations. Specifically, it aims to investigate whether the RFMEA risk management model, as one of the most prominent models available, is successful in identifying effective risk contingency plans.

LITERATURE REVIEW

The term “risk” has conventionally been used to refer to any sort of unpredictability associated with the outcomes of an organisation (Miller, 1992). Smith and Merritt (2002) and, more recently, Perera et al. (2014) defined the management of risks as a systematic approach to the identification, assessment, evaluation, and ranking of the associated risks followed by the allocation of the necessary resources to monitor, control, and minimise any adverse impacts of undesirable events. Evidence has demonstrated that many successful organisations realise the benefits that risk management has to offer to improve project performance and success (Teller, 2013). Thus, one of the core competencies of these organisations is an effectual and comprehensive risk management system, as postulated by Hung (2012). Risk management has been regarded as the yardstick for evaluating good control for a wide range of organisations, according to the seminal work by Power (2007).

Risk Management in R&D Projects

By its very nature, R&D is a process that is riddled with uncertainty (Doctor, Newton, & Pearson, 2001; Liu & Han, 2014), and with uncertainty comes risk. R&D and new product development (NPD) projects are influenced by numerous factors (Balachandra & Friar, 1997). Likewise, the levels and types of major risks in R&D projects are altered dramatically by those factors (Oswald, 1996). The collective impact of the uncertainties associated with these factors could be construed as the main reason behind the historically low success rates of such projects (Landy, 2001). In practice, it is the ineffective management of uncertainties and risks that results in poor project performance (Mastroianni, 2011). Presumably, these could be overcome by applying more effective risk management techniques (Keizer, Vos, & Halman, 2005; Mu, Peng, & MacLachlan, 2009).

R&D projects in organisations are among the most critical functional interfaces (Mousavi, Tavakkoli-Moghaddam, Azaron, Mojtahedi, & Hashemi, 2011). However, R&D projects suffer from the adverse influence of a wide range of risks (Pinto & Covin, 1989). This problem is further compounded by the lack of knowledge about the factors that create the additional uncertainty in projects that support innovations in organisations (Jalonen, 2012).

Leung and Isaacs (2008) conducted a study that assessed the risk management methodologies used by various R&D organisations around the world in an attempt to identify best practices that could be adopted in public sector R&D projects. Their study found that some of these frameworks were more applicable to specific types of industries than to others. The results were later confirmed in the research study conducted by Vargas-Hernández, Noruzi and Sariolghalam (2010). Existing risk management techniques are targeted to industry needs, and as such, they have been found to be insufficient in effectively managing the risks associated with R&D projects (Ouédraogo, Groso, & Meyer, 2011). For this reason, several studies have been conducted in an attempt to identify specific risk management practices that work for R&D projects.


One such study is by Kwak and Dixon (2008), in which the authors identified practices such as the employment of risk experts and the use of analytical tools for risk-based decisions as effective in R&D projects. Some studies have investigated the barriers to and drivers of effective R&D project risk management with a bias towards the organisational environment and style of leadership (Eisenhardt & Graebner, 2007). The study conducted by Wageman (2004) examined risk management in R&D projects using a process similar to those described above. However, he identified a set of specific tools and techniques that can be applied to better manage risks in R&D projects, including checklists and templates. He also suggested the employment of risk experts to facilitate the risk management process. However, Wageman (2004) warned of the potential inconsistencies in doing so as a result of the widely differing opinions that may come from various experts in a given field.

As for measuring R&D project success, there have been a number of recent studies to identify specific risk management tools and techniques that can be used by R&D and NPD project managers to manage uncertainties more effectively. Keizer and Halman (2007) conducted a number of case studies to ascertain the types of risks that are typical of R&D and NPD projects. They identified two main types of risks: firstly, “unambiguous risks” (risks associated with consumer acceptance and marketing); and secondly, “ambiguous risks”, which occur when there is a difference of opinion concerning the organisation and project management (as reliable estimates of required resources) (Keizer & Halman, 2007, p. 35). Based on this, they put forward a list of recommended actions that R&D project managers could adopt to assist in the better identification and management of critical project risks. They suggest that project managers pay serious attention to ambiguous risks because they have the potential to threaten project success. A literature review conducted by Park (2010) also identified two main types of risks in R&D projects. These risks were categorised as internal and external. Risks that originate from the operational, technological and organisational aspects of the project were categorised as internal, while risks that originate from the market and supplier aspects were classified as external.

Once the risks have been identified, contingency plans and strategies must be developed and applied. Due to the inefficiencies of existing risk management methodologies in managing uncertainties in R&D and NPD projects, some researchers have developed entirely new risk management frameworks. Table 1 illustrates an array of studies that focus on the risk management frameworks developed for R&D projects.


Table 1
Summary of risk management frameworks for R&D projects



	Reference
	Summary of Methodology/Framework



	Kwak and Dixon (2008)
	This framework contains 13 best practices: develop a risk decision-making model, approach risk management analytically, involve team members, use flexible tools, draw upon academic research, use analytical tools, assess risks continuously, benchmark, incorporate risk management into project timelines, outsource, manage regulatory risk efficiently, use scenario planning and employ risk experts.



	Wageman (2004)
	This framework resents specific tools and techniques that may be used to aid in risk analysis and prioritisation. These include checklists, templates, expert interviews, plan evaluations, decision analysis, network analysis, and cost and schedule risk simulation.



	Vargas-Hernández (2011)
	This framework utilises a four-phase risk management methodology, namely, identifying parameters, analysing, solving and monitoring, and learning.



	Wang and Yang (2012)
	This framework incorporates managerial flexibility into R&D project planning to decrease technical and market risks.



	Wang, Lin and Huang (2010)
	This framework aligns R&D project risk management with corporate strategy and a performance measurement system to increase success rates and achieve corporate objectives.



	Souza dos Santos and Cabral (2008)
	This framework proposes a risk management model that combines FMEA with the PMBOK risk management methodology to improve risk identification and action planning.



	Carbone and Tippett (2004)
	This framework applies the FMEA principles to project risk analysis (to improve the prioritisation of risk contingency planning).



	Park (2010)
	This framework presents a three-stage risk management process consisting of risk assessment, risk management and performance measurement, and risk reduction and performance increase.




Failure Mode and Effect Analysis (FMEA)

As mentioned in Table 1, Failure Mode and Effect Analysis (FMEA) is one of the most commonly used techniques for reducing the risks associated with NPD projects (Segismundo & Miguel, 2008; Mastroianni, 2011). It aims to identify and prioritise the potential failure modes before failures occur and evaluate the effects of these failures on the production process. The FMEA technique expands the traditional risk evaluation process by including a detection factor for each project risk in addition to the likelihood and impact factors. This detection factor represents an organisation’s ability to detect a product fault before it is shipped by the manufacturer (Carbone & Tippett, 2004).

While FMEA is used to reduce the risks associated with the technical aspects of the design and planning processes of product development, RFMEA is used to quantify and analyse risks, specifically in the project environment (Mastroianni, 2011). The difference between the two techniques is in the definition of the detection technique. For FMEA, the detection attribute is assigned a high value if a company has no method of detecting that a product fault will occur and a low value if they do have the ability to detect a fault. For RFMEA, the detection factor is a measure of the ability to foresee a particular risk event with sufficient time to plan for it (Carbone & Tippett, 2004).

The foregoing methods seem to be accepted as effective strategies within the literature, but their effectiveness in the R&D context has remained elusive. The literature review reveals the lack of research on these methods for R&D projects. Even the authors of the available case studies have noted that result generalisation becomes tenable only after the process has been replicated in other contexts and for more cases (Segismundo & Miguel, 2008).

To address this paucity of research, this paper focuses on extending the research undertaken by Mastroianni (2011) in two ways. Firstly, it applies the RFMEA technique to South Australian R&D and NPD case study projects to determine if it offers improvements in identifying critical project risks over other techniques. Secondly, it applies the RFMEA technique to project risks after their contingency plans have been put into action, thus assessing whether the RFMEA technique also identifies effective risk contingency plans.

RESEARCH METHODS

The main research method in this study encompassed the identification of appropriate South Australian R&D organisations and the selection of projects within them as case studies. The RFMEA model was applied to the risks identified on each project to firstly identify the most critical project risks and to secondly determine the effect of the proposed contingency plans on those risks. The RFMEA technique was applied to the existing risk registers of South Australian R&D projects to determine if it provided increased effectiveness in identifying and managing critical project risks.


To source the case study projects, South Australian organisations that undertake R&D projects as part of their core business were approached to participate in this research project. One particular company with a specialisation in system integration and industrial automation for private and public customers agreed to take part and is hereafter referred to as The Company. Once this company was selected, a review process was undertaken to identify potential projects that could be used as case studies for this research. Two main criteria were used to select suitable projects within the company:

a) The projects contained both a research and a development component

b) The projects maintained active risk registers
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Figure 1. RFMEA process



Based on these criteria, two projects hereafter referred to as Project A and Project B were considered as case studies. The data analysis for this research project commenced by retrospectively applying the RFMEA risk management technique to the original risk registers of Project A and Project B. The procedure for conducting this study is described in the following sections for both of the case studies. As depicted in Figure 1, the RFMEA technique prioritises risks based on five parameters:


	The likelihood that a risk will occur

	The severity of the effect on the project should it occur

	The Risk Score (RS) for a risk (RS = likelihood × severity)

	The detection factor for a risk, i.e., the ability to foresee its occurrence

	The Risk Priority Number (RPN) for a risk (RPN = RS × detection factor)


The second method of data collection involved undertaking interviews with experienced R&D project managers. Following the collection and analysis of the data from the case study projects, interviews were conducted with project managers with extensive experience in managing R&D/NPD projects. The main reasons for conducting the interviews in addition to analysing data from case study projects was to determine if the interviewees agreed that improved risk management methods on R&D projects were required, as implied by previous studies.

The interviews consisted of ten open-ended questions. Nine interviews were conducted with R&D project managers, two of which originated from the organisation in which the case study projects were sourced. The interviewees were from three different R&D organisations, each from a different industry. This provided a wider cross-section of R&D projects undertaken in South Australia, thus constituting a fair representation of current risk management practices applied to R&D projects in general.

RESULTS

The Need for Improved Risk Management Methods in South Australia

All of the interviewees agreed that risk management is vital to the success of R&D projects. However, the various risk management methodologies currently adopted within the interviewees’ organisations varied in their maturity and level of formality. Those with methodologies in their infancy were content to continue using them to enable a proper assessment of their performance and therefore suggested that a new methodology was not required at this point in time. Overall, out of the nine Project Managers interviewed, 77.8% believed that their respective organisations would benefit from a new, more structured risk management methodology for their R&D projects with the following provisos:


	The new methodology would need to be flexible and adaptable to accommodate the uncertainty associated with the research component of R&D projects. For example, a methodology that comprises a baseline set of processes, procedures and templates that could be tailored to suit each individual project was suggested as a good starting point.

	The new methodology must not be intrusive, i.e., it must involve relatively simple processes and procedures such that it does not impose a significant overhead to the execution of the project.


Implementing the RFMEA Method

Project A

The original risk registers for Projects A and B are shown in Tables 2 and 3, respectively. The risks identified in Project A fell into four main categories, namely, Risk Project (RP), Risk Design (RD), Risk Manufacture (RM) and Risk Commissioning (RC). The original risk register showed that before the application of any treatment plans, there were four project risks rated as Extreme (E), namely, risks RP-001, RP-002, RM-001 and RM-002. The remaining risks were rated as High (H), with the exception of risk RM-004, which was rated as Medium. The risk management methodology applied by the company dictates that treatment plans need to be devised for all project risks that are rated in the E and H categories. As there was only one project risk that did not fall into this category, The Company developed treatment plans for every risk listed in the risk register. The risks were then re-categorised in the context of having applied their treatment plans. This resulted in the category of all of the project risks being reduced by one level; for example, risks that were previously categorised as Extreme were now categorised as High.


Table 2
Original risk register for project A



	Item
	Key Result Area
	Potential Hazard
	Likelihood
	Severity
	Risk Score*



	RP-001
	Customer Satisfaction
	Project Risk 1
	
B


	
4


	
E





	RP-002
	Customer Satisfaction
	Project Risk 2
	
B


	
4


	
E





	RP-003
	Scope
	Project Risk 3
	
C


	
3


	
H





	RD-001
	Technical Result
	Design Risk 1
	
C


	
3


	
H





	RD-002
	Scope
	Design Risk 2
	
C


	
3


	
H





	RD-003
	Technical Result
	Design Risk 3
	
C


	
3


	
H





	RM-001
	Schedule
	Manufacture Risk 1
	
B


	
4


	
E





	RM-002
	Cost
	Manufacture Risk 2
	
B


	
4


	
E





	RM-003
	Technical Result
	Manufacture Risk 3
	
B


	
3


	
H





	RM-004
	Schedule
	Manufacture Risk 4
	
C


	
2


	
M





	RM-005
	Schedule
	Manufacture Risk 5
	
B


	
3


	
H





	RC-001
	Schedule
	Commissioning Risk 1
	
B


	
3


	
H





	RC-002
	Community/Stakeholder
	Commissioning Risk 2
	
C


	
3


	
H






Note: *Risk Score was calculated by multiplying likelihood and severity

Concerning the adoption of the RFMEA process, the first step was to calculate a numerical Risk Score (RS), as shown in Figure 1. However, as the scales used by the company for the likelihood and severity factors did not allow a numerical RS to be calculated, they were replaced with equivalent scales with a range of 1–10. Using these new scales, an RS was calculated for each project risk by multiplying the values of the likelihood and severity factors together. The next step in the RFMEA process was to plot the RS values for all of the project risks on a bar chart. This produced the RS Pareto chart shown in Figure 2.


[image: art]

Figure 2. Project A – risk score Pareto chart



Figure 2 shows that there are four risks with the highest RS value, namely, RP-001, RP-002, RM-001 and RM-002. The same risks were classified as E in the original risk register. Based on the profile of the RS Pareto chart, a critical value (i.e., threshold) was selected to identify the risks that are most critical to the project. There is no systematic procedure to specify such criteria, as noted by Carbone and Tippett (2004). The authors stressed that the selected criterion will be used only as a starting point for classifying project risks. Based on the profile of the RS values shown in the Pareto chart for Project A (Figure 2), the maximum risk score was almost twice the risk in the study by Carbone and Tippett (2004), in which the threshold was considered to be 20. Thus, a critical value of 40 was selected for the current study.

The next step in the RFMEA process was to add a third factor, i.e., a detection factor for each risk in the risk register. This detection factor reflects the project team’s ability to foresee that a risk will occur and plan for it (Carbone & Tippett, 2004). In alignment with the former study and after consultation with the Project Manager of Project A, a numerical detection factor in the range of 1–10 was assigned for every project risk. This was then multiplied by each risk’s RS to arrive at the RPN. As was the case for the RS, a Pareto chart was constructed using the RPN values of all of the risks listed in the risk register. This chart is shown in Figure 3.
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Figure 3. Project A – risk priority number Pareto chart



Again, a critical RPN value (i.e., threshold) was necessary to identify the critical project risks. However, as postulated by Carbone and Tippett (2004), there is no scientific protocol for calculating the critical value of RPM. Additionally, Mastroianni (2011) commented that such leeway in defining RPM and RS makes the risk management process for each project unique. Based on the profile of the RPN Pareto chart for Project A (shown in Figure 3), a critical RPN value of 180 was selected. This value was chosen as the maximum RPM of the current study because it was almost 1.5 times higher than that of the study by Carbone and Tippett (2004). Consequently, the critical RPM was considered to be approximately 1.5 times 125 as the critical value of RPM in Carbone and Tippett (2004). The selected critical RPM was consistent with the guidelines for selecting critical RPM put forward by Bluvband and Grabov (2009). By introducing the RFMEA technique, there was now a second attribute (namely the RPN) that could be used to prioritise the risks, thus providing a more robust prioritisation mechanism. By constructing a scatter diagram that has the RS values plotted along the x-axis and the RPN values plotted along the y-axis, the major project risks can be visually identified as those that have both an RS and an RPN above the respective critical value. The scatter diagram that was constructed for Project A is shown in Figure 4. The critical values for the RS and RPN are highlighted by the red vertical and horizontal lines, respectively. All risks that have RS and RPN values greater than these critical values (i.e., those that reside in the top right-hand quadrant of the scatter diagram) are captured in the shaded frame. Thus, in the case of Project A, risks RP-001, RP-002, RM-001, RM-002 and RM-003 reside inside the shaded circle frame and are hence categorised as the highest priority risks.


