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ABSTRACT

Organizations like banks with the ability to develop an understanding of and capability in predicting customer’s behaviour are organisations that have an edge over their competitors in the marketplace. One way of how organization’s competitive advantage can be achieved is when they can determine their customer’s purchase intention of products. This study attempts to investigate if brand personality, e-WOM and brand equity are determining factors that influence bank’s customers purchase intention which can lead to their purchase decision later. Here, Mellat Bank in Iran is used as a case study and the bank’s customers participated as respondents in a survey. The study tested seven hypotheses using structural equation modeling techniques. The findings show that brand personality, e-WOM and brand equity have positive and significant effects on customer’s purchase intentions. The results also reveal that these factors have positive internal effects on each other. In addition, e-WOM and brand equity show positive mediator roles.
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INTRODUCTION

Cyberspace offered a new tool for marketers to improve the efficiency and effectiveness of marketing communications and new approaches to acquire and retain customers. One aspect of cyberspace is online interpersonal impacts. This issue in the online environment has influence on customers’ evaluations and decisions about the purchase of a product or brand. Moreover, customer decisions for purchase and preference of a particular brand will need to review the existing brands in the market (Teng, Laroche & Zhu, 2007). The importance of this issue is to the extent that today many world famous companies such as Procter & Gamble and Mars are structured through their brands (Baker, Hunt & Scribner, 2002), and exercise their power on purchase decisions and consumers tendency to pay the extra cost by brand (Aaker, 1991). Recently, useful constructs such as brand personality and brand equity entered into the brand literature (Aaker, 1997; Bouhlel, Mzoughi, Hadiji & Ben Slimane, 2011), which considering them in the behavior intentions models in a broad range, could lead to non-price competitive advantage (Bouhlel et al., 2011; Bruwer & Buller, 2005). This would increase the possibility of revealing the main factor and real cause of the purchase intentions leading to the purchase decision.

The present research is a case study of Mellat Bank in Iran. The good relationship with customers, providing suitable services as well as the frequent use of the brand by customers compared to the other banks are among those reasons to select Mellat Bank. These features may increase the possibility of attracting most of the statistical community through the brand and electronic word-of-mouth communication. However, Mellat bank is faced with serious problems due to its huge volume of television advertising. Heavy budgets of the public relation units and promotion plans of Mellat Bank are encountering with big challenges to the extent that they have led to the decline of market share and global ranking in Mellat bank. According to Banker Magazine in July 2012–2013, the global ranking of Mellat bank has been considerably reduced compared to the other banks. Therefore, it seems necessary for Mellat Bank to apply a distinctive strategy different from the other banks, spread a positive e-WOM and use the brand-oriented activities for maintaining the competition level in the financial market as well as to reduce the advertising costs, marketing budgets and increase the efficiency of programs and consumer intentions.


LITERATURE REVIEW

Purchase Intention

One of the major concepts in marketing literature is purchase intention which has routine applications in researches and also covers wide range of products and services. Kim and Kim (2004) define purchase intention as the tendency of consumers with the identified aim where it is usually measured in terms of real purchasing. Moreover, Crosno, Freling & Skinner (2009) described that purchase intention refers to the possibility of purchasing a special brand in a product category during purchase. However, the implementation of the product’s purchase intention depends on various factors such as customer willingness and interest to the product, imposed social pressure on the customer from others and a general sense of what is received. These factors could be pursued according to the theory of reasoned action (TRA) and product evaluation model (PEM). TRA is proposed by Fishbein and Ajzen (1975) and is widely used in the consumer behavior literature and purchase intention studies (i.e. Botha & Atkins, 2005; Beadnell, Baker, Gillmore, Morrison, Huang & Stielstra, 2008; Alsughayir & Albarq, 2013). This theory assumes an individual’s intention to perform a behaviour as a function of 1. his or her attitude towards that behaviour in a special situation; 2. the norms governing the behaviour in such situation and the motivation to follow these norms (subjective norms). Since TRA is very instrumental and practical where the individual is personally responsible for his or her purchase intentions (Hakkak, Vahdati, & Mousavi Nejad, 2015), it seems that it is a suitable framework to study the customers’ purchase intentions in the bank.

However, some scholars such as Chung and Pysarchik (2000) believed that TRA may not be absolutely accurate and others such as Collen & Hoekstra (2001) stated that the other external variables could be used to explain the purchase intention. One of these variables is the perceived value of customer which is clearly provided in PEM proposed by Dodds, Monroe and Grewal (1991) and has been recently noted as a constant factor in predicting the purchase intention (Chi, Yeh & Tsai, 2011; Ainscough, Trocchia & Gum, 2009). This model regards the purchase intention as a function of the perceived value and indicates that the customer’s perception of quality and credibility initially influences on the perceived value and then, this perceived value affects on their evaluation of the purchase intention. It should be noted that if the customers do not maintain a good attitude toward the product or ignore the behavioral norms, then they will not have any tendency to purchase. Therefore, we tried to combine TRA and PEM to evaluate and predict the customers’ intentions more accurately. Moreover, a range of attitude, subjective norms and perceived value are considered to evaluate the customers’ intentions.


As mentioned earlier, persuading customers to use the brand of bank is significant and could facilitate the maintenance and growth of market share of banks. In this regard, Bertoncelj and Moisescu (2010) points out that one way to persuade the customers and increase the market share is to create a powerful brand and reinforce it which would lead to establish long-term and interactive relationships among stakeholders and more importantly the customers. In addition, some researchers believe that focusing on some features of brand could be as an important factor in persuading the customers and success of organisations. Many factors are involved in the purchase intention of a customer and having them in mind could persuade the customer to use and buy the brand. They include brand personality (Aggarwal, 2004), brand equity (Aaker, 1991) and eWOM (Park & Lee, 2009). Focusing on brand personality and brand equity creates a close relationship between the brand and the customer and will lead to the selection of the brand by making a good image of the bank and its services in the mind of consumers. Also, in today’s technological age, customers have more interactions with each other and convey their purchase information which influence on their brand purchase decisions. Therefore, it seems that eWOM is also an effective factor to persuade a customer other than using different options of applying brand by marketers.

Accordingly, this research will investigate the effect of the above variables on customers’ purchase intention. It studies this issue in the target community in order to become more familiar with the way customers are persuaded and their purchase intentions are changed. Then, this research will identify the most important factor for increasing the purchase intention of the customers among eWOM, brand personality and brand equity. In the following sections, these effective factors on the purchase intention of the customer are introduced and studied.