[image: art]

Figure 4. Project A – scatter diagram



The final step in the RFMEA process was to develop treatment plans for the major project risks identified above and then revise the RS and RPN values of these risks by acting on those treatment plans. Because the original risk registers included treatment plans for all of the identified risks, the RS and RPN values were also revised for completeness. A scatter diagram was constructed using the revised RS and RPN values. The fact that the top right-hand quadrant of this scatter diagram was empty depicted that the critical project risks were mitigated.

Project B

For project B, the risks identified were categorised into four groups, namely, Risk Project (RP), Risk Design (RD), Risk Manufacture (RM) and Risk Installation (RI), as shown in Table 3. Before the application of any treatment plans, two project risks, RP-003 and RM-006, were rated as Extreme, while the remaining risks were rated as High (see Table 3).


Table 3
Original risk register for project B



	Item
	Key Result Area
	Potential Hazard
	Likelihood
	Severity
	Risk Score*



	RP-001
	Quality
	Project Risk 1
	
C


	
3


	
H





	RP-002
	Scope
	Project Risk 2
	
B


	
3


	
H





	RP-003
	Customer Satisfaction
	Project Risk 3
	
B


	
4


	
E





	RD-001
	Technical Result
	Design Risk 1
	
C


	
3


	
H





	RD-002
	Technical Result
	Design Risk 2
	
C


	
3


	
H





	RM-001
	Schedule
	Manufacture Risk 1
	
C


	
3


	
H





	RM-002
	Schedule
	Manufacture Risk 2
	
B


	
3


	
H





	RM-003
	Schedule
	Manufacture Risk 3
	
B


	
3


	
H





	RM-004
	Technical Result
	Manufacture Risk 4
	
C


	
3


	
H





	RM-005
	Technical Result
	Manufacture Risk 5
	
B


	
3


	
H





	RM-006
	Schedule
	Manufacture Risk 6
	
B


	
4


	
E





	RM-007
	Schedule
	Manufacture Risk 7
	
C


	
3


	
H





	RI-001
	Customer Satisfaction
	Installation Risk 1
	
C


	
3


	
H






Note: *Risk Score was calculated by multiplying likelihood and severity

The process for retrospectively applying the RFMEA technique to Project B was the same as that used for Project A. The scales for the likelihood and severity factors were adjusted, and a numerical RS was calculated for every risk in the risk register. Using these values, an RS Pareto chart (shown in Figure 5) was constructed.
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Figure 5. Project B – risk score Pareto chart




Based on the profile of this chart as discussed in Project A, a critical RS value of 40 was selected for Project B. Although this is the same critical value chosen for Project A, there is no one-size-fits-all approach to the selection of this value, and it should generally be selected on a project-by-project basis (Bluvband & Grabov, 2009; Mastroianni, 2011). Numerical detection factor values were then allocated to each risk of Project B, and these were multiplied with the corresponding RS to calculate the RPN scores. Based on the resulting values, an RPN Pareto chart was constructed, as shown in Figure 6.

Taking the profile of this chart into account, a critical RPN value of 180 was selected for Project B. With the RS and RPN values now calculated, the next step was to construct the scatter diagram of RS versus RPN, as documented in Figure 7. The risks that have an RS and RPN above the corresponding critical values are identified as the most critical to the project and are captured in the shaded frame. For Project B, six risks fall into this category, namely, RP-002, RP-003, RM-002, RM-003, RM-005 and RM-006. Note that it appears that only five diamonds (i.e., risks) are in the shaded frame of the scatter diagram. However, this is because two of the aforementioned risks, namely, RP-002 and RM-005, have the same RS and RPN values; hence, they reside at exactly the same point on the diagram.
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Figure 6. Project B – risk priority number Pareto chart
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Figure 7. Project B – scatter diagram



As per Project A, the final step in the analysis was to develop treatment plans for the major risks identified above and then revise the RS and RPN by acting on those treatment plans. Therefore, the RS and RPN values of all project risks were revised based on having effected their treatment plans. The result of this was that the RS and RPN values of all of risks were below their respective critical values. This is depicted by the empty top right-hand quadrant in the scatter diagram, which demonstrates that all of the critical risks have been mitigated.

DISCUSSION

There is a consensus in the current literature regarding the need for specialised risk management techniques in managing risks in R&D projects. The findings highlighted the need for effective risk management methods in the South Australian context, emphasising the role of risk management in the success of R&D projects. In addition, the interviewees expressed concerns with the traditional risk management methods and the high rate of failure of risk management practices in R&D projects.

The RFMEA risk management technique was undertaken in real-life case study projects in South Australia in an attempt to identify the most critical project risks. This application was performed in retrospect, as the company had already initiated its existing risk management practices and therefore produced a risk register. The case studies showed that the RFMEA technique is able to effectively identify critical project risks. This is of high value for R&D projects, as the risk management effort on the project can be reduced and streamlined because there are fewer risks to focus on, thus increasing the capacity of personnel to work on other aspects of the project, resulting in greater productivity. This can be illustrated by considering the number of critical risks, as summarised in Table 4.


Table 4
Summary of critical risks (pre-treatment) for projects A and B



	
Cases


	
Total Risks


	
Critical Risks (Original)


	
Critical Risks (RFMEA)





	
A


	
13


	
12


	
5





	
B


	
13


	
13


	
6






In all cases, the number of critical risks identified was greatly reduced in comparison to the original risk assessment process undertaken by the company, which further demonstrates the efficiencies that the RFMEA technique offers to the risk management efforts employed for an R&D project.

In addition, for both case study projects, the RFMEA technique reduced the number of critical project risks (that remain after their treatment plans have been acted upon) to zero compared to four using The Company’s original method. This means that under the original method, the risk management team is required to spend a considerable amount of effort in closely monitoring the four critical risks that remain intact. On the contrary, if the RFMEA technique is applied, the amount of effort is reduced dramatically. The benefit of using the RFMEA technique is that any additional effort spent on risk management (under the original method) can be reallocated elsewhere on the project to increase the likelihood of a successful outcome.

CONCLUSIONS

This study presents a snapshot of the major techniques in conducting risk management for R&D projects in South Australia. It revealed that there is a need to devise more effective methods, as expressed by the interviewees. This supports the effort made by this study to investigate the effectiveness of the RFMEA method.

Traditional risk management techniques adopt a two-dimensional risk-ranking matrix (likelihood versus severity) to calculate a Risk Score for every project risk. Using the Risk Scores, project risks are categorised and prioritised to determine which ones require immediate attention from the project’s risk management team. The RFMEA technique takes this process further by introducing a third dimension to the risk-ranking matrix, namely, a risk detection score. Using the detection score, a second attribute (the first being the Risk Score) can be calculated for every project risk. This attribute, titled the Risk Priority Number (RPN), in conjunction with the Risk Score, helps improve the identification and prioritisation of critical project risks. The improvements offered by the RFMEA method allow the associated savings in risk management effort to be reallocated to other activities in the project. This increases the likelihood of a successful project outcome and enhances the overall level of productivity within the organisation.

Although this study contributes to the topic as discussed, it is evident that the findings and results should be considered in view of the limitations of the study. This includes taking into account that only two case study projects were used, and both of which originated from the same South Australian organisation. Additionally, the method for defining the critical scores of RS and RPN might be an oversimplification of the fact as a result of the lack of consensus with regard to determining the critical scores. As such, future studies should address this issue in their investigations. In addition, the results might be affected by the organisational context of the company. On the other hand, these limitations create opportunities for further research in this area. This includes the benefit of including a larger number of R&D projects as case studies, preferably from different organisations and in different industries. This strategy will provide a fertile ground on which to validate the results in various contexts.
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ABSTRACT

The rapid development of smartphones has resulted in the increasing use of mobile devices to deliver advertisements for products and services. Many firms in Vietnam have invested numerous resources in this field, and an in-depth understanding of mobile advertising is necessary to develop a successful mobile advertising strategy. Based on the existing literature regarding attitudes toward mobile advertising, a questionnaire was constructed to illustrate the factors affecting consumer attitudes toward advertisements on the mobile web and mobile applications. A survey of 206 participants was conducted in this study using the convenience sampling method. The findings of this study show that although many users do not have positive feelings toward advertising, they cannot ignore the importance of mobile advertising. If mobile advertisers can present credibility and entertainment in their advertisements, consumers are willing to view the ads and be influenced to buy products and services. Implications and suggestions for further studies are also provided in this study.

Keywords: mobile advertising, customer attitude, mobile marketing, Vietnam

INTRODUCTION

The development of high-tech devices has led to a change in consumers’ habits over time. With the proliferation of tablets and smartphones, mobile devices have become the top channel for media. Vietnamese people spend 35% of their time (4.5 hours) daily on mobile devices, which is even more than on TV (25%) or desktop computers (18%). Mobile devices play an important role in consumer behaviour. Half of mobile web users are most impacted by mobile advertisements when making purchase decisions, and three-quarters of users feel comfortable with mobile advertising through TV or online ads (InMobi, 2012).


These statistics showed that mobile advertising is the advertising form of the future. To take advantage of this opportunity, marketers are giving more attention to mobile advertising. There are 2.1 billion adverts served on mobile devices (Kemp, 2012). Mobile advertising can cover a wide range of audiences of all ages, locations and occupations (Wilska, 2003). To fully take advantage of mobile advertising, a study on consumers’ attitudes toward mobile advertising is necessary to attract target audiences and improve the effectiveness of advertisements (Bauer, Reichardt, Barnes, & Neumann, 2005).

Studies of consumer attitudes toward mobile advertising were conducted in many countries, but there has been no similar research in Vietnam. Additionally, because of rapid changes in technology, most of the research has focused on SMS advertising and does not include new types of mobile advertising such as mobile web banner or mobile application advertising (Carroll, Barnes, Scornavacca, & Fletcher, 2007; Moynihan, Kabadayi, & Kaiser, 2010). This study will cover recent popular types of mobile advertising: web banner and poster, in-app, pop-up, pop-under ads, etc. and can be applied for new mobile marketing strategies that catch up to the development of smart technology (Barnes & Scornavacca, 2008).

Focusing on the significance of mobile advertising to the marketing industry, the objectives of this research are as follows:


	To evaluate the overall attitudes of mobile users toward mobile advertising.

	To investigate the factors underlying consumers’ attitudes.


The following questions will serve as a basis for addressing the primary research:


	What are consumers’ attitudes toward mobile advertising?

	Which underlying factors of mobile advertising contribute to consumers’ attitudes?


The findings of this study could be applied in many cases for many users: advertisers, marketers, mobile advertising networks, and website and mobile application developers (Tsang, Ho, & Liang, 2004). It can help advertisers and marketers to create better mobile marketing strategies and better advertising design. Mobile advertising networks can refer to this research to advise their clients and offer effective solutions.

Furthermore, the research on consumers’ attitudes is the basic foundation for further research on consumer behaviour toward mobile advertising. Based on the results of this research, studies that determine other factors affecting attitudes can be conducted to reveal more accurate insights into attitudes toward mobile advertising. Another related further research direction involves studies on consumer attitudes towards advertised brands on mobile advertising, consumers’ behavioural intention, and actual behaviour (Ajzen & Fishbein, 1980).

LITERATURE REVIEW

Mobile Advertising

Mobile advertising communicates with the target audiences via a handset. There are many types of mobile advertising. The popularity of these forms has changed over time. According to Haghirian and Inoue (2007), the world’s leading information technology research and advisory company, mobile web display, in-app display and search/maps are the three types of mobile advertising that have the highest revenue. In addition, Mobithinking (2013) predicts that the revenue of these types will continue to grow in the future. Due to a lack of time and resources, this study will only focus on advertising on mobile websites and in mobile applications, which are common types of recent mobile advertising (Tsang et al., 2004).

The mobile advertising ecosystem has many players: brands, advertising agencies, advertising networks, publishers and users (Bauer et al., 2005; Barnes & Scornavacca, 2008; Wilska, 2003). To attract more customers, brands suggest that the ad agencies design advertising campaigns. The mobile advertising network has a responsibility as a distributor and an intermediary to share the advertisement to audiences through mobile web sites or applications. Publishers will place advertisements on their web sites or apps and make money. The final destination of this ecosystem is mobile users that are the potential customers of brands (Bauer et al., 2005; Wilska, 2003). Their attitudes toward mobile advertising will be discussed in this study.

Consumers’ Attitudes

Attitude is a lasting, general evaluation of people (including oneself), objects, advertisements or issues (Solomon, 2013), and it is a mental state used by individuals to structure the way they perceive their environment and guide the way they respond to such an environment (Tsang et al., 2004). The evaluation of people is more complex than whether they simply like or dislike an object. To have a comprehensive view of attitudes, the ABC Model of Attitudes was developed. This model divides attitudes into three components: Affect, Behaviour and Cognition, which are referred as the verbs “feel, do and think”. Affect is the feeling of a consumer about an object. Behaviour refers the intention of the consumer to do something. Notice that the meaning of behaviour in this model is the intention, not the actual behaviour. Cognition is what a consumer believes about an object. These three components have a close relationship with each other. Depending on the situation, the relative impact of these components, known as hierarchies of effects, are diversified (Solomon, 2013).

Similar to the ABC Model, Aaker, Kumar and Day (2000) break down an attitude into three components: cognitive and knowledge, affective or liking and intention or action components. Cognitive, or knowledge, represents a person’s information about an object. The affective, or liking, component summarises a person’s overall feelings toward an object, situation, or person. The intention, or action, component refer to a person’s expectation of future behaviour toward an object (Aaker et al., 2000).

Attitudes toward Mobile Advertising

Attitude toward advertising is defined as a learned predisposition to respond in a consistently favourable or unfavourable manner toward advertising in general. Consumer attitudes toward advertising tend to affect their attitudes toward specific advertisements (MacKenzie & Lulz, 1989). Many researchers around the world have developed many models that point out determinants of attitudes toward advertising. Some of them are listed in Table 1.

Factors underlying consumers’ attitudes differ among various forms of advertising and a variety of other factors. Because this study concerns mobile web displays ads and in-app ads, mobile advertising throughout the research is considered a part of internet advertising. In an article about advertising value and advertising on the web (Ducoffe, 1996), which is most appropriate and applicable to the context of the study, three perceptual antecedents (Informativeness, Entertainment and Irritation) influence how consumers assess the value of web advertising. Additionally, the findings of this research also noted that consumers’ assessments of value have a significant impact on their overall attitudes. Therefore, Informativeness, Entertainment and Irritation are factors that should be considered when examining attitudes toward mobile advertising. Consequently, the hypothesised additional variable of Credibility was added to the Ducoffe model in an article, Cyberspace advertising vs. other media (Bracket & Carr, 2001), and tested to show that it strengthened this model. This research will focus on four hypothesised factors: Informativeness, Entertainment, Irritation and Credibility.


Table 1
Previous studies of attitudes toward advertising



	
Title of study


	Factors affecting attitude toward advertising



	Advertising value and advertising on the web (Ducoffe, 1996)
	Informativeness, Entertainment, Irritation



	The influence of personalisation in affecting consumer attitudes toward mobile advertising in China (Xu, 2007)
	Entertainment, Credibility, Personalisation



	Public attitudes toward advertising: More favourable than you might think (Shavitt, Lowrey, & Haefner, 1998)
	Enjoyment and indignity, Trustworthiness or usefulness of ad content, Demographic Segments



	The influence of consumer socialisation variables on attitude toward advertising: A comparison of African-American and Caucasians (Bush, Smith, & Martin, 1999)
	Parental communication, Peer communication, Mass media, Gender, Race



	Are we measuring the same attitude? Understanding media effects attitudes towards advertising (Tan & Chia, 2007)
	Materialism, Good for economy




Informativeness

Informativeness is a condition of providing useful or interesting information (Ducoffe, 1996; Informative, n.d.). Informativeness includes a good source of product information, the ability to supply relevant product information and provide up-to-date information (Bracket & Carr, 2001). Previous research has proved the importance of informativeness in advertising. Including specific information in an ad increased its chances of being included in the consideration and calling sets as well as being the advertiser selected to call and visit first (Fermandez & Rosen, 2000).

Entertainment

Entertainment refers to the enjoyment of the message (Xu, 2007). In a survey of attitudes toward enjoyment, the majority of respondents agree that they like to look at most of the advertisements to which they are exposed. Practical situations have shown that entertainment like humour easily attracts consumers. With a variety of entertainment tools like music, games, and visuals, mobile advertising is a promising form for entertaining advertising. Therefore, entertainment may be a factor influencing attitudes toward mobile advertising. Research has found that people’s feelings of enjoyment associated with advertisements played the strongest role in accounting for their overall attitudes toward advertising (Shavitt, Lowrey, & Haefner, 1998).

Irritation

The meaning of Irritation is the state of feeling annoyed, impatient, or slightly angry (Ducoffe, 1996). The feeling of having your intelligence insulted, annoying messages and irritating stimuli are elements in irritation (Bracket & Carr, 2001). Internet advertising is considered to be less irritating than general advertising because the interactivity of internet advertising allows consumers to tailor the ad to meet their individual needs (Scholosser, Shavitt, & Kanfer, 1999). This assumption may hold true with mobile advertising.

Credibility

Advertising credibility is defined as consumers’ perceptions of the truthfulness and believability of advertising in general (Xu, 2007). Advertising credibility is one of the perceptual dimensions underlying ad credibility and is the extent to which the consumer perceives claims made about the brand in the ad to be truthful and believable. Other dimensions include advertiser credibility and perceived ad claim discrepancy (MacKenzie & Lulz, 1989).

Research Framework and Hypotheses

The review of previous studies summarised factors affecting consumer attitude toward advertising. Thus, a proposed model of research has been developed in Figure 1.
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Figure 1. Proposed model of attitudes toward mobile advertising




Based on the relationship between underlying factors and attitudes toward mobile advertising described in the theoretical framework, the following hypotheses were developed:



	H1:
	Informativeness has a positive impact on attitudes toward mobile advertising.



	H2:
	Entertainment has a positive impact on attitudes toward mobile advertising.



	H3:
	Irritation has a negative impact on attitudes toward mobile advertising.



	H4:
	Credibility has a positive impact on attitudes toward mobile advertising.




METHODOLOGY

Data Collection and Sampling Method

The primary data in this research consists of data retrieved from a questionnaire, where knowledge about attitudes and behaviour was obtained. The target respondents of this study were mobile users, especially those who often interact with advertisements on mobile web sites and applications. That means they are quite familiar with internet resources like email and web sites (Couper, 2000). Hence, the chosen data collection method in this research was a web-based survey and mail survey. Online survey sites like Google Form also support the required questions, which reduces the probability of missed answers (Couper, 2000).

The questionnaires were provided on a variety of forums, social networks and different types of web sites: school and university forums, Facebook, Zing Me, forums about cellphones, technologies, women, and, in particular, websites that support mobile platforms. Zalo, a mobile application, was also a source of respondents. Moreover, paper-based questionnaires were also used to reach inactive mobile users. These are people who use mobile devices to read news or collect information and did not interact with the above survey; paper-based questionnaires were published in public places such as Public Park.

A total of 250 questionnaires were distributed, and 237, or 95% of them were returned by the respondents. However, 8 questionnaires were not input into the data set because the respondents did not meet the requirements of owning at least one mobile device or having seen at least one type of ad on mobile websites or mobile applications. Twenty-three of 229 remaining questionnaires were eliminated after filtering out the cases due to two reasons: missing values and outliers. Therefore, only 206 valid questionnaires were used during data analysis. The response rate was 82%.

Measurement and Data Analysis

Based on research objectives, the information requirements were listed to navigate the questionnaires. All of them were revised again after additional secondary data collection and exploratory research. The questionnaire followed the basic guidelines for sequencing a questionnaire: from general to specific, from broad to narrow, from simple to complicated. It included screening questions, focused Likert scale questions and demographic questions.

The decision of data analysis techniques depends on the types of question and the objectives of the research. In this paper, each question was first analysed by tabulating the data. Next, the hypothesis was tested by various statistical techniques such as reliability test, factor analysis, correlation test and multiple linear regressions. These techniques will be discussed more detail in the research findings.

Internal Consistency Test: The Internal Consistency Test is one of the reliability tests in this study. Cronbach’s alpha, which is a common measure of internal consistency, was applied in this research. This test was used to determine the level of support for each variable’s inclusion in the analysis. When interpreting the result of Cronbach’s alpha, the Cronbach’s alpha equal to or over 0.7 is considered as acceptable. Items whose Cronbach’s alpha coefficient increases appreciably will be considered for removal.

Factor Analysis: Common factor analysis is a common procedure of factor analysis. The purpose of this technique is to investigate the underlying meaning of items. Factor analysis transforms lists of items into new variables that are not correlated and emphasise the same meaning. The number of new variables is reduced as much as possible. To test the factor analysis again, a correlation test will be run after the factor analysis. Generated components are then rotated by Varimax rotation. To sum up, the number of components and items beyond the components will be established.

Multiple Regression Analysis: One of the main objectives of this thesis is to determine the predictor factors of attitudes toward mobile advertising, and multiple linear regressions is the chosen technique. Multiple Regressions—an extension of Simple Linear Regression—allows predicting dependent variables, which are attitudes toward mobile advertising based on independent variables resulting from the previous techniques. It also determines the percentages of model fit, and total variance is explained. The measures of items are 5-likert scales and meet the requirement of scale for this analysis.

SAMPLE DESCRIPTION

Four demographic variables, gender, age, education and income, were measured in this survey. The summary of these demographic characteristics is described in Table 2. It can clearly be seen that most respondents are from 18 to 40 years old. Female respondents far outnumber male respondents. The majority of respondents are in college or graduate college and have an income less than 10 million Vietnam Dong (VND) per month (approximately 500 USD).


Table 2
Demographic characteristics of the sample



	Variables
	
	
Frequency


	
Valid Percent





	Gender
	Male
	
78


	
37.8





	Female
	
128


	
62.2





	Age

	Under 18 years old

	
2


	
1.0





	18 to 23 years old
	
78


	
37.9





	24 to 30 years old
	
43


	
20.9





	31 to 40 years old
	
62


	
30.1





	Older than 40 years old
	
21


	
10.1





	Education

	Less than high school

	
4


	
1.9





	High school graduate
	
0


	
0





	College student
	
82


	
39.9





	College graduate
	
101


	
49.0





	Postgraduate
	
19


	
9.2





	Income

	Less than 2 million VND

	
35


	
17.0





	2 to 5 million VND
	
80


	
38.8





	5 to 10 million VND
	
62


	
30.1





	10 to 20 million VND
	
19


	
9.2





	More than 20 million VND
	
10


	
4.9





	Owning a smartphone

	No

	
57


	
27.7





	Yes
	
148


	
72.3





	Owning a feature phone

	No

	
130


	
63.1





	Yes
	
76


	
36.9





	Owning a tablet

	No

	
130


	
63.1





	Yes
	
76


	
36.9





	Main purpose of using mobile devices

	Phone calling

	
81


	
40.9





	Text messaging
	
38


	
19.2





	Surfing web
	
40


	
20.2





	Using apps
	
30


	
15.2





	Playing games
	
9


	
4.5







Additionally, characteristics relating to the using of mobile devices are identified. Almost all respondents own at least one mobile device. They spend most of their time using mobile devices for a variety of purposes, but phone calling and answering, which is the basic function of a mobile phone, seem to be the main reasons behind mobile device use. Other purposes, like web surfing and using mobile applications, also use a significant proportion of their time on mobile devices. Thus, it is meaningful to investigate attitudes toward advertising on websites and applications.

RESEARCH FINDINGS

Reliability Analysis

A reliability test is the first step in analysing data. The aim of this test is to check the correlation among the items and reduce the items beyond variables if they are not reliable. Cronbach’s alpha analysis was used to test the reliability of the five variables: Attitudes toward Mobile Advertising, Informativeness, Entertainment, Irritation and Credibility.

Attitudes toward Mobile Advertising: Cronbach’s alpha would be much greater (0.704) if the item “Mobile advertising generates legitimate income for publishers and developers” were not included. Therefore, this item was removed.

Informativeness: Although the Cronbach’s alpha value of the five items underlying Informativeness is quite high, it would be greater if the fifth item, “Easy to Understand,” was deleted.

Entertainment: For Entertainment, Cronbach’s alpha value is solid (0.791). Moreover, removing any items would lead to a decrease in this value. Hence, all four items are accepted.

Irritation: If any item is deleted, the new Cronbach’s alpha will equal or less than the current value (0.856). Thus, the scale of Irritation has a high level of internal consistency for four items: offended, annoying, irritating, and disturbing.

Credibility: The fifth item “Clear, not misled” has a stronger effect on Cronbach’s alpha than others. For a better consistency, “Clear, not misled” was eliminated from this dimension.

To conclude the reliability test, Table 3 will summarise the items that are retained after the reliability test and the items will be used for later analysis.


Table 3
Testing measurement scales using Cronbach’s alpha



	
Factors


	
Number of items


	
Cronbach’s alpha





	Attitudes toward mobile advertising
	
3


	
0.704





	Informativeness
	
4


	
0.747





	Entertainment
	
4


	
0.791





	Irritation
	
4


	
0.856





	Credibility
	
4


	
0.838






Descriptive Statistics of Attitudes toward Mobile Advertising

The remaining items of attitudes include ‘Positive Emotions,’ ‘Receiving Product Information’ and ‘Use ad information to make purchasing decisions.’ With ‘Positive Emotions,’ the neutral emotion is the score attained by most respondents (Mean = 2.52). There is a slight tendency favouring negative emotions over positive emotions. Because the number of respondents who strongly agree that mobile advertising brings them positive emotions is extremely small, the negative emotion responses constitute an appreciable percentage of the total answers, with the score being above four (out of 5). For the item ‘Receiving Product Information,’ respondents seem to agree that they have received product information from the advertisements they saw, with a mean of 3.19. This statement does not make participants strongly disagree or strongly agree. Most of the participants neither agree nor disagree with the opinion that they ‘use ad information to make purchasing decisions.’ The proof is in the mean of 2.81. However, their opinions slightly lean toward disagreement.

Factor Analysis and Correlation Results

As showed in the rotated factor matrix, three factors were revealed by factor analysis. When compared with the model applied in the questionnaire, three factors are consistent with three independent variables. Factor loadings of Credibility items are strong on the first factor, Irritation is strong on the second factor and Entertainment on the last factor. There is little change in items beyond each variable. E3 (Satisfied) and I4 (Products live up to promises of ads) do not satisfy the requirements of factor loadings and were removed. Tables 4 and 5 lists items and variables after factor analysis and the reliability test, and thus the hypothesis H1 “Informativeness has a positive impact on attitudes toward mobile advertising” is removed from analysis.


Table 4
Rotated factor matrix



	
	
	
Factor 1


	
Factor 2


	
Factor 3





	
    C2


	True
	
.789


	 
	 



	
    C1


	Providing appropriate evidence
	
.769


	 
	 



	
    C3


	Believable
	
.670


	 
	 



	
IR2R


	Annoying reverse coded
	 
	
.889


	 



	
IR3R


	Irritating reverse coded
	 
	
.841


	 



	
IR1R


	Offended reverse coded
	 
	
.636


	 



	
IR4R


	Disturbing reverse coded
	 
	
.622


	 



	
    E4


	Funny
	 
	 
	
.671





	
    E2


	Enjoyable
	 
	 
	
.628





	
    E1


	Entertaining
	 
	 
	
.619





	
    E3


	Satisfied
	 
	 
	
.536






Notes: Extraction Method: Principal Axis Factoring; Rotation Method: Varimax with Kaiser Normalisation; a. Rotation converged in 5 iterations.


Table 5
Pearson correlations among variables



	
	
Attitude


	
Entertainment


	
Credibility





	Entertainment
	
.412**


	
	



	Credibility
	
.531**


	
.488**


	



	Irritation
	
.307**


	
.326**


	
.429**






Note: ** Correlation is significant at the 0.01 level (2-tailed).

To test the relationship among variables, the Pearson correlation is the most suitable method. From these coefficients, the efficiency and significance of factor analysis will be checked and the results can be supported for multiple regression analysis. The statistical significance of the correlation coefficient is below 0.0005; therefore, all the variables have positive correlations between themselves.

Regression Analysis

The multiple correlation coefficient (R) can be presented as a measure of prediction quality. The higher the multiple correlation coefficient is, the better the independent variables will affect the dependent variable. A multiple correlation coefficient of 0.563 is not very high but is still better than the average. Some independent variables may not effectively predict for the dependent variable.

The R-square indicates the total explained variation and is also called the coefficient of determination. When the R-square is high, the percentage of variance in the dependent variable explained by independent variables is large. This model explains the 31.7% variance of the dependent variable. According to the classification of effect size developed here, this statistic illustrates a small effect on the dependent variable.

From the correlation and regression analysis shown in Table 6, the proposed hypotheses H2 and H4 are accepted. Entertainment and Credibility have a positive impact on attitudes toward mobile advertising. Irritation has a significant value of 0.386, exceeding the critical significant value of 0.05. Therefore, Irritation does not affect attitudes.


Table 6
Coefficients for multiple regressions

[image: art]

Notes: R = 0.563; R-square = 0.317; F = 30.961; Sig. = 0.000; a. Dependent Variable: Attitudes

DISCUSSION AND IMPLICATIONS

The results indicate that, generally speaking, mobile users hold moderate attitudes. Although users do not usually have positive emotions when seeing advertisements, most of them agreed that mobile advertising has helped them to collect information about products. Feelings toward mobile advertising seem to be more favourable than the common perception of negative attitudes toward advertising would lead one to believe (Tsang et al., 2004). On the other hand, this result is in line with studies showing that the majority of people have neutral or positive attitudes (Shavitt et al., 1998).

The major finding was that Credibility and Entertainment emerged as the significant predictors of attitudes toward mobile advertising. Multiple regression analysis revealed that the other two factors in the proposed model, Informativeness and Irritation, do not predict attitudes toward advertising. These results conflict with previous research mentioned in the literature review. This may be because some advertisements do not transmit much information but are designed to catch the eye and made the viewer click on them for more details. Another possible reason is that the limited size of mobile advertisements constrain the information displayed in the advertisements, so the users were quite familiar with the lack of information. Credibility has been recognised as the most significant factor impacting mobile users’ attitude toward mobile advertising. A study in Bangladesh has also provided the same results (Chowdhury, Parvin, Weitenberner, & Becker, 2006). In the absence of evidence to the contrary, an explanation for this similarity is that cultural factors and the economic conditions of countries influenced mobile users’ attitudes. These findings suggest several courses of action for mobile advertising.

Credibility

As mentioned in the results, credibility is identified as the most significant dimension underlying attitudes toward mobile advertising and should be one of the first elements considered in creating mobile advertisements. Building credibility means that those advertisements are believable to mobile users. To achieve credibility, honesty is very important. Many consumers do not believe in mobile advertising because the advertisements attempt to show perfection and do not provide truthful information. Additionally, according to many research studies, mobile advertising is perceived as less reliable than other types of advertising. Hence, the advertisement should be honest and show the best of the product, not a virtual perfection. Marketers and advertising creators need to pay attention to the implausibility of audiences. Tactics to deal with this problem need to be created.

Entertainment

Another important practical implication is entertainment. Though not as important as credibility, entertainment still gives a certain contribution to attitudes toward advertising. Fun, enjoyment and entertaining are elements of entertainment. The more entertaining they are, the more attractive the advertisements. In a life full of stress, entertainment becomes more important than ever before. When an advertisement appears, mobile users should not just see it, they should enjoy it like music or film. Some mobile advertisements have successfully brought entertainment into advertising, with many examples throughout the literature. Entertainment can be built on many foundations, such as humour, sympathy or love. Advertising developers can choose one or more of these options to attract the engagement of mobile users.