Brand Personality

Brand personality is instrumental for consumers and marketing, because it can create a procedure to differentiate among various brands and is a key determinant for consumer purchase intention (Bruwer & Buller, 2005). In fact, when it is difficult to assess the product’s features, consumers usually trust in brand personality. Aaker (1997) noted that brand personality is a set of human characteristics which consumers ascribe to brands. She proposed a five-dimensional model for brand personality which consists of 24 features and five dimensions including sincerity, excitement, competence, sophistication and ruggedness. This model is regarded as one of the most widely used instruments for measuring brand personality in different industries, while other models such as Braunstein and Ross (2010) model is applicable in only one particular industry. Brand sincerity within the framework provided by Aker means integrity and reality of a brand; brand excitement refers to how exciting and adventurous is a brand and a brand will deserve perception when it is sustainable and smart; brand sophistication also refers to the attraction and elegance of the brand and brand ruggedness refers to resistency and power of the brand.

In spite of criticisms towards Aaker’s brand personality scale, for example Azoulay and Kapferer (2003) stated that Aaker scale is indicative of a mixture of some brand identity dimensions rather than a measure for brand personality; however, one can say that this model is appropriate in the process of reviewing and improving customer preferences in the purchase process through consistency and congruence between the brand and customer’s personalities. Regarding this fact and since there are numerous studies which implemented Aaker’s model, it is applied to examine the brand personality of Mellat Bank in this research.

Many factors are effective in the customers’ intentions and their moods, however, brand personality is the first factor that should be considered by researchers. Brand personality is useful for marketers and customers, because it can establish a link with the customer (Temporal, 2000) and create a mechanism to be distinctive among brands; it also acts as a determinant key for customers’ intentions (Bruwer & Buller, 2005). As Aaker (1997) also indicated, brand personality is a main variable in consumers’ purchase decisions and is an important concept in brand distinction which has a significant effect on the consumers’ purchase decisions. In creating a brand personality, the most important factor probably is a close relationship between brand personality and consumer personality. However, when brand personality is in accordance with the consumer’s desire, then consumer’s intention and loyalty for buying brand will increase. Mengxia (2007) found out that brand personality affects on the customer preferences, loyalty and purchase intention. He used a comparative approach using 230 Chinese customers’ ideas about two brands (Nike and Sony) and demonstrated that brand personality has a positive and significant effect on the purchase intention. Moreover, recent researches confirmed the significant effect of brand personality on the purchase intention (i.e. Wang, Yang & Liu, 2009; Akin, 2011; Toldos-Romero & Orozco-Gómez, 2015). For example, Akin (2011) in a study entitled “Predicting Consumers’ Behavioral Intentions with Perceptions of Brand Personality: A Study in Cell Phone Markets” explained that brand personality dimensions of competence, excitement, traditionalism and masculinity have significant and direct effects on consumers’ behavioral intention, and the effects of competence and excitement are more than the other two dimensions. Finally, the findings of Toldos-Romero and Orozco-Gómez (2015) which focused on 400 undergraduates’ students in Mexico using questionnaires between two groups of users and non-users of brand and multiple regression analysis revealed that brand personality and its dimensions are  significant predictors for purchase intention and brand personality effect is higher among the users of the brand compared to the non-users. Hence, although many factors influence on the consumer intentions and conditions, brand personality is the first factor that should be considered by researchers.


H1:   Brand personality has a positive and significant effect on customer’s purchase intention.



Brand Equity

Brand equity which has become an important concept in marketing since 1980; is the added value created by the brand name for the organisation. At present, brand equity is one of the most important marketing variables which is widely discussed by researchers and marketing experts. The main reason for this reputation is the strategic role of brand equity in management decisions and creation of a competitive advantage for organizations (Atilgan, Aksoy & Akinci, 2007). Brand equity construct can be surveyed according to three approaches: financial, corporate, and customer. In financial approach, brand equity is an increasing cash flow which is obtained via the nominated products in addition to the cash flows derived of selling nameless products. In corporate-based approach, brand equity is the value added to the company for the brand name and this revenue will not cover the same nameless product (Keller & Lehmann, 2004). Finally, customer-based brand equity (CBBE) according to Keller (1993) is the effect of distinctive marketing of brand knowledge on consumer response lies in the brand marketing and increases the level of the brand which is familiar for the customer. As this study seeks to review the reaction of customers and their intention to use Mellat Bank’s brand, this approach seems appropriate.

According to Aaker (1996. p. 7), brand equity is a “collection of assets and liabilities linked to brand name which added (or subtracted) to value provided by a product or service to the company or their customers. Lemon, Rust and Zeithaml (2001) have provided a more accurate definition of this concept: brand equity is subjective and intangible evaluation of brand beyond what customer acquire via objective assessment. Despite different definitions of brand equity, Keller and Aaker declare that brand equity generally consists of various dimensions that make up the foundation of value provided to the consumers. Keller (1993) in his study discusses that creating a strong brand equity is a gradual and staging process which is similar to a ladder. Aaker (1991) also believed that brand equity is a multidimensional construct and includes attitudinal and behavioural dimensions such as brand awareness, brand associations, perceived quality, other brand proprietary assets (attitudinal dimensions) and brand loyalty (behavioral dimension) where brand loyalty is a main dimension of brand equity. Due to the wide use of Aaker’s model in numerous researches focusing on consumer perceptions (i.e. Yoo, Donthu & Lee, 2000; Chang & Liu, 2009; Jalilvand, Samiei & Mahdavinia, 2012), this model is also used here to measure CBBE.


To stress on the effect of brand equity effect on purchase intentions, Aaker (1991) states that these two structures are in relationship with each other and when a product has a high brand equity, consumers tend to buy that product with a higher price or frequently; this fact indicates the positive relationship between brand equity and purchase intentions. He also believes that perceived quality can demonstrate outstanding differences of a product or service and be a reason for customers to select a brand. If the customer’s perception towards the quality of a brand quality is high, then his or her intention to its purchase will be high. Moreover, Chi et al. (2011) pointed out that when a product has a known brand, the product can increase the probability of being selected by the customers and their purchase intention; thus, businesses should create a brand and promote its equity through marketing activities. Researchers such as Jung and Sung (2008) and Irshad (2012) showed that the more brand equity increases, the more consumer’s preferences and loyalty to brand will increase. Jung and Sung in a cross-cultural study examined the customer-based brand equity among three groups of consumers in both America and Korea. Their findings showed that in addition to positive and significant relationship between brand equity and purchase intention in all groups of consumers, brand loyalty is the most important dimension in brand equity and has a positive relationship with purchase intention in three groups. Irshad also studied the relationship between brand equity and its dimensions with customers purchase intention. In this study, the perceived quality, brand associations/awareness and brand loyalty are considered as dimensions of customer-based brand equity and the results showed that these dimensions have positive and significant effects on customers’ purchase intentions. Empirical evidence also shows that brand equity has a positive effect on consumer preferences, purchase intentions and brand choice (Chang & Liu, 2009; Irshad, 2012).


H2:   Brand equity has a positive and significant effect on customer’s purchase intention.