CONCLUSION AND RECOMMENDATIONS FOR FURTHER RESEARCH

This paper has given an account of attitudes toward mobile advertising and its underlying dimensions. The findings from this study provide additional evidence with respect to the importance of credibility, entertainment, and demographic characteristics in advertising. While this study does not confirm the contribution of informativeness and irritation, it applied theory into practical market insight in Vietnam.

Moreover, this research has revealed many questions in need of further investigation. Further research may be undertaken in the following areas: exploration of underlying factors, impacts of cultural factors, determinants of credibility and entertainment in advertising, the influence of attitudes on behaviour toward mobile advertising, the different attitudes among types and forms of mobile advertising, or the investigation of advertising value and effectiveness of mobile advertising. An exploration of underlying factors may be conducted using qualitative methods or testing other factors in a variety of theories about advertising, like relatedness or interaction. Culture is one considerable factor influencing attitudes toward mobile advertising because, as shown in the original model, researchers over the world have produced different results. Gaining deep insight into the determinants of credibility and entertainment in mobile advertising is a potential future study development based on the results of this research (Tsang et al., 2004). More practically, the issues of how to transform attitudes into behaviours and how to develop the best forms of mobile advertising are intriguing ones that could be usefully examined in further research.

To provide a greater degree of accuracy in this research, improvements on a number of items, such as variables, methodology and demographic variables, should be considered. Future trials should be assessed by increasing the sample size, changing the data collection method to random sampling and using more advanced analytical tools. In this way, the study could be more generalised. Furthermore, qualitative research is highly recommended to gain further insight into the theoretical framework and to build the most appropriate questionnaire for Vietnamese people. Considerably more valid items beyond each variable will need to be added for a better evaluation of variables. If the debate is to be moved forward, a better insight into demographic variables such as location of residence and employment status need to be developed.
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ABSTRACT

This study empirically analyses several factors that affect financial stability such as the profitability of Korean credit card firms, capital adequacy, loan soundness, and liquidity. In particular, internal and external factors found in previous studies were applied to the analysis in order to investigate whether or not those factors had a significant effect on the business stability of Korean credit card firms. The major research findings are as follows. First, the determinant factors for profitability were found to be the degree of enlargement, foreign credibility, and the level of risk management. Second, the determinant factors for capital adequacy were found to be the degree of enlargement, diversification, foreign credibility, the level of management, and the interest rate. Third, the determinant factors for loan soundness were found to be the degree of enlargement and foreign credibility. Lastly, the determinant factors for liquidity were found to be the degree of diversification, foreign credibility, the level of risk management, the degree of competition, economic conditions, and the interest rate. In conclusion, with the recent reduction in the card affiliates’ fees, the leverage regulation, and the credit card debt suppression policy, financial authorities will likely refer to this study as they carefully examine the various influences on the business stability of domestic credit card firms and come up with relevant countermeasures for the continuous growth of those firms.
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INTRODUCTION

As a way to resolve household debts, the Korean Financial Supervisory Authorities recently increased the strength of the regulations for national credit card firms. The financial authorities halted the expansion of asset sizes of credit card firms by restricting the criteria for credit card issuance to a credit rating level of 7 or greater by 2012 and by setting the upper limit of leverage for credit card firms to a maximum of six times by 2015. According to reports by the Korean Financial Supervisory Authorities, their card loan suppression policy and reduced (remittance) fees decreased the volume of credit card debt in the months of January until April by 35% compared with the volume of credit card debt in the same period of the previous year. Considering that domestic credit card firms usually procure the funds necessary for card loans and card sales through the issuance of credit card debt, the financing mechanisms of credit card firms seemed to be in poor condition.

According to a press release by the Credit Finance Association, the total domestic credit card approval history as of August 2012 was KRW41.7 trillion (about USD36.8 billion), indicating an 8% increase of the total at the same month a year ago. It was also the first time that the increase rate has stayed in the single digits since the October 2009 rate of 9.4%. In addition to the current global economic uncertainty due to the Eurozone crisis, the tightened regulations by the financial authorities curbed the business stability of domestic credit card firms.

Thus, the present study examines the factors needed for domestic credit card firms to maintain stable management activities and offers important suggestions to the credit card firms and financial authorities in setting up managerial goals and policies, respectively. In the next section, previous relevant studies are presented followed by an explanation of the data and the data analysis model used in the empirical analysis. Finally, the empirical analysis and the conclusion are presented.

PREVIOUS STUDIES

In this part, the factors affecting the business stability of financial institutions and stability itself are considered to select the main variables to be used in this study.

Financial institutions have a revenue structure in which profit is gained through fund management. Demirguc-Kunt and Huizinga (2010) identified the profitability of financial institutions through an analysis of funding procurement structures. However, as also argued by Pasiouras and Kosmidou (2007), the profitability of financial institutions is significantly affected by the structure of the financial market or macro-economic conditions. Therefore, the possibility of vicissitudes for financial institutions is relatively large in comparison with that of the manufacturers. Blejer, Feldman and Feltenstein (2002) claimed that the structural changes of the financial market resulting from a rise in the policy interest rate can hamper profitability with irrecoverable debt from insolvent loans and an increase in allowance. Thus, the key to the sustainable management of financial institutions is revenue generation through effective fund management. As a recent study regarding the profitability of credit card firms suggests, this is a pivotal factor in the survival of credit card firms. Singh, Murthi and Steffes (2013) analysed risk-adjusted revenue (RAR) to find the relationship between revenue and risk and suggested that the relationship is significantly positive.

On the other hand, Crockett (1997) defined business stability as the condition in which financial institutions and the financial market function soundly. This implies that the reduced stability of an individual financial institution can influence the financial system as a whole. For this reason, Borio (2003) argued that oversight by financial authorities is absolutely essential for the stability of financial institutions. Compliance with financial regulations, such as the maintenance of capital adequacy, is also crucial for a financial institution to engage in business activities. As a result of Korea’s financial crisis in 1997, it is presumed that a considerable level of capital expansion should be required of financial institutions so that they are able to endure credit risks. However, Chatterji and Seamans (2012) argued that the deregulation of the credit market helps small firms to finance their funds, thus increasing the probability of their entrepreneurial entry.

In the case of financial institutions, the risk of fund operations is continuously monitored by the investors who provide the funds, the supervisory institution, and the credit rating agencies. Thus, risk management regarding major insolvent loans is considered to be one of the key requirements for management stability. The view that continuous monitoring by investors and other concerned persons provides an incentive to manage risk was previously proposed by Goodfriend and King (1988), Calomiris (1999), Dinger and von Hagen (2009), Huang and Ratnovski (2010), and Archarya, Gale and Yorulmazer (2011). To support the above view, business stability evaluation factors can collectively be termed as “loan soundness meaning financial soundness on debt.”

Financial institutions need to maintain a certain level of liquidity to be able to adequately respond to depositors’ unexpected withdrawals. As Song and Thakor (2007) noted, the fact that depositors possess core deposits for liquidity purposes shows the importance of liquidity management in maintaining business stability. In particular, because the increase in liquidity risk of a certain financial institution can spread to the whole group of financial institutions, as argued by Acharya et al. (2011), liquidity is recognised as a major factor in determining the business stability of financial institutions.

As suggested by the aforementioned studies, the business stability of financial institutions should be considered in terms of profitability, capital adequacy, loan soundness, and liquidity. In other words, ensuring the stability of a financial institution means having the ability to generate sufficient revenue as well as maintaining sufficient assets to provide against losses. Furthermore, business stability can be maintained when a financial institution has assets with a low risk of insolvency and is able to smoothly procure emergency funding.

Previous studies need to be further examined to determine the factors affecting business stability. Those factors can be categorised as internal factors, representing the management status of financial institutions, and external factors, such as the structural changes of financial markets and the macro-economy as well as the degree of competition in the financing industry. However, the main variable influencing financial assets and the value of liabilities is the interest rate. Kassim and Manap (2008) previously conducted an analysis on the impact of interest rates on each category of household loans and determined that card loans and auto loans were the most heavily impacted. This is because high card fees and high card loan interest rates from the credit card firms induce relatively large differences in a borrower’s reaction, which are interpreted as reacting sensitively to interest rate fluctuations.

Another external factor is the surrogate variable of the economy’s structural change, the (level of) economy. Chen (2010), based on the negative relationship between credit spread and economy, implied that change in the credit spread can serve as a leading indicator of the economic condition. Similar studies on the economic condition as the surrogate variable of economic structural change were also done by Jokipii and Milne (2008), and Salas and Saurina (2002).

Previous studies report that the degree of competition between financial sectors is another significant factor affecting the business stability of financial institutions. A major study by Demirguc-Kunt, Laeven and Lebine (2004) through an analysis of the relationship between the structure of the financial market and the loan-deposit margin, determined that heightened competition in the market was related to a reduction in the loan-deposit margin. A recent study by Akin, Aysan, Borici, and Yildiran (2013) analysed the market power of banks in the Turkish credit card market to determine whether competition was a major factor in the credit card business. From the perspectives of the aforementioned studies, competition may indeed affect the market status of financial institutions involved in the credit card business. Another interesting study considering competition as a factor in managing the credit card business, written by Demirel, Arzova, Ardic and Bas (2013), argued that the competitive credit card market environment of Turkey forces financial institutions to enter into new businesses by using credit card brand value and a wide point of sale (POS) network to survive in the market.

On the other hand, internal factors include asset size and diversification. Kashyap and Stein (1995) claimed that the smaller the asset size of the financial institution, the more active it is with regard to loan soundness, indicating that there is a significant relationship between asset size and loan soundness. Carter and McNulty (2005) also argued that smaller-scale financial institutions perform excellently in the field of small business loans, indicating the negative relationship between asset size and profitability.

Another study conducted by Stever (2007) reported that the level of diversification is an important factor affecting the business stability of financial institutions. The study showed that smaller financial institutions exhibited lower levels of diversification, and this acted as a risk factor that harmed business stability.

In the current study, additional variables, including foreign credibility and the level of financial institutions’ risk management, were considered as factors that have a significant influence on the business stability of financial institutions, as reported by the previous studies. This acknowledges that compared with banks, Korean credit card firms are characteristically weak in their ability to procure funding. Bond issuance and overdue debts for more than six months, as weights of the total debt, were used as surrogate variables for foreign credibility and the level of risk management, respectively. In particular, Shefrin and Nicols (2014) argued that credit market consumers tend to depend on a credit card firm’s reliability for high confidence in spending and borrowing. Therefore, the reputation factor is a pivotal factor in managing the stability of credit card firms that do not have a deposit function.

Meanwhile, Archarya et al. (2011) argued that monitoring bad debts plays an important role from a risk management perspective. Thus, this study adopts the weight of six-month overdue loans as the proxy variable of the level of risk management of credit card firms.

DATA AND METHODOLOGY

Data

The current study used operating margins, non-performing loan (NPL) ratio, adjusted capital ratio, liquidity ratio, asset size, economy growth rate, market interest rate, and interest rate for extending and receiving credit as variables representing the internal and external factors impacting credit card firms. The definitions of the variables and calculating formula are presented in Table 1. The period of analysis was from the first quarter of 2000 to the fourth quarter of 2011, and the data were obtained from the financial statistics information of the Korean Financial Supervisory Service and from the financial database; FnGuide. In Table 1, the hypotheses are presented, including the expected coefficient parameters’ signs to each independent variable based on previous studies.


Table 1
Definitions and explanations of variables



	Factors
	Hypotheses
	Definitions
	Contents



	Operating margins
	
	Dependent variable representing profitability by Pasiouras and Komidou (2007), Demirguc-Kunt and Huizinga (2010), Singh, Murthi and Steffes (2013)
	(operating revenue-interest expense) ÷ (operating cost-interest expense)



	Non-performing loan ratio
	
	Dependent variable representing loan soundness referred by Goodfriend and King (1988), Calomiris (1999), Dinger and von Hagen (2009), Huang and Ratnovski (2010)
	non-performing loans ÷ total loans



	Adjusted capital ratio
	
	Dependent variable representing capital adequacy by Crockett (1997), Borio (2003), Chatterji and Seamans (2012)
	adjusted capital ÷ adjusted assets



	Liquidity ratio
	
	Dependent variable representing liquidity by Song and Thaker (2007)
	current assets ÷ current liabilities



	Asset size
	P(+), S(+), C(+), L(+)
	Independent variable representing size of credit card firms by Carter and McNulty (2005), Pasiouras and Kosmidou (2007)
	standardised asset size by adding natural logarithm



	Weight of non-interest revenue
	P(+), S(+), C(+), L(+)
	Independent variable representing level of diversification of credit card firms referred by Stever (2007)
	weight of non-interest revenue = non-interest revenue ÷ operating revenue



	Weight of bond issue
	P(+), S(+), C(+), L(+)
	Independent variable representing level of reputation of credit card firms referred by Shefrin and Nicols (2014)
	weight of bond issue = bond ÷ total liabilities



	Weight of 6-month overdue loan
	P(-), S(-), C(-), L(-)
	Independent variable representing level of risk management of credit card firms referred by Archarya et al. (2011)
	6-month overdue loan ÷ total overdue loan



	Net interest margin
	P(+), S(+), C(+), L(+)
	Independent variable representing level of competitiveness among credit card firms by Demirguc-Kunt et al. (2004)
	net interest margin = non-banking weighted average lending rate – non-banking weighted average deposit rate



	Business cycle
	P(+), S(+), C(+), L(+)
	Independent variable representing economic condition by Jokipii and Milne (2008)
	gross domestic product rate



	Market interest rate
	P(+), S(-), C(-), L(-)
	Independent variable representing level of policy interest rate by Blejer et al. (2002)
	call rate




Note: In the hypotheses column, P, S, C, L mean profitability, financial soundness, capital adequacy, and liquidity, respectively, and the expected sign indicates the coefficient parameters’ signs to independent variables

Methodology

The analysis model is as follows. Stabilityt is the dependent variable indicating business stability, and each variable on the right hand side of the equation shows profitability, capital adequacy, loan soundness, and liquidity. sizet–1, nonit–1, bondt–1, and riskyt–1 each represents, considering lag, the asset size, weight of non-interest revenue, weight of bond issue, and weight of overdue debts for six months or more, respectively. They are independent variables representing the degree of enlargement, diversification, foreign credibility, and level of risk management. Not considering lag, spt, gdpt, and callt each represents the degree of competition, economic condition, and interest rate, respectively.

Stabilityt = β0 + β1sizet–1 + β2nonit–1 + β3bondt–1 + β4riskyt–1 + β5spt + β6gdpt + β7callt + εt


Table 2 shows the descriptive statistics of the variables used for analysis. The average NPL ratio, adjusted capital ratio, and liquidity ratio are shown as 4.47%, 15.67%, and 241.87%, respectively.


Table 2
Summary statistics of variables
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RESULTS ANALYSIS

Table 3 shows the analysis results of the determinant factors for the profitability of credit card firms. Numbers (1)−(7) show the analysis results of the relationship between individual factors, such as the enlargement factor, diversification, foreign credibility, degree of competition, level of risk management, economic condition, and interest rate, and the profitability of credit card firms. Number (8) shows the results when all the factors were considered at once. In (1) and (8), asset size was found to have a negative effect on profitability, but there was a 5% level of statistical significance only in (8). Thus, it was found that the smaller the asset size of the financial institution, the better the profitability, as suggested by Carter and McNulty (2005). This also means that the expansion policies of the credit card firms do not help profitability.

Weight of non-interest revenue, which represents diversification, was not shown to have a significant effect on profitability. Credit card firms, in general, have a relatively high weight of non-interest revenue in comparison with banks, which generate profit through loans because they have high weights of monthly installed payment and card affiliate fees. Therefore, card loans requiring high fees and loan interest and interest revenue through cash services are predicted to contribute to the profitability of credit card firms.

Looking at the relationship between the weight of bond issue, representing foreign credibility, and profitability, a significant estimation parameter is indicated. The values are shown as 0.0017 and 0.0157 in (3) and (8), respectively, and the statistical significance levels are 1% and 5%, respectively. As expected, as foreign credibility increased, profitability also increased greatly. As suggested from the previous foreign study by Demirguc-Kunt and Huizinga (2010), a smooth funding procurement structure seems to have a significant impact on profitability.

The relationship between the level of risk management in Korean financial institutions and their profitability was found to have a statistically significant negative relationship. In other words, profitability decreased as weight of long-term overdue debt increased. This relationship is also shown in (4) and (8), as the estimated parameters are at a 1% significance level. A high weight of long-term overdue debt means reduced profitability through increased allowance for irrecoverable debts and the occurrence of irrecoverable debts.

The aforementioned four factors were internal factors of credit card firms. From here on, the three factors representing financial markets and macro-economic conditions will be explained. The difference between the lending rate and deposit rate, representing the degree of competition, was found to not have a significant effect on profitability. The level of market interest rates or the economic condition also did not have a significant effect on profitability.

Table 4 shows the analysis results of the determinant factors of the capital adequacy of financial institutions. Regarding the degree of enlargement, there is no statistical significance shown in (1) but a 1% level of statistical significance is shown in (8), negatively affecting capital adequacy. Capital adequacy is found to be better in smaller-scale credit card firms.


Table 3
Results on the determinants of the profitability of credit card firms
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Table 4
Results on the determinants of the capital adequacy of credit card firms
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Diversification is found to have a positive effect on capital adequacy. In (2) and (8), the amounts of estimation parameters are shown and the parameter in (8) is shown to be significant at a 1% level. As the ratio of the cash loan business increases, risk-weighted assets categorised as loan portfolios increase, which in turn decreases the equity capital ratio. Therefore, a higher ratio of non-cash loan business, such as card affiliates, monthly instalment payments, or lump sum payment sales, improves capital adequacy.

Foreign credibility also seems to have a positive influence on capital adequacy. The estimated parameters are shown as 0.4800 and 0.3380 from (3) and (8), respectively, with relatively high statistical significance. As expected, capital adequacy improves as the weight of bond issue, similar to the subordinated debt helpful for capital expansion, increases.

The level of risk management represented by an increased share of the long-term overdue debt was found to have a negative effect on capital adequacy. It is shown in (4) and (8) that the statistical significance level is approximately 1%. The increased risk-weighted assets through distressed debt lowers the equity capital ratio.

Next, in examining the relationship between capital adequacy and external factors such as the degree of competition, economic condition, and market interest rates, the factor with the most significance was market interest rates. As the interest rates increased, funding procurement costs increased, which hindered the expansion of capital and negatively affected capital adequacy.

Table 5 shows the results of the determinant factor analysis for loan soundness. smaller the firm, the more active it is in procuring funds – to be true. Furthermore, loan soundness is better maintained when the foreign credibility level is high.

Table 6 shows the analysis results of the liquidity determinant factors. A higher diversification and foreign credibility level contributed to the increase in liquidity. In the case of diversification, the estimated parameters exhibited significant values at the 10% and 1% level as shown in (2) and (8), respectively. Hence, it is understood that securing liquidity is significantly influenced by a diversified cash flow generation source during diversification.

As for foreign credibility, a statistically significant 1% level is exhibited in (3) and (8), which implies that funding procurement through bond issue positively affects the securing of liquidity.


Table 5
Results on the determinants of the loan soundness of credit card firms
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Table 6
Results on the determinants of the liquidity of credit card firms
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In the case of level of risk management, the estimated parameters of (4) and (8) show statistically significant negative values. This also means that as the weight of the long-term overdue debt increases, the liquidity of a credit card firm decreases. The decreasing interest revenue on bonds negatively influenced liquidity and accordingly led to an increase in the credit risk of certain financial institutions as well as an increase in liquidity risk. Considering that the distressed debt of the U.S. financial institutions from the last global financial crisis precipitated the global liquidity crisis, the claims of Archaryaet al. (2011) seem to be persuasive.

Let us now look into the external factors. The degree of competition was found to have a negative effect on liquidity in (8). However, in (5), the estimated parameter did not show statistical significance. This shows that the degree of competition alone does not have a significant effect on the level of liquidity, although the competition factor could have a negative effect on the liquidity of credit card firms when internal and external factors are enacted at the same time. Since liquidity is maintained for precautionary purposes by financial institutions, when the funding situation is not good, credit card firms will focus more on securing liquidity for preventive purposes.

Economic condition was shown to have a positive influence on the liquidity of credit card firms in (8). In a state of economic expansion, the liquidity of credit card firms also increases significantly. However, in (6), the estimated parameter did not exhibit any level of significance. In addition, the level of interest rate was shown to have a statistically significant negative effect on liquidity in (7), whereas the estimated parameter exhibited a negative value but no significance in (8) when the internal and external factors were considered altogether. Therefore, an increase in the interest rate contributes to a decrease in liquidity as an increase in the interest rate increases the funding procurement costs of credit card firms.

CONCLUDING REMARKS

The current study empirically examined factors that have a significant influence on profitability, capital adequacy, loan soundness, and liquidity. In other words, internal factors, such as the degree of enlargement, diversification, foreign credibility, and level of risk management, and external factors, such as the degree of competition, economic condition, and interest rate, were examined to determine whether these factors had any significant influence on the business stability of domestic credit card firms. The analysis results are summarised as follows.


First of all, the significant determinant factors influencing profitability were found to be the degree of enlargement, foreign credibility, and the level of risk management. Therefore, when asset size is smaller, foreign credibility is higher, and risk management is successful, the profitability of a domestic credit card firm improves. As far as the relationship between firm size and profitability is concerned, this result is in line with Carter and McNulty (2005), and Chatterji and Seamans (2012). External factors such as the degree of competition, the economic condition, and the interest rates did not significantly affect profitability.

Second, the determinant factors of capital adequacy were the degree of enlargement, diversification, foreign credibility, level of risk management, and interest rate. In other words, when the firm is smaller, business is more diversified, foreign credibility is higher, and risk management is successful, capital adequacy is enhanced. In addition, as the interest rate increased, capital adequacy decreased. This result does not support the argument of Stever (2007) that smaller financial institutions have limitations to staying in business due to the risk factor of a lower level of diversification.

Third, the determinant factors of loan soundness were found to be the degree of enlargement and foreign credibility. The bigger the asset size of the firm and the higher its foreign credibility, the higher its loan soundness. This result is inconsistent with the result of Kashyap and Stein (1995).

Fourth, the determinant factors of liquidity were diversification, foreign credibility, level of risk management, degree of competition, economic condition, and interest rate. Liquidity improved with higher levels of diversification, foreign credibility, and risk management. Additionally, when competition in the market was more heated, liquidity increased for preventive purposes and economic expansion occurred. However, an increased interest rate lowered liquidity because funding procurement costs increased. As Demirguc-Kunt et al. (2004) have argued, this result shows that competition is a significant factor in determining the liquidity level of credit card firms.

For further study, using a probabilistic approach, I will analyse the probability of improvement in terms of sustainability with regard to the management of credit card firms depending on the level of four factors: profitability, capital adequacy, financial soundness, and liquidity. Thus, I will ascertain the optimal level of each of the four factors affecting the management stability of credit card firms in terms of sustainability based on the results of this study, which focused on finding the determining factors on the management stability of credit card firms.


In conclusion, by systematically analysing the business stabilities of the Korean credit card firms and proposing important suggestions, this study offered useful academic contributions to the field. Based on the current study, credit card firms will be able to identify the influence of the Financial Supervisory Authorities’ tightened regulations on business stability and prepare relevant countermeasures. In addition, the Korean Financial Supervisory Authorities will be able to establish policies that can positively influence business stability and the continuous growth of credit card firms.
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ABSTRACT

Social identification is essentially a perception of oneness with a group of persons. This study designs a model that tests and identifies social factors affecting brand identification. A convenience sample of 383 visitors to Ala Eddin Market (Mobile Market in Tehran) was surveyed. A series of linear regressions to test the hypotheses were completed using Path Analysis. The results showed that brand trust and brand attractiveness have positive effects on brand identification. The results also revealed that ideal self-congruity, brand distinctiveness and brand attractiveness have positive effects on brand trust, which in turn indirectly influence brand identification. Ideal self-congruity and brand distinctiveness also positively affect brand attractiveness, which indirectly influence brand identification. However, the findings of the study indicate that actual self-congruity has no significant effect on brand trust and brand attractiveness.
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INTRODUCTION

The cell phone industry is currently one of the most important and fast-growing industries in the world. Ben Wood, mobile phone analyst at CCS Insight, said that the mobile phone may be “the most prolific consumer device on the planet” (Wood, 2008). According to Gartner’s website, worldwide mobile device sales grew 13.8% in the second quarter of 2010 and 14.6% in the third quarter of 2010 (IDC Worldwide Quarterly Mobile Phone Tracker, 2010; Gartner Inc., 2010). The growth of the number of cell phone users in Iran follows global trends (http://tci.ir/s40/p_3.aspx?lang=Fa). To penetrate this market, we must thoroughly study the relationship between users and current brands. One of the most important concepts in the consumer-brand relationship is brand identification. Social identity theory, which is useful in marketing (Bhattacharya & Sen, 2003), states that in articulating their sense of self, people typically go beyond their personal identity to develop a social identity (Turner, 1975). People create their social identity by identifying with or categorising themselves in a contextual manner (Kramer, 1991) as members of various social categories (e.g., gender, ethnicity, occupation, sports teams and other more short-lived and transient groups).

Bhattacharya and Sen (2003) added that in the marketing context, customers create their social identity by identifying and associating themselves with brands that reflect and reinforce their self-identities. The social identity concept has been investigated in the sociological and psychological disciplines and, more recently, in organisation behaviour and human resource management (Gioia, Schultz, & Corley, 2000). Social identity has been described as a key concept in organisational behaviour (Gioia et al., 2000). Perceived membership in a social category contributes to one’s social identity (Hogg, Terry, & White, 1995). Consumers are drawn to teams that have a strong “similarity” to themselves, and this similarity may be real (i.e., source with actual-self) or inspirational (i.e., source with ideal-self). Identification is a means to acknowledge commonality with the “in-group” while also acknowledging differentiation from an “out-group” (Carlson, Todd, & Cumiskey, 2009).

Bhattacharya and Sen (2003) argued that in an era of unprecedented corporate influence and consumerism, certain companies represent and offer attractive and meaningful social identities to consumers that help satisfy important self-definitional needs. As a result, such companies constitute valid targets for identification among relevant consumers though they are not formal organisational members.

This view is supported by Scott and Lane (2000), who argued that people can seek identification even when they are not formal organisational members: “to the extent that the group category is psychologically accepted as part of the self, an individual is said to be identified with the group”. Hence, it can be said that identification is but a “perceptual constructive construct” (Ashforth & Mael, 1989), where the individual is not compelled to expend effort towards group goals. Akerlof and Kranton (2000) applied and acknowledged social identity theory in the context of economics. They indicated that “identity is fundamental to behaviour, choice of identity may be the most important economic decision people make”. Individuals categorise themselves and identify with the group with which they share similarities. This social classification of the self can predict group member behaviours (Billig & Tajfel, 1973; Turner, 1975; Kuenzel & Halliday, 2008). However, a review of the literature has revealed that very few studies seem to apply social classification of the self in the context of marketing (Ahearne, Bhattacharya, & Gruen, 2005). Arnett, German and Hunt (2003) criticised past literature for its primary focus on the economic nature of brand relationships and for being applied mostly in the business-to-business context. Previous studies have indicated that factors such as brand personality attractiveness, prestige, distinctiveness, satisfaction, and B2C relationships affect brand identification (Carlson et al., 2009; Kuenzel & Halliday, 2008; Kim, Han, & Park, 2001). Notably, the notion of Consumer-Company (C-C) identification is conceptually distinct from consumers’ identification with a company’s brands (e.g., Aaker, 1997), its target markets, or, more specifically, its prototypical consumer.

In the following sections, the effects of trust, attractiveness, distinctiveness and actual and ideal self-congruity on brand identification are discussed. The model is tested with a sample of cell phone owners in Tehran using path analysis and multiple regression. This test is followed by a discussion of the most important findings and the managerial implications and limitations of our study.

RESEARCH HYPOTHESES

Actual and Ideal Self-Congruity

The significance of self-concept lies in the fact that in many cases, what a consumer buys can be influenced by the image that the consumer has of him or herself (Zinkham & Hong, 1991). Self-image congruence refers to the match between consumers’ self-concept (e.g., actual-self, ideal-self) and the user image (or “personality”) of a given product, brand, or store. Consumers might prefer brands that have images compatible with their perceptions of self (Belk, Bahn, & Mayer, 1982; Ericksen, 1996; Solomon, 1983; Zinkham & Hong, 1991; Jamal & Goode, 2001). Conversely, Aaker (1991) describes a consumer’s relationship with a brand on five levels, with brand trust being the fourth level, preceded by brand satisfaction. In addition, because Sirgy et al. (1997) found that self-congruity has a positive effect on customers’ satisfaction with a brand, the impact of self-image congruity on brand satisfaction could be considered a prelude to brand trust, though no study has been conducted on its direct effect. The current study addresses such a relationship through the following hypotheses:



	H1:
	Actual self-congruity has a positive effect on brand personality trust.



	H2:
	Ideal self-congruity has a positive effect on brand personality trust.




Belk (1988) argued that a brand is perceived as attractive when it helps a person express him/herself and when the person identifies with the brand. Some studies associate self-expressive value with the self-congruity theory and introduce the latter as a means for self-expression (Kressmann, Sirgy, Herrmann, & Huber, 2006). Through the purchase and use of products, consumers define, maintain and enhance their self-concepts (Zinkham & Hong, 1991; Jamal & Goode, 2001).



	H3:
	Actual self-congruity has a positive effect on brand personality attractiveness.



	H4:
	Ideal self-congruity has a positive effect on brand personality attractiveness.




Self-Congruity

To measure self-congruity (actual and ideal self-congruity), we used the difference scores for brand personality and self-image. Aaker’s (1997) brand personality measure consists of 15 brand personality facets (e.g., down-to-earth, honest, wholesome) that reflect five major dimensions (e.g., security, excitement, competence). The brand personality inventory was used to capture:


	The actual self-image of the respondents [“To what extent do the following personality attributes apply to you?”];

	The respondents’ ideal self-image [“Imagine how you would like to be. To what extent do the following personality attributes apply to how you would like to be?”]; and

	The brand-user image as perceived by the respondents [“Imagine your brand of car (e.g., BMW) as a person. Indicate the extent to which the following personality attributes apply to the brand or the typical user of the brand.”].


The self-congruity scores were calculated using the method of Sirgy, Johar, Samli and Claiborne (1991).

Brand Distinctiveness

If a brand is not perceived as unique, it will have a difficult time supporting a price higher than other brands. Regardless of how a brand is formed, if it is considered unique, it can command a premium price in the marketplace (Aaker, 1996; Netemeyer, 2004). Agres and Dubitsky (1996) found a pattern for developing a successful brand by going through a progression of phases: differentiation, relevance, esteem and knowledge (Wong & Merrilees, 2008). Brand uniqueness is also considered a core/primary CBBE (Customer-Based Brand Equity) facet (Aaker, 1996; Agarwal & Rao, 1996). Commanding a premium price and forgoing respectful relationships require customers’ trust; therefore,



	H5:
	Brand personality distinctiveness has a positive effect on brand personality trust.





Studies show that if a brand can deliver even an irrelevant attribute, it will be perceived as unique. Distinctiveness makes a brand more memorable and attractive, and such a brand will be chosen frequently (Carpenter, Glazer, & Nakamoto, 1994). Brewer’s (1991) theory of optimal distinctiveness suggests that people attempt to resolve the fundamental tension between their need to be similar to others and their need to be unique. Cuca (2005) believed that organising the services that are both distinctive and market-related is a way to create attractive services. Kim et al. (2001) analysed and confirmed the hypothesis of the impact of distinctiveness on brand personality attractiveness. In another study on CRM, Wu and Tsai (2007) noted the positive effect of distinctiveness on company identity attractiveness.



	H6:
	Brand personality distinctiveness has a positive effect on brand personality attractiveness.