In previous researches, the concept of brand personality and brand equity were related to each other, but it is believed that the brand personality is one of the fundamental elements to brand image that can help to create the brand equity (Aaker, 1996; Keller, 1993). Consumers can use the brand personality characteristics as the determinant factors of brand equity. Rekom, Jacobs and Verlegh (2006) believed that when customers know the product quality self-right and competitors can easily copy the product features, the strong brand identity and personality can be high valuable in shaping of brand equity. In fact, a unique brand personality can help to create an ideal and unique set of links in the customers’ mind that leads to brand equity (Keller, 1993). Hence, brand personality and brand equity can help the brand equity and goes to a positive evaluation of the brand by consumer (Aaker, 1991).

As mentioned, brand personality increases the consumer’s intention and interest as well as the level of their trust and loyalty (Aaker, 1997), and this is while brand loyalty which is an aspect of brand equity has been greatly affected by brand personality and brand preferences (Kim, Magnini & Singal, 2011; Valette-Florence, Guizani & Merunka, 2011). Some studies confirm the positive effect of brand personality on the brand equity (Stephanie, Aaron, Lay Peng & Jayne, 2011; Gonçalves Santos, 2013; Hakkak et al, 2015). Stephanie et al. (2011) in a study entitled “The Effect of Brand Personality and Congruity on Customer-based Brand Equity and Loyalty of Personal Computer Brands“, confirmed the effect of brand personality on brand equity and showed that the emotional dimensions and competence in the brands of personal computers are very important. Moreover, Gonçalves Santos (2013) in his study entitled “Axe’s Brand Personality and Equity, consumers’ perspectives on the brand’s personality and equity” showed that the characteristics of the brand personality have significant effects on customer-based brand equity, so that the dimensions of excitement, competence and sophistication have significant and positive correlation with the dimensions of perceived quality and brand awareness, and in the meantime, customer loyalty has a negative correlation with the dimensions of excitement and sophistication. Moreover, recent research from Hakkak et al. (2015) about using structural equation modelling techniques shown that customer’s intention to use bank services is affected by the brand personality, whereas brand equity can increase this effect by having a positive mediating role. Therefore, such literature reflects this fact that organizations are aware of the importance of relations between brand personality and creating the brand equity and strongly apply it in their brand management strategies. Given that brands can influence on the customers’ feeling in their purchase decision-making (Baumgarth, Bill & Mats, 2011). According to the mentioned literature and the relations among the variables, one can provide the subsequent hypotheses as follows. It should be mentioned that many studies already have examined the relations between research main variables, but there isn’t a study examining them as a whole.


H3:   Brand personality has a positive and significant effect on brand equity.

H4:   Brand personality has a positive and significant effect on customer’s purchase intention through brand equity.




Electronic Word-of-Mouth

Currently, word-of-mouth (WOM) communication is very important to marketers and is less expensive in comparison to the marketer-initiated communication, and also is more valid for customers. This type of communication is an informal communication between consumers regarding the products or services and it is not similar to the way communication established between consumers and organizations such as complaints or promotions (Polyorat, 2011). Jason, Georgiana and Dongwoo (2010) state the WOM refers to the consumers’ interpersonal communication about their personal assessments and experiences encountering a company or product. Nowadays, WOM is widely considered as a powerful effect in the consumer marketplace, especially when consumers are seeking for information and decision.

With the rapid growth of the Internet, the communication has been altered which led to appear as “electronic communication” and considered as a critical phenomenon in marketing. Internet helps the consumers to post their ideas, give comments, review and evaluate products in the blogs, discussion rooms, reviewing websites, newsgroups and social networks. According to Armelini & Villanueva (2006), increasing use of the internet, especially the social networks among others had paved the way for the exchange of information in the form of “electronic word of mouth” (e-WOM). This information could be negative or positive and could change an organisation’s prosperity. Hennig-Thurau, Gwinner, Walsh and Gremler (2004, p. 39) described e-WOM as any positive or negative statement about a product or company from customers which potentially or actually obtained from Internet and is available for many people via the Internet. Following this notion, Duana, Gu and Whinston (2008) define e-WOM as an Internet platform to share the positive or negative reports between the current users and future customers. They also believe that e-WOM is one of the powerful options of sharing information among the customers, since WOM is the procedure of transferring opinions and views from one individual to the other. Finally, Stephanie et al. (2011) reported that e-WOM includes all the informal communications of consumers through internetbased technologies which are defined in relation to the characteristics of specific products or services and their dealers.

It should be noted that WOM plays a big part in the customer purchasing decisions, since provides a channel for consumers to share their perceptions, views or feedbacks about the businesses, goods and services. This argument is affirmed by a research carried out by Nielsen in 2007 in which 78% of the customers consider into account the recommendation from the e-WOM to make their decisions (Severi, Ling & Nasermoadeli, 2014). So, increasing significance of e-WOM brings about evaluation of consumer’s behaviour become necessary and useful for marketing managers and experts. As noted, WOM can be positive or negative which is due to the wide range of sources. In general, it is proved that great extent of information has an effect on consumer behavior (Bickart & Schindler, 2001). Studies show that e-WOM could be a considerable power to influence on consumer loyalty and purchase intention (Bataineh, 2015; Thomas, Brunner & Opwis 2006). Different websites have deep effects on consumer purchase decisions by facilitating the way to spread the consumers’ views and access to their comments (Zhang, Law & Li, 2010). Moreover, such advertising has a significant effect on purchase behaviour, consumer communications, and finally on the success of a product in the market. Therefore, positive and negative e-WOM has an effect on consumers’ purchase intention (East, Hammond & Lomax, 2008), and is one of the most efficient elements in impressing brand image and brands purchase intention at consumer markets (Jalilvand et al., 2012).


H5:   e-WOM has a positive and significant effect on customer’s purchase intention.



Few studies are performed about the e-WOM influence on brand equity which we refer to some of them in the recent years. For example, Thomas et al. (2006) investigated the impact of one special type of e-WOM on customer’s perception of value and loyalty intentions and concluded that the customer-to-customer exchange of technical knowledge influences the customer’s perception of product value and probability of recommending the product to the others while it does not have any effect on the purchase intentions. Bambauer-Sachse & Mangold (2011) also show that online reviews of consumer about the product reduce the brand equity. However, recent researches done by Severi et al. (2014) and Eze, Nnabuko and Etuk (2014) indicate a positive relationship between these two constructs. E-WOM will be considered mainly with three goals from company where their implementation lead to keep and enhance the brand equity: 1. Increasing the sale figures of the current products or new products through a low-price tool to attract and maintain the customers; 2. Improving the customer satisfaction indicator; 3. Accessing to the ideas for developing new products by applying the customers’ suggestions about new products (Sharma & Pandey, 2011). The following hypotheses could be offered:


H6:   e-WOM has a positive and significant effect on brand equity.