Brand Attractiveness

The extent to which a brand is attractive, favourable, and distinctive (Kim et al., 2001) has important implications for the brand’s success. For example, González-Benito, Martínez-Ruiz and Mollá-Descals (2008) documented the positive relationships between brand attractiveness and market share and between brand attractiveness and prices. Hayes, Alford, Silver and York (2006) indicated that consumer perception of a brand can have an impact on a consumer’s opinion on the desirability of the brand as a relationship partner. Furthermore, the relationship quality appears to be dependent, to some extent, on the brand’s perceived attractiveness (Sophonsiri & Polyorat, 2009). Commanding a premium price requires customers’ trust; therefore,



	H7:
	Brand personality attractiveness has a positive effect on brand personality trust.




Maxwell and Knox (2009) implied that the social identity theory could answer the question of what makes an employer organisation’s brand attractive to its current employees. The social identity approach (SIA) offers a particularly useful lens through which to study employer brand attractiveness because organisational identification has been found to enhance a range of behaviours that may support the corporate brand. Organisational identification motivates employees to engage in organisational citizenship behaviour (van Dick, Wagner, Stellmacher, & Christ, 2005), to project a positive image of the organisation to external stakeholders, and to think and behave in ways that reflect the organisation’s unique identity (Haslam, Powell, & Turner, 2000). Through the lens of SIA, organisational identity is also conceptually identical to employer brand image, and the strength of employees’ identification with their organisation has been found to increase when employees perceive their organisation’s identity as attractive and unique (Turner & Oakes, 1986). Therefore, organisational identification may be treated as the intervening variable between an employer organisation’s brand and the behaviour of its employees. Kim et al. (2001) also analysed and confirmed the impact of brand personality attractiveness on brand identification. Therefore,



	H8:
	Brand personality attractiveness has a positive effect on brand identification.




Brand Trust

A consumer who trusts a brand is more willing to remain loyal to it, pay a premium price for it, buy new products introduced under it in existing and new categories and share information about his or her tastes, preferences, and behaviours (Chaudhuri & Holbrook, 2001). Brand trust creates relationships between customers and the brand in which no physical and formal presence is required. Therefore,



	H9:
	Brand personality trust has a positive effect on brand identification.




Using previous studies and suggested hypotheses, the conceptual model of this study (Figure 1) is presented. Based on this model, actual self-congruity, ideal self-congruity, and brand personality distinctiveness are considered exogenous variables, whereas brand personality trust, brand personality attractiveness, and brand identification are considered endogenous variables.

RESEARCH METHODOLOGY

The population of this study consists of cell phone buyers visiting two main cell phone retail centres in Tehran: Alaeddin Trade Complex and Tehran Great Cell Phone Market.

Data were collected via self-reporting and a paper-based questionnaire. The sample was drawn from 420 people (Based on Kerjcie and Morgan’s table) living in Tehran. The response rate was nearly 91% (383 people). The study used multi-item scales to assess the constructs in our model. All items in the questionnaire were measured on a five-point Likert-type scale (1 = completely disagree, 2 = disagree, 3 = neutral, 4 = agree, 5 = completely agree). Some of the measures were available in the literature, though most were adapted to suit this particular context. To measure actual and ideal personality, we used 15 items based on Aaker’s (1997) brand personality scale. Brand personality trust was measured with four items from Chaudhuri and Holbrook’s (2001) well-established distinctiveness scale.

Brand personality distinctiveness was assessed using three items established by Carlson et al. (2009). Brand identification was measured with five items based on Mael and Ashforth’s (1992) study. Finally, brand personality attractiveness was assessed using four items developed by Hayes et al. (2006) (see Table 1).

RESULTS

Four questions were used to measure the sample’s demographic status. The results showed that of the 383 respondents, 52.7% were men, and 47.3% were women. In terms of age, 14.9% were under 20, 73.4% were between 20 and 30, 8.6% were between 30 and 40, and 3.1% were over 40. In terms of marital status, 23.8% were married, and 76.2% were single. In terms of education, 3.9% had not finished high school, 51.4% had finished high school, and 44.7% had a bachelor’s degree or higher. The distribution of cell phone brands (current and previous) among the respondents is provided. Because some respondents (approximately 74.7%) had changed cell phone brands, the distribution of the changed brands is also presented in Table 1.


Table 1
Distribution of cell phone brands (current and previous)



	Brand
	
Previous Brand (%)


	
Current Brand (%)





	Nokia
	
35.0


	
53.3





	Sony Ericcson
	
38.8


	
26.4





	Samsung
	
12.9


	
13.1





	LG
	
2.4


	
1





	Motorola
	
4.5


	
0.5





	Chinese Brand
	
1.0


	
1.3





	Others
	
5.2


	
4.4






Various tools of statistical analysis, including SPSS statistical software, were used in this study. Mean value, reliability analysis, Friedman Test analyses, Kruskal-Wallis analysis and Student’s t-tests were performed as required to arrive at a logical conclusion about the sample data. Reliability of measures for each concept was tested for internal consistency using Cronbach’s alpha. The findings for the Cronbach’s alpha showed that the reliability coefficients were acceptable (above 0.6) for all variables. Hence, the reliability of the questionnaire was accepted (see Table 2).


Table 2
Findings for the Cronbach’s alpha and references for questionnaire measures



	Variable
	
No of items


	
A


	
References





	Actual self-personality
	
15


	
0.669


	Aaker (1997)



	Ideal self-personality
	
15


	
0.780


	Aaker (1997)



	Brand personality
	
15


	
0.839


	Aaker (1997)



	Brand personality distinctiveness
	
3


	
0.649


	Carlson et al. (2009)



	Brand personality trust
	
4


	
0.710


	Chaudhuri & Holbrook (2001)



	Brand personality attractiveness
	
4


	
0.811


	Bigné-Alcaniz, Chumpitaz-Cácetes, & Curras-Pérez (2010); Hayes et al. (2006)



	Brand identification
	
5


	
0.808


	Mael & Ashforth (1992)




Before analysing the hypotheses, it was necessary to address the means, standard deviations, and correlation. The results of the correlation analysis showed that actual self-congruity was directly related to all variables except brand trust (r = 0.044) and brand identification (r = 0.073). As Table 3 shows, ideal self-congruity was directly and significantly related to other variables. Correlation analysis has been done for all variables as well, results has been shown in detail in Table 3 (p < 0.01).


Table 3
Correlation, mean and standard deviation of research variables

[image: art]

Note: a (min = 0, max = 2.13); b (min = 0, max = 3.27); * p < 0.05, ** p < 0.01

Path analysis was a good medium for depicting casual relationships. To test the conceptual model, path analysis was employed. To implement path analysis, the researcher used multiple regression three times. F statistics in ANOVA showed that there was a linear relationship among actual self-congruity, ideal self-congruity, brand distinctiveness and brand attractiveness as independent variables for brand trust (F = 104.316, p < 0.01), and among actual self-congruity, ideal self-congruity and brand distinctiveness as independent variables for brand attractiveness (F = 51.492, p < 0.01). The Finlay linear relationship between brand trust and brand attractiveness as independent variables for brand identification was also confirmed (F = 121.950, p < 0.01). Path analysis showed that brand trust (β = 0.173, t = 3.400) and brand attractiveness (β = 0.503, t = 9.863) have positive effects on brand identification. The results also revealed that ideal self-congruity (β = 0.158, t = 3.931), brand distinctiveness (β = 0.214, t = 5.087) and brand attractiveness (β = 0.483, t = 11.272) have positive effects on brand trust, which in turn indirectly influences brand identification. Similarly, ideal self-congruity (β = 0.218, t = 4.647) and brand distinctiveness (β = 0.358, t = 7.622) positively affect brand attractiveness, which indirectly influences brand identification. Conversely, this study’s finding indicate that actual self-congruity has no significant effect on brand trust (β = –0.026, t = –0.566) and brand attractiveness (β = –0.003, t = –0.051)(Figure 1).
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Figure 1. Tested model



The non-significant paths were eliminated to obtain the final modified model as shown in Figure 2. As Figure 2 indicates, β coefficients, t, and R2 are provided.



[image: art]

Figure 2. Modified model



As such, all paths except H1 and H4 were confirmed. To analyse the direct and indirect effects of independent variables on the dependent ones, the total, direct, and indirect effects of endogenous variables should be provided (Table 4).

Complementary Tests

An analysis of the means of brand trust, brand attractiveness, and brand identification through one sample t-test resulted in no significant difference among the surveyed brands. However, a study of the mean distinctiveness among the surveyed brands showed that Samsung had the least distinctiveness (Table 5).


Table 4
Direct, indirect and total effects
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Table 5
Analysis of the means of research variables through a one-sample t-test
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CONCLUSION

This study shows that brand personality trust (β = 0.173, t = 3.400) has a positive effect on brand identification. This is consistent with the findings of Wu and Tsai (2007), which confirm the indirect effect of trust on customer-company identification through a company’s distinctiveness, prestige, and identity attractiveness. In this way, brand trust creates customer-brand relationships that require no physical and formal presence and may lead to a broader perception of oneness with a brand.


This study also showed that brand personality attractiveness (β = 0.503, t = 9.863) has a positive effect on brand identification. This was also illustrated by Ashforth and Mael’s (1989) study on employer brand attractiveness, which confirmed its positive effect on organisational identification. Kim et al. (2001) also reached the same conclusion. Perceived brand attractiveness may significantly affect the customer-brand relationship. A brand’s desirability may influence a customer to perceive that brand as a friend, which in turn may serve as a factor in creating oneness with a brand.

This study also shows that ideal self-congruity (β = 0.158, t = 3.931) has a positive impact on brand personality trust and indirectly affects brand identification. The positive effect of self-image congruity on customers’ satisfaction as a post-purchase behaviour has been already proven. As previously mentioned, Aaker (1997) described the customer-brand relationship in five facets, among which brand trust is the fourth facet, preceded by brand satisfaction. As such, the effect of self-image congruity on brand satisfaction may be considered a prelude to brand trust.

Similarly, brand personality distinctiveness (β = 0.214, t = 5.087) has a positive effect on brand personality trust. Agres and Dubitsky (1996) found a pattern for developing a successful brand by going through a progression of phases: differentiation, relevance, esteem and knowledge. A series of linear regressions shows that brand personality attractiveness (β = 0.483, t = 11.272) has a positive effect on brand personality trust. Hayes et al. (2006) argued that perceived brand attractiveness may influence the consumer-brand relationship in meaningful and predictable ways. Their study indicated that a consumer’s brand perception can impact his or her opinion of brand desirability as a relationship partner. Furthermore, the relationship quality appears to be dependent, to some extent, on the brand’s perceived attractiveness (Sophonsiri & Polyorat, 2009), which in turn may be considered an incentive to increase brand personality trust.

This study also indicates the positive effect of ideal self-congruity (β = 0.218, t = 4.647) on brand personality attractiveness. The self-expressive value is mainly a force that makes consumers buy goods and services. Considering previous studies, self-congruity with brand concept may be considered a natural development of the self-concept (Usakli & Baloglu, 2010). Belk (1988) argued that a brand is perceived as attractive when it helps a person express him/herself and when the person identifies with that brand. Aaker (1999) argued that a brand is used for self-expression and to reflect self-concept. In another study, Kim et al. (2001) confirmed that the self-expressive value and distinctiveness of a brand influence the attractiveness of a brand personality.


The findings of this study showing the positive impact of brand personality distinctiveness (β = 0.358, t = 7.622) on brand personality attractiveness are consistent with those of Kim et al. (2001) and Wu and Tsai (2007).

However, this study shows that the effects of actual self-congruity on brand personality trust (β = –0.026, t = 0.566) and brand personality attractiveness (β = –0.003, t = –0.051) are not significant or meaningful. Although many studies have addressed the positive effect of self-image congruity on customers’ preferences (Ericksen, 1996), others have shown that self-image congruity may not be an important factor in purchasing and evaluating all product categories (Jamal & Goode, 2001). Considering the positive relationships in the model, this study confirms the positive indirect effects of the aforementioned variables on brand identification, with brand personality attractiveness having the greatest impact. This study also addresses brand personality distinctiveness. The effect of brand personality attractiveness on brand personality trust and the impact of brand personality distinctiveness on the two endogenous variables of brand personality attractiveness and brand personality trust seem to be remarkable. The analysis of these effects shows that ideal self-congruity has the least impact on brand identification.

MANAGERIAL IMPLICATION

Because one of the most successful sales techniques is to introduce products to customers based on their personality type, more emphasis should be placed on ideal self-congruity to attract customers to a given cell phone brand.

Innovation and creativity in producing more attractive and distinctive cell phones provide more intimacy with a given brand. Cell phone importers in Iran should be aware of this. They should also avoid any bias and prejudice toward a certain brand to save the national capital. The strong effects of brand personality attractiveness and distinctiveness on brand trust show that using an attractive and distinctive marketing mix in introducing a product, in addition to higher brand identification, can play a determining role in creating brand trust. However, due to the strong effects of distinctiveness on brand personality attractiveness and cell phone brand personality identification, it also applies to brand personality distinctiveness.


FUTURE RESEARCH

The conceptual model of this study can be tested for other products. Because brand identification in a cognitive concept creates an overlap between an individual’s pattern and an institution’s pattern, sports environments and related retailers are appropriate contexts for brand identification studies. A recent concept in brand studies is customer involvement, frequently illustrating the moderator effect on customer’s behaviour. Because brand identification is a concept linked to customer’s behaviour, it is recommended that the effect of customer involvement on the relationship between actual and ideal self-congruity, brand attractiveness and brand trust be surveyed.

Because the cell phone market is vast and significant, it is recommended that other determinants such as price, quality, ads, and distribution channels are analysed through other models.

RESEARCH LIMITATIONS

The brand personality facets as identified by Aaker (1997) were translated to suit this study. This limitation was removed to an acceptable extent using expert recommendations. The foreign origins of most cell phone brands and lack of domestic brands may significantly affect the customer’s perceptions of brands and their associations. Additionally, negative attitudes toward some brands affect such perceptions. Domestic sales figures were unavailable for several brands, which made it impossible to properly extract the different classes’ data in terms of their weighted averages.
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ABSTRACT

Malaysia’s remarkable economic performance during the past three decades is partly due to the country’s successful export sector. Nonetheless, the growth of emerging economies necessitates change in the structure of Malaysia’s export sector. With slow economic growth in its primary trading partners, there is a pressing need for Malaysia to change its current export structure, which relies heavily on western industrialised countries as export destinations. By doing so, Malaysia can diversify its economy through agreements with new export destinations with which it currently has low bilateral trade. This paper aims to examine the trends of Malaysia’s exports to Middle Eastern Asian Countries (MEACs) that are similar to Malaysia in that MEACs are also Islamic countries. Proposing MEACs as Malaysia’s new main export destinations, this study will examine the probable impact of various trade agreements signed between MEACs and other countries on Malaysian exports to MEACs. Applying panel data analysis, this study observes that trade agreements between MEACs and other countries do not exert negative effects on Malaysian exports to MEACs.