H7:   e-WOM has a positive and significant effect on customer’s purchase intention through the brand equity.




METHODOLOGY

The present study is an applied research in terms of its objectives, it is quantitative in terms of data collection, and it is a descriptive survey in nature. The statistical community of this study consists of the whole customers of Mellat Bank in Qazvin, Iran. The sample size was calculated to be 384 persons by Cochran Formula. To collect the sample, 440 questionnaires were distributed among the customers and 394 questionnaires (89.5% is return rate) were collected and analyzed. Since the complete list of customers is not available, convenience sampling which is a nonrandom method has been used in order to achieve the required sample size. Due to the presence of the researcher in the selected branches, and accidental and easy access to the customers in this bank branches, this sampling method is selected.

Mellat bank has 17 branches in Qazvin that initially were divided into clusters. How distribution of bank branches was performed with respect to different geographic area in this cluster are shown in Table 1. Then, we determined the frequency ratio and estimated the number of questionnaires required in each area, those distributed in the chosen branches. After this stage, the researcher went to the branches and distributed the questionnaires among customers of the branch according to the number of questionnaires in each area. Distribution process has been in such a way that the questionnaires are delivered to the customers randomly. However, it can be said that since the list of all customers was not available, random sampling was not applicable and samples have been selected from the available customers. In fact, sampling method was of convenience one. Thus, the opinion of reviewer is correct, and in the research methodology, sampling method has been modified.


Table  1
Number of branches and their frequency ratio in every area



	Area
	Number of branches

	Frequency ratio

	The questionnaire Requirements (n × frequency ratio)




	North
	1

	0.06

	26




	East
	2

	0.12

	53




	West
	3

	0.17

	75




	South
	9

	0.53

	233




	Center
	2

	0.12

	53




	Total
	17

	1

	440






Moreover, the research questionnaire consists of two parts, the first part included questions about demographic characteristics of the respondents including gender, age, marital status, education and income. The second part of questions covers the evaluation questions about research constructs, which is designed based on the five-option Likert scale. In second part, Aaker (1996) questionnaire was used to measure the brand personality, Bambauer-Sachse and Mangold (2011) questionnaire to measure e-WOM, Yoo et al. (2000) questionnaire to measure the brand equity and Hakkak et.al. (2015) questionnaire was used to measure the purchase intention.

In order to test the main research model, which is related to the effect of brand personality, e-WOM and CBBE on the purchase intention as well as to estimate the internal effects among these constructs, structural equation model (SEM) can be applied. In comparison to the other statistical procedures, SEM models enable researcher(s) to evaluate the complex models in terms of their compatibility with all the relationships (covariances) in the data set. While SEM is a general term encompassing a variety of statistical models, covariance-based SEM (CB-SEM) is a more widely used approach in SEM. CB-SEM is more appropriate to affirm theory testing and confirmation and for this reason, it follows a maximum likelihood (ML) estimation procedure which aims at reproducing the covariance matrix (Astrachan, Patel & Wanzenried, 2014).

In this way, CB-SEM requires a substantially larger sample size which is recommended to be five times the number of indicators included in the original model (In this research, CB-SEM model has 41 indicator variables in four constructs and the sample size is estimated as 205 (41*5). Thus, to use a sample of 384 customers of Mellat Bank, this research applies CB-SEM to analyse the data. This research also defines the exact number of dependent and independent variables used in the theoretical model, the relationships between these latent variables, and the number of indicator variables are required to ensure a valid and reliable measure of all constructs (these are assumptions for CB-SEM). Moreover, the applicability of the overall measurement models as well as the strength and significance of the relationships (or paths) between the dependent and independent variables by this method are evaluated. CB-SEM in this research is performed by AMOS 18 software and estimation was done using the ML estimation. In AMOS, to determine the suitability of the measuring indicators for measuring latent variables, all observed variables required to be tested separately (Confirmatory factor analysis (CFA) (Tinsley & Brown, 2000). In this research, latent variables are including the brand personality, e-WOM, CBBE and purchase intention which are measured by the observed variables including all dimensions and questions provided in questionnaires. After ensuring the normal distribution of the data, the fitness of fit test was performed for the measurement models and its general indices are given in the following as well as the analytic results of validity, reliability and measurement specification.

To assess the reliability of the research instrument, Cronbach’s Alpha method, and to assess the validity, the content and construct validity methods were used. The content validity was approved by the viewpoints of experts and university professors. To determine the validity of the convergent and divergent construct, the correlation coefficients (R), the determination coefficients (R2), and the total variance extracted (TVE) of the latent variables were used. The significance of correlations among variables confirms the convergent validity, and the critical value of TVE higher than the R2 of variables confirms the divergent validity. The results of these analyses are presented in Table 2.


Table  2
The research instrument reliability and validity

[image: art]

Notes: All correlations of between the latent variables at level 0.05 are significant.

As the results show, significance of correlations indicates that convergent validity is confirmed. Moreover, alpha coefficients of higher than 0.7, and AVE values which are greater than 0.5 and AVE>R2 indicated that the research instrument is reliable and valid. In addition, KMO values were extracted by the heuristic factor analysis on the research variables. Since all values were more than 0.7, the data are appropriate for the confirmatory factor analysis. Therefore, it can be concluded that the items measured the variables of observation correctly (Tinsley & Brown, 2000). Based on the data collected from the questionnaire, the frequency of subjects based on demographic variables was evaluated that results have been presented in Table 3.


Table  3
Demographic characteristic of respondents



	Characteristics
	
	Frequency

	%




	Gender
	Male
	248

	62.9




	Female
	146

	37.1




	Age Group
	Less than 20 years
	48

	12.2




	21–30 years
	188

	47.7




	31–40 years
	115

	29.2




	41–50 years
	26

	6.6




	More than 51 years
	17

	4.3




	Marital status
	Married
	204

	51.8




	Single
	190

	48.2




	Education
	High School
	28

	7.1




	Diploma
	103

	26.1




	Associate
	77

	19.5




	Bachelor
	141

	35.8




	Master or higher
	45

	11.4




	Income
	Less than 2 million IRR
	18

	4.6




	2–4 million IRR
	108

	27.4




	4–7 million IRR
	170

	43.1




	7–10 million IRR
	64

	16.2




	More than 10 million IRR
	34

	8.6




	Total
	
	394

	100





After the data collection, in order to determine that to what extent the measured items are acceptable for measuring the latent variables, confirmatory factor analysis was used. In order to patterns fit, used the absolute and incremental measures fit index. Absolute measures are the most fundamental assessment of the conformity of research proposed model with data collected from the sample and including indices of chi-square (CMIN) and root mean square error of approximation (RMSEA). Likewise, incremental measures compare the estimated model with null model and including indices of normed fit index (NFI), goodness of fit index (GLI) and comparative fit index (CFI). If introduced indices levels be desirable rather than their decision’s criteria, can be approved models fit and alignment questions with factors (Tinsley & Brown, 2000). The results of cconfirmatory factor analysis can be seen in Table 4.


Table  4
Confirmatory factor analysis of model’s measurement patterns

[image: art]

Notes: GFI = Goodness of Fit Index, RMSEA = Root Mean Square Error of Approximation, CFI = Comparative Fit Index, NFI = Normed Fit Index.

According to the results in Table 4, it can be said that the smaller the chi square (CMIN), then model developed by the researcher is more satisfactory. If P-value is higher than 0.05, it indicates that CMIN value is acceptable for model. CMIN/DF index also shows the differences between the conceptual model and research data; and the smaller level of it (1–5) shows a small difference between conceptual model and research data. Moreover, CFI, GFI and NFI indexes are in a range between zero and one and the more those values are closer to one, the better the model or pattern fits. As the results show, the values of the indices are greater than 0.9, which indicates a suitable fit for measurement patterns. In addition, RMSEA index which is defined as a different extent for each degree of freedom (df), the more its value is less than 0.08, the more fit is the model. Therefore, it is observed that models are reached to a favourable level of fit and accordingly, the structure of each variables could be confirmed.


Table  5
Path coefficients and critical values of the research hypotheses
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Note: BP = Brand Personality, BE = Brand Equity, PI = Purchase Intention, WOM = Word-of-Mouth.


After examining fitness of the measurement model in confirmatory factor analysis, we deal with analysing the structural model, fit method and its adaptation as well as the significance tests for each parameter in structural equation models using t-value (CR) index. Table 5 summarises the hypotheses tests based on the CB-SEM analysis and shows the path standardised coefficients and significance between the research structures.

One of the aims of this study is to determine the effect of factors such as brand personality, brand equity and electronic word of mouth on customers’ intention to use the banking services and facilities which are measured by seven hypotheses. In relation to the effect of brand personality on customer purchase intention in the first hypothesis (H1), it is revealed that the brand personality has a positive and significant effect on Bank’s consumer consumption intentions with 0.46 coefficient (t-value = 6.78, p<0.05). This coefficient indicates that for every one-percent increase in the brand personality variable, the customers’ intention to use a bank increases to 46%. So, the first hypothesis (H1) at confidence level of 95% is confirmed and fulfills the research first aim. In order to achieve the research second aim and to determine the effect of brand equity on the customers’ intentions to use banking services, the second hypothesis (H2) was presented and the results showed that at confidence intervals of 95%, brand equity can have a positive and significant effect on customer purchase intention of Mellat Bank with a 52% (t-value = 7.73, p<0.05). In the third hypothesis (H3), results showed that the bank’s brand personality has a positive and significant effect on brand equity (t-value = 11.01, p<0.05). The value of this effect at the confidence intervals of 95% is 75%. In other words, in the customers view, strong brand personality for banks can create a positive image of brand and added brand equity. Therefore, confirming this hypothesis allows to achieve the third aim of research.

In order to achieve the fourth aim of study, the result of structural equation modeling techniques in testing the fourth hypothesis (H4) indicated that Mellat Bank’s brand personality has both direct and indirect effects on the customers’ intention to use banking services. Coefficients value are 46% and 39% respectively, which show total effect of brand personality on customer’s purchase intention despite the mediator’s variable of brand equity that plays a positive mediating role accounting 85% (0.46+0.39). Therefore, hypothesis H4 is confirmed at confidence interval of 95% (p<0.05). At the same time, in the seventh research hypothesis test (H7), it is also observed that the brand equity has a positive mediating role for WOM and can increase the effect of this factor on the customer’s purchase intention. Direct and indirect coefficients of this hypothesis are 55% and 23% respectively which is confirmed at the significance level of 5%. Hence, one of the main aims of this study—revealing the mediating role of brand equity for brand personality and WOM in achieving to customer’s purchase intention—was evaluated and approved.

Moreover, one of the research aims was to determine the effect of e-WOM on brand equity and customer intention to use services and facilities of the Mellat bank which were tested in the fifth (H5) and sixth (H6) hypotheses. The results showed that e-WOM with confidence level of 45% and 55% respectively, influence on brand equity and bank customer’s purchase intention. These coefficients are confirmed at the confidence intervals of 95% (t-value (BE) = 6.31, t-value (EW) = 8.12, p<0.05). These values show that for every one percent increase in e-WOM, brand equity of the bank and its customers’ purchase intention increase 45% and 55% respectively. Thus, testing each of the hypotheses and analysing their results, research aims are achieved one after the other. According to the hypothesis testing, the output of Amos software is provided in Figure 1.
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Figure  1. The research practical model




As the results of structural model fit in CB-SEM show, the above indices have a high fit and the practical model of the research has an appropriate meaningful structure (Tinsley & Brown, 2000). Regarding the factor loadings, it is observed that loading factor of the most items for each structure is more than 0.6 which showed a favourable status of the obvious variables and also indicates that the convergent validity is satisfactory. In addition to the hypotheses test in the present study, the levels of each variable were measured using the mean comparison test based on data collected from of Mellat Bank customers. Since, variables levels were higher than 3 (P-value<0.05), it can be concluded the variables are at appropriate levels.

Present study seeks to encourage more customers to use Mellat bank’s services and facilities, which led to define several objectives in this regard. One of the research objectives was to determine the effect of brand personality of bank on customers’ purchase intention. In fact, one of the new topics in the brand literature in recent years is attributing the human characteristics to brands which is considered as brand personality. In this regard, according to the results of first hypothesis testing, Mellat Bank brand personality has a positive effect on the customers’ purchase intentions; it means that positive brand personality of product leads to the increase of customers purchase intention. These results are in accordance with the results of the other studies in this field (Bouhlel et al., 2011; Akin, 2011; Toldos-Romero & Orozco-Gómez, 2015). According to the results of Figure 1, of the effective dimensions of brand personality on Mellat bank customers’ purchase intention, competence and sincerity have the highest factor loading. This means that customers of this bank trust in the brand, consider it as a successful brand and emotionally has a close link to the brand. Hence, Mellat bank with more investment on these dimensions could obtain more distinction in the minds of customers.Besides, this study seeks to examine the effect of brand equity on customers’ purchase intention of Mellat bank which its positive effect is approved in the second hypothesis. This means that if the bank’s brand has a high equity, it can enhance the consumers’ intention to use their facilities and will finally lead to use the facilities and services. The results of this test is in line with the results of Chang and Liu (2009) and Irshad (2012) researches. As the results in Figure 1 shows, among the effective dimensions of brand equity on the purchase intention, brand loyalty is reported as the most important component of brand equity, which is indicative of the loyalty of the majority of customers to Mellat Bank brand than other brands, and they probably would choose this specific brand when they need banking services.