Keywords: exports, gravity model, Malaysia, Middle Eastern Asian countries

INTRODUCTION

Malaysia, together with Thailand and Indonesia, was well known for its remarkable economic performance in the early 1990s, before the 1997 economic crisis halted its impressive growth (Elliott & Ikemoto, 2004). By following the East Asian Development model (EADM, see Baek, 2005; Freeman & Hew, 2002), Malaysia successfully transformed its economy from an agriculture-based economy (or a low-income economy) into an industry-based economy (also known as a value-added-based economy and currently referred to as a middle-income economy). In the EADM, the most important element is “openness” or “economic liberalisation.”1 Malaysia’s openness to international trade (and international capital) has led to rapid economic growth for the past three and a half decades, which has contributed to declines in poverty rates and income inequality. Several studies have confirmed the vital role trade played in promoting growth in Malaysia, such as those by Ghatak, Milner and Utkulu (1997), Khalafalla and Webb (2001), Thangavelu and Rajaguru (2004) and Chandran and Munusamy (2009).
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Figure 1(a). Malaysian exports (in million of RM)
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Figure 1(b). Malaysian export growth (in %)

Source: World Development Indicators (World Bank, 2012)



Malaysia’s exports since 1990 have been growing as shown in Figure 1(a). From 1990 to 2009, there were only two periods when Malaysia recorded a negative growth rate or drop in exports. The decline in 2001 is primarily explained by the US economic slowdown. As the US is among the top three Malaysian export destinations, any stagnation in US incomes will affect demand for Malaysian exports. This, to a certain extent, contributed to slower economic growth in Malaysia. The decrease in Malaysian exports in 2009 could be due to the influence of an economic slowdown in European economies, combined with a natural disaster that occurred in Japan, which is also among the top three Malaysian export destinations. In a nutshell, Malaysia’s economic growth has been inextricably linked with the expansion of its external sector. Thus, a contraction of the external sector is likely to have a large impact on the prospects for Malaysia’s economic growth. It is important for Malaysia to diversify its export destinations to mitigate the adverse impact of the country’s heavy dependency on a few countries, such as the US. We suggest here that Middle Eastern Asian countries (MEACs), which has received less attention in past literature, are potentially desirable export locations for Malaysia. This is in line with Malaysia’s aspiration to have higher level of trade with MEACs. Recently, Malaysia’s Prime Minister Najib Abdul Razak inaugurated the “Invest Malaysia 2011” forum, the main function of which was to motivate Gulf investors to invest in Malaysia. In January 2011, a framework agreement on economic, commercial, and technical cooperation between Malaysia and the Gulf Cooperation Council (GCC)2 was sealed in Abu Dhabi (Abdurabb, 2011). This initiative/agreement is expected to induce both trading partners to work together, not only to spur investment but also to produce growth in trade through the removal or reduction of customs barriers, the encouragement of contact between business sectors, and the establishment of economic, trade, and investment partnerships (Abdurabb, 2011).

Despite these efforts, there has been a somewhat unimpressive track record of Malaysian exports to MEACs. Table 1 shows Malaysian exports to MEACs as a percentage of total Malaysian exports. Except for the UAE, Malaysia’s ties with other MEACs can be described as negligible. Its ties with Iraq, Kuwait, and Lebanon are very weak. Therefore, the objective of this study is to examine the MEACs as a new focus for Malaysian exports. In particular, this study attempts to identify the major factor(s) that can be used as policy tools to further promote MEACs as export destinations for Malaysia. To do this, we will introduce some specific references to the role of the signing of trade agreements between MEACs and other countries in the world during the period under study.


Table 1
Malaysian exports to MEACs (as a percentage of total exports)



	 
	
1995


	
1998


	
2001


	
2004


	
2007


	
2008


	
2009





	Iraq
	
0.02


	
0.04


	
0.04


	
0.05


	
0.01


	
0.10


	
0.10





	Jordan
	
0.18


	
0.12


	
0.08


	
0.27


	
0.05


	
0.28


	
0.10





	Kuwait
	
0.09


	
0.09


	
0.07


	
0.09


	
0.10


	
0.19


	
0.10





	Lebanon
	
0.03


	
0.04


	
0.03


	
0.03


	
0.03


	
0.05


	
0.06





	Oman
	
0.05


	
0.06


	
0.11


	
0.06


	
0.09


	
0.16


	
0.10





	Qatar
	
0.01


	
0.04


	
0.03


	
0.04


	
0.17


	
0.12


	
0.35





	Saudi
	
0.4


	
0.38


	
0.39


	
0.38


	
0.41


	
0.53


	
0.52





	Syria
	
0.07


	
0.06


	
0.06


	
0.12


	
0.09


	
0.09


	
0.11





	Turkey
	
0.30


	
0.41


	
0.42


	
0.31


	
0.51


	
0.41


	
0.30





	UAE
	
0.93


	
0.88


	
0.94


	
1.23


	
1.67


	
1.89


	
1.81





	Yemen
	
0.11


	
0.13


	
0.06


	
0.09


	
0.13


	
0.17


	
0.13






Source: Own calculations, based on information taken from the Asian Development Bank (2010) and the United Nations Conference of Trade and Development (2011).

There are a substantial number of trade agreements that have been signed or are under negotiation between MEACs and countries other than Malaysia. Could these various trade agreements cause an increase in exports from Malaysia to MEACs? The merits of trade agreements, particularly free trade agreements (FTAs), have been debated for a long time. With FTAs, there are two possible opposing outcomes, trade diversion and trade creation. The first possible outcome is that trade diversion will lead to FTA members resorting to higher-cost producers and thus losing efficiency gains. The contrary outcome is that, apart from depending on the initial economic structure, particularly the tax structure, among FTA members, these trade agreements will usher in more economic progressiveness and, hence, greater prosperity (Burfisher, Robinson, & Thierfelder, 2001). Thus, trade agreements between MEACs and countries other than Malaysia are expected to have a trade-diverting impact on Malaysian exports to MEACs.3 This is our main interest as the country’s economic growth depends on the survival and expansion of its firms. To have policies that better support the export sector, an understanding of the factors that may affect the export performance of firms is vital.

The organisation of this study is as follows. The next section will briefly highlight the background of Malaysia and MEACs. The structures of MEACs could be of particular interest as they will provide insights about the potential levels of trade between Malaysia and MEACs relative to the existing amounts. While the role of trade agreements between Malaysia and MEACs cannot be tested here as they are still under negotiation, the implications of trade agreements between MEACs and countries other than Malaysia could explain why trade between Malaysia and MEACs remains low to this day. A review of methodology and subsequently the model specification are provided in the third section, followed by discussion of the findings in the fourth section. The last section concludes.

ECONOMIC BACKGROUND

The U.S. has been one of Malaysia’s largest trading partners for several decades, as highlighted in Table 2. In 2000, Malaysia’s exports to the US were approximately 21% of Malaysia’s total exports. This amount ranked Malaysia as the 12th largest US major trading partner. Trade between the US and Malaysia is primarily comprised of assembled electrical goods and manufactured electronic products4. Whether Malaysia’s status as a major trading partner of the US is due to the growing strength of domestic entrepreneurs is a critical question that needs to be addressed. Rather than domestic entrepreneurs exporting huge amounts of products to the US, it could be that multinational corporations (MNCs) from the US (or even from other developed countries) have re-exported their products made in Malaysia to their home country.5

For the past two decades, Japan has been the third-largest Malaysian trading partner (Yusoff, 2005), with exports dominated by electrical and electronic equipment, machinery, and mineral fuels. While mineral fuel exports are to be expected, as Japan has a scarcity of natural resources, the other categories could have features similar to the US case. Because there are many Japanese MNCs operating in Malaysia to exploit natural resources and the cheap supply of labour, we can expect that Malaysia’s ability to penetrate the Japanese market might be due to the presence of Japanese MNCs rather than competitive Malaysian companies.

Among the ASEAN countries, Singapore has consistently been Malaysia’s largest trading partner and is Malaysia’s second-largest trading partner of any country, after the US (Department of Statistics Malaysia, 2010). Despite a percentage of total Malaysian exports, Singapore was Malaysia’s largest export destination in 2009, surpassing the US, in second place, and China, which appeared for the first time as the third-largest Malaysian export destination. The main products exported to Singapore are electrical and electronic equipment, machinery, metals, and mineral fuels. Some of these were for Singaporean domestic consumption and the remainder were re-exported. The combined East Asian economies, such as Japan, China, Hong Kong, and South Korea, represent the largest trading partner of Malaysia.


Table 2
Top 10 Malaysian export destinations
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Note: Figures in [ ] denote percent of total exports.

Source: Asian Development Bank (2010)


How large is the market for Malaysian exports in the MEACs? To show this, we present the MEACs’ demand for imports in Table 3. The MEACs’ import demand has increased, ranging from more than twofold (or 2.48%) in the case of Lebanon to approximately 63 times (or 63.9%) in the case of Iraq between 1995 and 2010. These findings demonstrate a huge potential market for exports from Malaysia in the MEACs. Success in penetrating MEAC markets could provide a strong buffer for the Malaysian economy (via stable exports) in the event of an economic slowdown in the West (European countries and the U.S.). For the purposes of this study, MEACs were chosen for two reasons: (1) the region is an area with many Muslim people and (2) they are relatively financially rich compared to other parts of the world, such as Africa and South Asia. Although only a few MEACs (i.e., Iraq and Turkey) have a population that is larger than Malaysia, some MEACs might have a higher Muslim population than Malaysia as the majority of the population in those countries are Muslim6. The figures for GDP per capita (GC) show that the bulk of MEACs are able to exert a sufficiently strong demand for Malaysian exports. Combined with relatively high population in some MEAC countries, these figures mean that MEACs should surely be a target market for Malaysia’s exports in the future. The formation of Malaysia-MEAC FTAs could be a good strategy to penetrate MEAC markets.


Table 3
Import demand of MEACs (IM), GDP per capita (GC), and population (PO)



	
	
	1995
	2000
	2005
	2010



	Bahrain
	IM
	3679
	4634
	9339
	10143 [2.75]



	GC
	11.5
	12.4
	14.7
	NA



	PO
	559
	638
	724
	1261



	Iraq

	IM

	665

	13210

	23532

	42500 [63.9]




	GC
	NA
	1.0
	0.6
	0.7



	PO
	20904
	24313
	27598
	32030



	Jordan

	IM

	3696

	4597

	10455

	15262 [4.13]




	GC
	1.7
	1.7
	2.1
	2.5



	PO
	4195
	4797
	5411
	6047



	Kuwait

	IM

	7790

	7156

	15803

	22366 [2.87]




	GC
	21.0
	19.4
	24.7
	NA



	PO
	1627
	1940
	2264
	2736



	Lebanon

	IM

	7278

	6227

	9327

	18078 [2.48]




	GC
	4.6
	4.6
	5.1
	6.7



	PO
	3462
	3742
	4052
	4227



	Oman

	IM

	4249

	5039

	8970

	18160 [4.27]




	GC
	7.5
	8.7
	9.7
	NA



	PO
	2232
	2264
	2429
	2782



	Qatar

	IM

	3398

	3252

	10061

	21978 [6.46]




	GC
	NA
	30.0
	32.2
	NA



	PO
	501
	590
	820
	1758



	Saudi Arabia

	IM

	28085

	30237

	59510

	97077 [3.46]




	GC
	9.0
	9.4
	9.4
	9.4



	PO
	18491
	20045
	24041
	27448



	Syria

	IM

	4709

	3815

	10862

	16908 [3.59]




	GC
	1.2
	1.2
	1.3
	1.5



	PO
	14171
	15988
	18484
	20446



	Turkey

	IM

	35707

	54150

	117000

	186000 [5.21]




	GC
	3.7
	4.1
	4.9
	5.4



	PO
	58864
	63627
	68143
	72752



	UAE

	IM

	20984

	35009

	80814

	170000 [8.10]




	GC
	23.3
	23.2
	24.0
	NA



	PO
	2348
	3033
	4069
	7511.69



	Yemen

	IM

	1817

	2326

	5400

	9700 [5.34]




	GC
	0.5
	0.5
	0.5
	NA



	PO
	15148
	17723
	20648
	24052




Notes: Figures in [ ] denote a ratio relative to the value in 1995. Import demand is in millions of USD, GDP per capita is in thousands of USD and population is in thousands. Source: United Nations Conference of Trade and Development Statistics (2011) and World Development Indicators (World Bank, 2011).

Although the majority of people of Malaysia and the MEACs share a similar religion, Islam, the volume of trade between Malaysia and the MEACs is not very impressive.7 Table 1 demonstrates this finding. Therefore, this study will focus on the potential adverse impacts of trade agreements between MEACs (either collectively or individually) and countries other than Malaysia on Malaysian exports to MEACs. Table 4 provides a summary of trade agreements signed between individual MEACs and non-Malaysian countries as well as the volume of trade that occurred. The US is the main country with which most MEACs have trade agreements. With the exception of Iraq, all countries recorded an upward trend in imports, implying that bilateral trade agreements might be exerting a strong impact on promoting trade between the signing countries. Whether (bilateral) trade agreements have an effect on the volume of imports of MEACs from their FTA-linked trading partner is subject to further research. It is important to note here that signing a trade agreement does not mean that the agreement is an FTA. For instance, the trade agreements signed between Kuwait and China are not FTAs. The first of these was the Agreement on Trade in 1980, followed by the Agreement on Promotion and Protection of Investment in 1985, the Agreement on Establishing Joint Economic and Trade Committee in 1986, the Agreement on Avoiding Double Taxation in 1989, and finally, the Agreement on Economic and Technical Cooperation in 1989.8 We strongly believe that although no FTA has been mentioned as being specifically negotiated and signed by both countries, they are heading towards developing an FTA in the long term.


Table 4
Trade agreements and imports (in million USD)



	
Trade agreement


	
Imports of MEAC from selected partner





	MEAC
	
Selected partner & year


	
Before


	
During


	
After





	Bahrain
	USA in 2004
	324.15 in 1999
	403.41 in 2004
	833.99 in 2007



	Iraq
	USA in 2008
	2144.22 in 2007
	3652.40 in 2008
	2720.70 in 2010



	Jordan
	USA in 2001
	357.65 in 1999
	395.94 in 2001
	547.58 in 2007



	Kuwait
	USA in 2004
	986.80 in 2002
	1358.04 in 2004
	2418.24 in 2007



	Lebanon
	Canada in 1998
	54.54 in 1997
	35.12 in 1998
	69.76 in 2007



	Oman
	USA in 2006
	348.41 in 2003
	763.31 in 2006
	1430.69 in 2008



	Qatara
	India in 2009
	451.11 in 2006
	631.56 in 2009
	647.62 in 2010



	Saudi Arabiaa
	Belgium in 2001
	415.95 in 1999
	505.10 in 2001
	615.74 in 2003



	Syria
	Turkey in 2007
	486.42 in 2005
	634.54 in 2007
	798.80 in 2008



	Turkey
	Chile in 2009
	176.45 in 2004
	200.38 in 2009
	311.70 in 2010



	UAE
	Morocco in 2001
	5.84 in 1999
	8.69 in 2001
	14.61 in 2003



	Yemen
	China in 2008
	440.55 in 2006
	790.71 in 2008
	1283.58 in 2010




Note: aSaudi Arabia concluded a bilateral trade agreement with Malaysia in 2000, whereas Qatar did so in 2009. Except for Lebanon, in which the year 2007 has been chosen because it was the year when the volume of imports started to bounce back, the years for the remaining countries were chosen for the sake of convenience as the trend was positive in those years.

METHODOLOGY

Review of Theories and Empirical Studies

The gravity model has long been gaining acceptance among researchers since the pioneering work performed by Tinbergen (1962) and Pöyhönen (1963). Although it fits well with regression techniques, the gravity model is not well grounded or supported by any theory. This criticism has been made by Deardorff (1984) and Frankel, Stein, and Wei (1995), who argue that gravity has very limited theoretical foundations. Several researchers later attempted to provide possible theoretical explanations for what has made the gravity model a powerful tool in investigating bilateral relationships.9 Among the first explanations are the works by Anderson (1979), Helpman and Krugman (1985), and Bergstrand (1985). Recently, we noted studies by Polak (1996) and Feenstra, Markusen, and Rose (1998). They provided further support to help justify and validate the use of the gravity model and give it a more solid theoretical grounding. Whereas the majority of those studies tried to find links between the gravity model and existing trade theories, Polak (1996) placed more emphasis on the role of distance. In short, gravity has been proven to be well grounded and consistent with the various existing trade theories.

In terms of empirical analysis, Sousa, Martínez-López, and Coelho (2008) reviewed 52 studies published between 1998 and 2005. Among the observations, they outlined the following: (i) the use of control and moderating variables in export performance studies has increased and (ii) more studies have started to include the external environment in their models, including domestic market characteristics.10 Martinez-Zarzoso and Nowak-Lehmann (2003) investigated the implications of intensified trade agreements in two economic blocs (Mercosur in Latin America and the European Union) on trade between Latin American countries and European countries. Pooling five members of Mercosur and 15 European countries and utilising a panel data approach, Martinez-Zarzoso and Nowak-Lehmann (2003) found that, apart from standard variables, several additional variables, such as infrastructure, income differences, and exchange rates, play a significant role in explaining bilateral trade flows between countries in two different economic blocs. In addition, the significant bloc dummies imply that belonging to one of the two preferential arrangements may foster trade. Sun and Reed (2010) evaluated agricultural trade creation and trade diversion in several FTAs, such as the ASEAN-China Preferential Trade Agreement, EU-15, EU-25, and the Southern African Development Community Agreements. Using a Poisson pseudo-maximum-likelihood (PPML) estimator, Sun and Reed (2010) found that various trade agreements have statistically significant trade-creating effects. Additionally, Sun and Reed reported the possibility for FTAs to have different effects given different time frameworks.