In addition, the findings showed that brand personality has a positive and significant effect on the brand equity. Burke (1994), also declared that one of the benefits of using brand personality is creating the brand equity. This result is consistent with the results of other studies (Irshad, 2012; Gonçalves Santos, 2013). One can say that brand personality is one of the essential elements of brand image which can create a desirable and unique set of links in the customers’ minds and it can improve the brand equity by creating a unique brand personality. Moreover, one of the research aims was investigating the mediating role of brand equity. The research results showed that navigator factors of purchase intention have domestic impact on each other. In fact, brand personality has a positive and significant effect on brand equity that points out the direct and indirect effect on the customers purchase intention. This means that brand equity has a positive mediating role which can improve the brand personality effect on the customers purchase intention. This result is in parallel with the findings of Hakkak et al. (2015) study. Therefore, developing a positive brand personality based on the customer’s minds can increase the customers’ intention to use the brand and finally achieve a strong predictor of customer’s behaviour. Moreover, the bank’s brand equity has a positive mediating role in the relationship between e-WOM and purchase intention which was examined in the seventh hypothesis. Regarding brand equity as a mediator variable in the relationship between e-WOM and purchase intention can improve the effects of this variable on purchase intentions. Indeed, customers’ online recommendations and offers to the brand make a positive imaginary of the brand, and increase trust and loyalty for customers which this behaviour in turn, can improve the customers’ attitude and intention to use the brand.

In the end, the results revealed that e-WOM has a positive and significant effect on the purchase intention of bank customers. This result reflects a positive WOM can increase the consumer intentions to select and purchase a brand which is in accordance to the findings of Zhang et al. (2010), Bataineh (2015) and Jalilvand et al. (2012). As Table 4 results, e-WOM also has an effect on brand equity at the confidence level of 95%. This result is consistent to the findings of Bambauer and Mangold (2011), and Thomas et al. (2006). Bambauer and Mangold (2011) explained that consumer’s negative online reviews about the product undermine the brand equity. In addition, Thomas et al. (2006) found that technical knowledge exchange of customer-to-customer influence on the customer’s perception of product value and influence on the possibility of recommending the product to others. Therefore, it can be seen that the results of hypotheses testing led to achieve the research aims.

MANAGEMENT IMPLICATION

From a practical standpoint, the findings offer important implications for the development of customer purchase intention. According to the results of hypotheses testing, it is suggested to bank managers to strengthen different aspects of their brand personality due to the customers’ geographical region and culture and based on the five personality characteristics. Because consumers choose the brands that are closest to their characters. Therefore, emphasizing on brand personality characteristics as one of the main components of the study could be a mechanism for differentiation and increases trust among the customers and increase the likelihood of purchasing the brand where it is difficult to choose between brands. Managers who focusing on the five dimensions of brand personality especially the competence and sincerity which have the most loading factor will achieve a perfect brand personality. This can be achieved by raising the level of trust and confidence in brand, representing it as a successful and sincere brand, being useful and beneficial in a variety of fields, and finally use of brand as an emotional and dynamic brand. Creating a competent and sincere brand personality can increase the brand equity and customer intentions to use the services or products.

In addition, brand personality can be formed through variety ways such as marketing communications, sales promotions and social responsibility. Therefore, it is recommended to managers to develop effective and efficient methods of communication and public relations to achieve an appropriate brand personality. Because the creation of proper and strong brand personality can increase the customers’ purchase intentions which will lead to business improvement. Moreover, managers should consider the brand personality resources to build a positive character of brand, make a differentiation in comparison to the other brands in the customers’ minds and being impressive in dimensions of brand equity. Since one of the immediate resources of brand personality is staff and managers, so personality traits, physical appearance, social and professional behaviour in relation to the customers should be considered along with the brand personality and collectively must be presented to the customers and market to receive a positive assessment by the customers and improve the brand equity.

Furthermore, brand loyalty is the most important dimension in brand equity which can establish an appropriate brand equity in the customer’s minds. Therefore, it is proposed to managers to do a wide range of activities to ensure applying the quality standards in providing services and products, and also extensive advertising about the product. Because, it can have dramatic results in creating customer loyalty by creating a favorable memory image of product. Moreover, they should endeavor to increase and keep customer loyalty by increasing the customer awareness of their brand. After the brand loyalty, the dimensions of perceived quality, brand association and brand awareness require special attention by managers, respectively. Also, focusing on customer-based brand equity can increase the brand personality and e-WOM effects on the customer purchase intention which this effect is greater than the direct effect. In fact, focusing on the five dimensions of brand personality and e-WOM will improve the brand equity, which it in turn leads to further increased customer purchase intention. Therefore, marketing managers can develop customers purchase intention especially their attitude and subjective norms indirectly.

Likewise, it is suggested to bank managers to launch websites for consumers and advertise by applying ways such as comments, emails in the target website as well as using ideas of the popular managers and leaders and conduct the flow of e-WOM. This action lead to increase in attracting customers and their purchase intention. Finally, it is recommended to improve the bank brand equity and increase the use of facilities, managers should do actions like publishing the informative WOM advertisements for brand in credit online channels, giving WOM advertising messages in which the perceived high quality of the customers about the products and services are reflected. Moreover, using the loyal customers for publishing WOM and viral advertisement will improve the brand equity which is followed by increasing the purchase intention.

RESEARCH LIMITATIONS AND SUGGESTIONS FOR FUTURE RESEARCH

Research data were collected using a cross-sectional, so the variables and results possibly are limited to a period of time. In addition, the area covered by this study is limited to Mellat bank, it is probable that the results could not be generalised to the other banks, because the challenges and factors affecting customers’ intention in using services and facilities may vary in other banks. Hence, the study community could be expanded in the future studies in order to obtain more accurate results. Moreover, it is suggested to the future researchers to measure the present research model for other brands to be able to compare their results, and determine the differences. Also, it is advised that they consider the effect of brand personality, e-WOM and brand equity using the brand personality of Geuens, Weijters and De Wulf (2009), focusing on the resources of electronic word of mouth and finally considering the financial and corporate approaches to brand equity in other variables such as the brand performance, brand recall, brand relationship, consumer perceptions etc.
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ABSTRACT

This study examined the relationships between two specific human resource management practices (staffing and orientation) and service-oriented organisational citizenship behaviour. Survey data were gathered from a sample of 290 frontline employees attached to 4- and 5-star hotels in Malaysia. The partial least squares technique was used to test the research hypotheses. Results showed that staffing (consisting of recruitment and selection) and orientation have positive effects on the three dimensions of service-oriented organisational citizenship behaviours. These findings demonstrate the need for hotels to revisit their prevailing staffing and orientation practices in an attempt to enhance their employees’ display of service-oriented citizenship behaviours.

Keywords: service-oriented organisational citizenship behaviours, staffing, recruitment, selection, orientation.