Empirical Model

Derived from Newton’s gravitational theory, the basic gravity model relates bilateral trade (BT) to the size (Y) of two trading countries (i and j) and the distance (DIS) between the two. It can be expressed as follows:
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It is standard practice that a country’s gross domestic product (GDP) is used to proxy Y. Originally, DIS is assumed to represent (or to be represented by) the physical distance between the two trading partners. This measurement, however, is only valid for a cross-sectional study. At least two possible measurements have been suggested in the literature to capture distance. The first is a dummy of sharing the same border (in which trade between the two countries will incur minimal costs of transportation). Similarity in language and culture may be another indirect measurement for DIS as this affects the cost of conducting trade across the border. The second measurement is the cost of transportation itself. Equation (1) is too simple to capture complex trade relationships between the two trading countries. Hence, the use of a gravity model is frequently consistent with standard models of international trade (Anderson & van Wincoop, 2003), and extended to incorporate other factors perceived as having an effect on bilateral trade relationships. One interesting area where gravity models have become very popular is the use of dummy variables to capture specific factors possibly affecting the trading behaviour of two countries. These may include commonality issues (e.g., language, border, landlocked, island, or culture; see Anderson & van Wincoop, 2003; Okubo, 2004; Papazoglou, Pentecost, & Marques, 2006; Melitz, 2007, among others), events (e.g., economic crises, natural disasters, or political change; see Papazoglou et al., 2006), economic policy (e.g., liberalisation and deregulation; see Pacheco-López, 2005) and regional factors (e.g., belonging to certain regions, such as ASEAN; linkages through certain trade agreements, such as NAFTA; or belonging to certain bodies, such as the EURO currency union; see Kucera & Sarna, 2006; Lee, Park, & Shin, 2008). In our case, we have followed the standard gravity model specification but modified the model somewhat by including population (POP), exchange rate (ER), and trade agreement (TA).11 Therefore, after replacing bilateral trade (BT) with bilateral exports (EXP), the augmented version of equation (1) will become:
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where:


EXP = Malaysia’s exports to each MEAC

GDP = gross domestic product (i = Malaysia, j = each MEAC)

POP = population (i = Malaysia, j = each MEAC)

DIS = distance from Malaysia to each MEAC

ER = real exchange rate between Malaysia and its MEAC trading partner

TA = trade agreements signed between MEACs and other countries



Instead of estimating equation (2), considering the short time-span of our sample, we decided to follow Baldwin and Taglioni’s (2006) argument that estimating both trading partners’ GDP separately is possible, but very often not rewarding. Baldwin and Taglioni (2006, p. 6) also argued that it is impossible to use averaging bilateral trade flows to determine which nation is the origin and which is the destination and, thus, it is not possible to separately measure the coefficients for the origin and destination of GDP variables. Therefore, the common practice in the literature is to use the product of the GDP values for the two nations. Consistent with numerous studies, such as Greenaway and Milner (2002), Brun, Carrère, Guillaumont, and de Melo (2005), and Lee, Park, and Shin (2008), our model, which is expressed in log form, is as follows:
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The GDP for the exporting country (in our case, Malaysia) could represent production capacity, whereas the GDP for the importing country (in our case, MEACs) may reflect the size of the market, which represents the potential demand for imports. A larger GDP for an exporting country implies a larger production capacity and therefore an expectation of a higher export capacity because of economies of scale (Sohn, 2005). On the other hand, a larger GDP for an importing country signifies potentially larger demand for imports. In a nutshell, an increase in a pair of GDPs is expected to increase the volume of bilateral trade (in our case, Malaysia’s exports to MEACs). Thus, we hypothesise that GDP will have a positive impact on bilateral trade between Malaysia and MEACs.

With regard to population, a larger population implies demographic pressure that creates a large domestic demand, which is expected to inhibit exports in an exporting country. Conversely, it is expected to increase the demand for imports in an importing country (Papazoglou et al., 2006). In short, we hypothesise that the combination of a pair of trading countries’ populations (POP) will significantly affect bilateral trade.

Distance represents trade resistance factors or trade barriers that may impede trading activities, such as transport costs, delivery time, cultural unfamiliarity, and market access barriers. Early studies that utilised the gravity model tended to apply physical distance as a proxy but, recently, several new methods have been created to measure distance. The most commonly used proxy is transportation cost. It is now generally well accepted that relative, rather than absolute, distance matters for calculating trade resistance. Sohn (2005) and Papazoglou et al. (2006) argued that distance may be represented by “psychological distance” between trading countries, instead of kilometres. In other words, firms in exporting countries may prefer to trade with neighbouring countries for cultural or historical reasons because, to a certain extent, this will lower the cost of doing business. Therefore, we hypothesise that distance will negatively affect bilateral trade.


With regard to the nominal exchange rate, the lower the nominal value of an exporting country’s products (or if the exchange rate is depreciated), the cheaper imported products will be in the eyes of foreign importers. Consequently, the exporting country will enjoy higher demand for its products abroad. Thus, we hypothesise that real exchange rates will have a negative impact on bilateral trade.

When writing about the impact of a trade agreement on bilateral trade, Carrère (2006) outlined two advantages of the gravity model in gauging the impact of trade agreements. First, the model represents a relevant counterfactual to isolate the effects of a (regional) trade agreement. If the sample of countries is appropriately selected, the gravity equation suggests a “normal” level of bilateral trade for the sample. Then, dummy variables can be used to capture the “atypical” levels resulting from a regional trade agreement. Second, with the correct introduction of dummy variables in the model, one can isolate the trade creation and trade diversion effects of an RTA. In our case, because we want to investigate the impact of a trade agreement on bilateral trade when the trading partner has formed any type of trade agreements with other countries, we expect that an exporting country will face lower import demand from a trading partner that has trade agreements with other countries. Therefore, it is hypothesised that increased TA of importing countries with other countries will reduce the amount of demand from the existing exporting countries. TA will be proxied by the dummy of TA between each MEAC and countries other than Malaysia during the period of study. In addition, to be more reflective of the real situation of import scenario due to trade agreements between MEACs and other countries, we also introduced another proxy for trade agreements: the import volume from the signing trading partner, excluding Malaysia12. The signing trading partners are listed in Table 4. To have a consistent hypothesis, such as the one we use for the dummy proxy, we further modify the second proxy as follows, to check the remaining demand available for imports from Malaysia:
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To recap, we hypothesise TA will negatively affect Malaysian exports to MEACs.

Estimation Procedure

In light of the limited extent of our sample, we will use panel data analysis to gauge the impact of trade agreements on bilateral trade between Malaysia and MEACs. We will start by estimating the model with an assumption that all countries are homogeneous and proceed with pooled OLS specifications. As the countries in our study are unlikely to be homogeneous, ignoring the heterogeneity element will certainly distort the estimates. To avoid this, we estimate the model by using the panel cross-fixed effect to account for potential country-specific effects of importance. Time might also be a vital factor in determining the behaviour of bilateral exports, so we will also conduct a panel time-fixed effect analysis to determine if time has any impact. Later, we will compare the results of fixed effects with the results of random effects.

As there is a potential endogeneity issue in our model, we offer two other methods to mitigate this problem. The first method is to follow the steps of Bénassy-Quéré et al. (2007), by regressing the two highly correlated variables and treating the residual as the new variable for the dependent. To illustrate this, assuming X and Y are highly correlated, we regress X on Y as follows:
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We will then instrument the original X with lagged ε.

Data Collection

This study covers the period from 1996 to 2009. The data are taken from several sources, such as UNCTAD Statistics (United Nations Conference of Trade and Development Statistics [UNCTAD], 2011), the World Development Indicators (World Bank, 2011), and the World Trade Organization (2011). For trade agreements, we create two proxies. Firstly, we construct dummy by upon identifying any trade agreement taken place during the period under study and secondly, by constructing a formula as shown in equation (4). The 12 MEACs are listed in Table 3.

RESULTS AND DISCUSSION

Correlation Analysis

Table 5 presents the correlation analysis of the variables under study.


Table 5
Correlation analysis
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EXP and GDP are highly correlated (74.82%), implying either high EXP will lead to high GDP or vice versa. There is abundant evidence proving the export-growth nexus. The negative correlation coefficient (–27.31%) between ER and EXP is also as predicted. The highest correlation among the explanatory variables is 42.27%, found between DIS and TA, which is within the acceptable range of less than 50%. The positive association between DIS and EXP (40.12%) is surprising as they are perceived to have a negative correlation. A plausible explanation could be that because some MEACs are relatively rich countries, their citizens can afford to buy expensive imported goods and are not very concerned about the cost of obtaining the goods.

Regression Analysis

The results of the regression analysis are provided in Table 6. We start with the basic model, which assumes all countries or pairs are homogeneous. In the next stage, we conduct a panel fixed effect analysis to control for the fact that it is impossible for all countries (or pairs) to be homogeneous. We present the results of the cross-fixed effect, but we also tested the remaining competing models, such as the time-fixed effect, cross- and time-fixed effect, and the random effect. As observed with the second model of the cross-fixed effect, the results of F-statistics (fixed effect) and the Hausman test lend support to the superiority of the cross-fixed effect model over the others. Therefore, the discussion below primarily refers to Model 2, a and b, or the cross-fixed model unless stated otherwise.


Table 6
Regression analyses [Dep. Var. = ln EXP]



	
	
Basic


	
Cross-fixed





	
	
Model 1a


	
Model 1b


	
Model 2a


	
Model 2b





	Constant
	
–48.948[–3.402]


	
–31.651[–1.308]


	
–62.860***[–7.009]


	
–1.992[–0.243]





	ln GDP
	
0.632***[8.662]


	
0.050[0.285]


	
1.698***[8.620]


	
1.554***[8.341]





	ln POP
	
0.103*[1.664]


	
0.056[0.733]


	
0.544[1.529]


	
–0.783*[–1.910]





	ln DIS
	
1.744*[1.673]


	
1.453[0.931]


	
–0.856***[–2.760]


	
–0.647***[–5.785]





	ln TA
	
0.082[0.622]


	
0.056*[3.960]


	
–0.080[–0.964]


	
0.719[0.956]





	ln ER
	
–0.068**[–2.533]


	
–0.065**[–1.995]


	
–0.003[–0.045]


	
–0.377[–0.731]





	Model criteria




	R2
	
0.610


	
0.640


	
0.976


	
0.996





	Adjusted-R2
	
0.598


	
0.620


	
0.973


	
0.995





	S.E. of reg.
	
0.792


	
0.747


	
0.324


	
0.323





	F-statistics(Overall model)
	
50.722***(0.000)


	
32.069***(0.000)


	
388.60***(0.000)


	
1320.7***(0.000)





	F-statistics(Fixed-effect)
	
-


	
-


	
166.06***(0.000)


	
117.23***(0.000)





	Hausman test(Random-effect)
	
-


	
-


	
14.987***(0.004)


	
15.637**(0.023)






Notes: Asterisks *, **, and *** denote significance at 1%, 5%, and 10%, respectively. Figures in [ ] stand for t-values and figures in ( ) represent p-values. The difference between model a and model b lies on the different proxies used for TA. Dummy variable is employed for model a and imports from other countries is utilised in model b.

Consistent with many studies, as mentioned in the methodology, this study found that GDP, or SIZE, played the most significant role in explaining the behaviour of Malaysia’s exports to MEACs, with the coefficient of more than one, implying that export volume is very sensitive to changes in income level. Regarding the positive sign, the results are robust across the specification, 1.698 in Model 2a and 1.554 in Model 2b, although the results seem a bit low in the basic model, 0.632 and 0.05, respectively. Another consistent finding is the negative impact of DIS on exports. This was significant and positive in Model 1b but it transformed into a significant negative impact in the remaining two models, –0.856 in Model 2a and –0.647 in Model 2b. While the negative impact is consistent with predictions in other studies that DIS will increase costs and, thus, will lower the level of Malaysia’s exports to MEACs, the positive impact seems to contradict the literature (theoretical and empirical). One way to explain this phenomenon could be that, as some MEACs are relatively rich, their citizens do not really care about having to pay high prices to obtain certain imported products. Nevertheless, as few countries under MEACs are classified as rich, when we controlled for country-specific variations, we started to obtain negative findings, which is consistent with past studies. Regarding TA, which is a variable that is of interest to us, all four models suggest that the impact is insignificant. This is a bit surprising but can easily be explained if we refer back to Table 4, in which the figures do not show that trade improves because of TA. In other words, despite various trade agreements signed by MEACs with many countries, those agreements did not seem to immediately increase trade volumes. Hence, trade agreements between Malaysia and individual MEACs that remain under negotiation should be carefully analysed to ensure they are really likely to trigger improvements in bilateral trade between Malaysia and MEACs.

CONCLUSION

This study has examined the trends and the role of trade agreements between MEACs and countries other than Malaysia and investigated the likely impact of trade agreements on Malaysia’s exports into MEACs. For the period from 1996 and 2009, we conducted a panel data analysis to gauge the implications of trade agreements with 12 MEACs as target trade partners of Malaysia.

This study observes a very low volume of exports from Malaysia to each MEAC. Considering this group of MEACs consists of some oil-rich countries, MEACs should be a prime target of Malaysian exports in the future. Increasing exports to these countries will allow Malaysia to diversify its export destinations and therefore, cushion the external shock effects of lower growth in its current top export destinations, such as the US, Japan, Singapore and China.

On the threat of trade diversion due to trade agreements signed between each MEAC and other countries, the results of our regression analyses reveal that there is no threat of trade agreements diverting MEACs’ demand for imports from Malaysia. On one hand, this is a positive result for Malaysia, but on the other, this also implies something very important that requires serious evaluation and planning. As part of Malaysian efforts to improve bilateral trade with each MEAC, apart from Saudi Arabia and Qatar, Malaysia has initiated several trade agreements (Abdurabb, 2011) with the expectation that they will eventually increase Malaysian exports to the MEAC region. As our results do not generally support this intuition, Malaysia should be required to design a trade agreement in a way that could ultimately induce higher bilateral trade between Malaysia and MEACs. To be specific, trade agreements should be designed to reduce transportation costs, as the major challenge for increasing Malaysian exports to the MEACs comes from their high transportation costs. Malaysia and the MEACs are located far away from each other, and the exports are generally low end products.


NOTES

1.   These two terms – openness and liberalisation – convey distinctly different meanings. But the authors assume that they carry the same meanings in this study.

2.   The GCC consists of Saudi Arabia, Qatar, Kuwait, Oman, Bahrain and the UAE.

3.   Palestine and Iran are excluded due to lack of data.

4.   Readers may wish to refer to the further information on the Malaysia External Trade Development Corporation (MATRADE) official website: http://www.matrade.gov.my/en/foriegn-buyers-section/69-industry-write-up-products/557-electrical-a-electronics

5.   Although this is not our main point of focus, we highlight the issue here to raise a pressing issue relevant in the context of exports. This has an impact on long-term Malaysian economic growth and its development path.

6.   The percentage of Muslim in Malaysia is approximately 60%.

7.   We test the implications of Halal development on Malaysia’s exports to MEACs in our separate paper, which is available upon request.

8.   For further information, please refer to the website of the Embassy of The People’s Republic of China in the State of Kuwait. The website was retrieved in October 2011 from http://kw.china-embassy.org/eng/sbgx/t580302.htm.

9.   So far, gravity has been used to study not only trade but also other areas, such as foreign direct investment.

10. These are two out of ten observations from past studies.

11. There are several studies, such as Greenaway and Milner (2002), Sohn (2005), Kucera and Sarna (2006) and Lee, Park, and Shin (2008). However, they used GDP per capita rather than population in their studies to reflect the purchasing power of the two trading partners. We tested our model by using both GDP per capita and population, and we found no significant difference in the regression results, which are available upon request. This result is in line with Brun, Carrère, Guillaumont, and de Melo (2005), who tested for both.

12. We also tested this by using full import volume after deducting the amount of imports from Malaysia. The results are available upon request.
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