INTRODUCTION

Malaysia is gifted with a diverse range of natural attractions, historical monuments, ancient settlements, and unique landmarks of world standard. In addition, the country is blessed with an exotic blend of cultures due to its multi-racial population. These attractions are an asset to Malaysia’s tourism industry. In its effort to place Malaysia in the world tourism destination map, various strategies have been undertaken by the government which includes increasing tourism promotions through a multitude of campaigns, programs, and events as well as upgrading of tourism-related facilities. “Malaysia Truly Asia” is the tagline which has been internationally recognised as a unique Malaysian brand to promote the country’s tourism sector. Although the tourism industry in Malaysia started since the early 1970s, the starting point for the industry actually began in 1990 with the Visit Malaysia Year Campaign. The success of this campaign has resulted in an overwhelming growth in the number of tourist arrivals to Malaysia of 7.45 million compared to 4.85 million in 1989 (Ministry of Tourism and Culture Malaysia, 2015). Over the past two decades, the tourism industry continued to expand. By 2012, tourist arrivals to Malaysia amounted to 25.03 million (Ministry of Tourism and Culture Malaysia, 2014).

The healthy growth of the tourism trade has encouraged the private sector to invest more in tourism-related infrastructures and services. This is illustrated by the increase in the number of hotels by 51.2% from 1568 in 2003 to 3094 in 2013 (Tourism Malaysia, 2014). As a result, service providers within the hospitality industry have to compete more aggressively to survive and maintain their competitive edge. Given that the variations among the products and facilities offered by hotels are marginal, Ma and Qu (2011) suggested that the key for hotels to sustain their competitive advantage in today’s marketplace would be through the provision of outstanding service quality to their customers. In this regard, frontline employees play a fundamental role since they serve as “boundary spanners”. According to Yoon and Suh (2003), the attitudes and behaviors of these employees have a significant influence on customers’ perceptions of service quality. Hence, service organizations should pay attention to their behaviors in an attempt to enhance service quality. This point of view is well supported by scholars who contend that frontliners’ behaviors significantly affect customers’ perceived service satisfaction (Bienstock, DeMoranville, & Smith, 2003; Karatepe & Uludag, 2008; Yang, 2011). In the hospitality industry, the creation and provision of services to the customers are primarily achieved through employees (Maroudas, Kyriakidou, & Vacharis, 2008). Thus, employees are considered an indispensable asset for hotels to achieve their business goals (Hayes & Ninemeier, 2009).


There are many forms of behaviour that could contribute to a customer’s perception of excellent service. Since frontline employees are involved in the service delivery process that frequently deals with an array of customers’ demands and expectations, many of their behaviours cannot be fully specified in advance. For instance, frontline employees, who assist their colleagues who are temporarily burdened with work, provide informal mentoring to less skilled staff, and demonstrate courtesy and acts of goodwill to customers, can be said to contribute to superior service. Organ (1988) termed these extra work-related behaviors as organizational citizenship behavior (hereafter labeled as OCB). According to Organ (1988), OCBs are behaviors that extend beyond those specified by formal job descriptions and measured by formal appraisals. For service organizations that have unique prerequisites in dealing with customers, Bettencourt, Gwinner, and Meuter (2001) proposed that service-oriented OCBs (henceforth labeled as service-oriented OCBs), a specific form of OCB, is more appropriate in measuring OCBs of service employees. Specifically, service-oriented OCBs comprise three dimensions of loyalty OCBs, participation OCBs, and service delivery OCBs.

Given the advantages of displaying service-oriented OCBs in service firms, a lot of studies have been conducted to investigate how to elicit service-oriented OCBs. Some of the variables of focus include perceived organizational support (Lin & Lin, 2011; Wang, 2009a; 2009b), leadership (González & Garazo, 2006; Tsai & Su, 2011), and human resource management practices (Nasurdin, Tan, & Low, 2011; Sun, Aryee, & Law, 2007; Tang & Tang, 2012; Wang, 2010; Yang, 2011). Kusluvan, Kusluvan, Ilhan, and Buyruk (2010) highlighted human resources as the primary driving force in hospitality organizations since their chief output is services. Kusluvan et al., (2010) further advocated that the treatment and management of employees should be a crucial concern for managers in the hospitality sector. In this regard, designing a context that can bring about higher levels of service-oriented OCBs is one way to ensure the creation of value for customers and profitability for organisations. According to Morrison (1996), an organization’s approach to human resource management (HRM) is instrumental in generating greater levels of OCBs, which in the aggregate, will have a positive effect on the quality of service that an organization delivers. In fact, Hoque (1999) demonstrated that hotels that adopted HRM practices with a primary focus on quality enhancement exhibited superior performance.

Several authors (Boon, Belschak, Den Hartog, & Pijnenburg, 2014; Morrison, 1996; Snape & Redman, 2010) reasoned that the manner in which an organization manages its human resources will establish the tone and conditions for the employee-employer relationship. To the extent that an organization’s HRM practices create a social exchange relationship (Blau, 1964), employees are more likely to engage in functional behaviors that go beyond their call of formal duty, such as OCBs. Wayne, Shore, and Liden (1997) argued that employees are likely to interpret certain HR decisions and practices as indicative of organizational support. In line with Blau’s (1964) social exchange theory, Wayne et al. (1997) suggested that employees who feel that they have been well supported by their organization tend to reciprocate by performing better and engaging more readily in discretionary behaviors such as OCBs. Although researchers have provided some empirical evidence on the effects of HRM practices on service-oriented OCBs, Tang and Tang (2012) noted that such investigations within the hotel industry are still limited. In addition, very little is known about service-oriented OCBs within the context of Malaysia except for the study by Nasurdin et al. (2011). In their investigation, Nasurdin et al. (2011) focused on the effects of individual HRM practices on service-oriented OCBs of employees within the logistic industry. It has been argued that employees’ perceptions of their organization’s individual HRM practices are crucial in influencing their attitudes and behaviors (Allen, Shore, & Griffeth, 2003; Whitener, 2001). Although there are two primary perspectives of HRM, the “universal” or the “best practice” approach has received more empirical support than the “contingency” approach (Huselid, 1995). Researchers that embrace the former approach claim that some HR practices are always better than the others (Delery & Doty, 1996). Of the several HRM practices discussed in the literature, two specific HRM practices have been earmarked as having the potential to greatly affect employees’ attitudes and behaviours. These specific HRM practices are staffing and orientation. Staffing (which entails recruitment and selection) can result in satisfied and committed employees (Riordan, Weatherly, Vandenberg & Self, 2001; Verquer, Beehr, & Wagner, 2003). Meanwhile, orientation facilitates new employees’ adjustment and their subsequent confidence and motivation (Allen & Meyer, 1990; Cooper-Thomas & Anderson, 2006). Based on this gap, the significant contribution of the hotel industry to Malaysia’s revenues, the vital function performed by frontline employees in delivering services to their customers, and in the interest of parsimony, the present study aims to examine the effects of these two HRM practices (staffing and orientation) on service-oriented OCBs among frontline hotel employees in Malaysia.

LITERATURE REVIEW

Service-Oriented Organisational Citizenship Behaviours (OCBs)

The nature of work for employees working in service organizations is different from those working in non-service organizations such as manufacturing. In service organizations, frontline employees that have direct interactions with customers become part of the product, represent the organization, and assist in forming the image of the organization (Hartline & Jones, 1996). In fact, Kusluvan et al. (2010) stated that it is the personality, appearance, attitudes, and behaviors of these employees that facilitate the conversion of the intangibility of services into something tangible. Based on the unique work requirements of service organizations, Bettencourt, Gwinner, and Meuter (2001) reasoned that there is a need to further refine the general OCB construct to include more specific forms of OCBs. Bettencourt et al. (2001) in their study proposed the term service-oriented OCBs for such behaviors, which consist of three dimensions: (1) loyalty OCBs; (2) service delivery OCBs; and (3) participation OCBs. Loyalty OCB refers to behaviours concerning acting as advocates to outsiders not only of the organisation’s products and services but also of its image. Meanwhile, participation OCB involves actions such as taking individual initiative, especially in communications to improve their own service delivery and that of their organisation and peers. Finally, service delivery OCB refers to employees behaving in a conscientious manner when delivering their services to customers. Several researchers deemed service-oriented OCBs as more fitting for service organizations (Wang, 2009a; 2009b; Wang, 2010; Tang & Tang, 2012).

Human Resource Management (HRM) Practices

Generally, HRM involves personnel policies and managerial practices and systems that influence the workforce (Bernardin & Russell, 2007). A more focused definition was offered by Mathis and Jackson (2000) whereby HRM relates to the design of formal systems in an organization to ensure an effective and efficient use of human talent to accomplish organizational goals. Based on these thoughts, it can be surmised that HRM practices relate to specific practices, formal policies, and philosophies that are designed and implemented to attract, develop, motivate, and retain employees for the effective functioning of an organisation. According to Mathis and Jackson (2000), HRM activities involve several key areas such as human resource planning and analysis, staffing, human resource development, compensation and benefits, health, safety, and security, and employee and labor/management relations. As previously mentioned, HRM practices enable organizations to create a positive social exchange relationship with employees, which ultimately motivate them to engage in favorable behaviors. The hospitality industry is labor-intensive (Solnet & Hood, 2008). Hoque (1999) asserted that in such industry where there is mounting pressure to adopt a business strategy that emphasizes quality, flexibility, and innovation, an HRM approach will be universally relevant (Hoque, 1999). In the case of hotels, where the emphasis is on the provision of superior quality and customised services, deploying HRM practices that focus on employees’ abilities to respond quickly to customers’ needs and desires would prove to be an effective move.

A review of the hospitality literature by Kusluvan et al. (2010) indicates the emergence of two streams of research on HRM practices. The first stream examined individual HRM practices whereas the second stream was devoted to studies on the effects of bundles of HRM practices. Studies in both streams concluded that individual or bundles of HRM practices in the hospitality industry are still underdeveloped as opposed to other industries (Kusluvan et al., 2010). Hence, there is still a need for more investigations on HRM practices within this particular sector. It has been argued that HRM practices implemented at the point of entry into an organisation are critical in nurturing new employees’ beliefs about the tone of the employee-employer relationship. According to Morrison (1996), a selection process that emphasizes broadly defined obligations and long-term commitment conveys to prospective employees that they are entering into a social exchange relationship. In addition, a selection process that entails selecting employees on the basis of how well they fit into the overall organisation’s culture will ensure a person-organisation fit, leading to greater satisfaction and retention. Similarly, as noted by Morrison (1996), a socialization process which occurs after a new employee joins an organization can help channel information to new recruits that their employer is committed to building a social exchange relationship. Through the execution of formal orientation programs, new employees can learn and identify themselves with organizational goals and values, which in turn, stimulate them to engage in OCBs.

In a similar vein, as argued by Wayne, Shore, and Liden (1997), given that employees are likely to perceive the use of HRM practices as an indicator of organizational support, a positive employee-employer exchange relationship is likely to be initiated, which in turn, lead to greater work performance and other forms of extra-role behaviors including service-oriented OCBs. Due to the inconclusive debate on what constitutes appropriate HRM activities particularly for hotels and for the purpose of developing a parsimonious research model, in the present study, we opted to focus on two specific practices: staffing (which entails recruitment and selection) and orientation. Since high employee turnover is a major problem in the hotel industry (Kusluvan et al., 2010) and also within the context of the Malaysian hotel sector (Ahmad & Scott, 2013), the management of hotels are bound to be repeatedly engaged in staffing activities for replacement and conducting orientation program for new recruits. We contend that these two practices may influence prospective and newly recruited employees’ perceptions about the hotel’s concern for its employees in terms of their dispositions to better serve customers and their abilities to quickly adapt to their new work environment, which in turn, are likely to motivate employees to engage in service-oriented OCBs.

Staffing and Service-Oriented OCB

The aim of staffing is to provide an adequate supply of qualified individuals to fill the jobs in an organization (Mathis & Jackson, 2000). In our study, staffing entails employees’ perception of their employing hotel’s recruitment and selection process. These two activities help to ensure that the organization has sufficient human resources to perform the job (Hayes & Ninemeier, 2009). According to Vlachos (2008), staffing enables the organization to attract the right candidate with desirable characteristics in terms of knowledge, skills, and attitudes into the organization. Morrison (1996) in her conceptual article argued that to the extent that the recruitment and selection process emphasize broadly defined obligations and long-term commitments on the part of the organization and conveys to prospective employees that they are entering into a social exchange relationship (Blau, 1964), employees will engage in more OCBs.

From the organisation’s standpoint, staffing through recruitment and selection can influence the exhibition of employees’ service-oriented OCBs in two ways. First, staffing enables the organisation to have adequate manpower to perform the job. Staff shortages are often linked to problems in delivering excellent service (Ahmad & Scott, 2013). For instance, a manpower shortage at the hotel’s check-in counter may result in longer waiting time for customers during the check-in process. As a result, frontline employees who are temporarily loaded with work due to staff shortage may not be able to display behaviours that surpassed their role prescriptions such as service-oriented OCBs, which would have a favourable impression on the customers. Instead, these workers would probably devote their energies to perform their basic formal duties. However, when efficient staffing is in place, hotels would have an ample number of employees to deliver the services to customers. In such situations, employees who are on duty would be able to assist their colleagues at the counter in attending to a customer’s requests. Through their discretionary extra-role service-oriented behaviours, the waiting time for customers would be significantly reduced. Second, selective hiring which suggests rigorous recruitment of the right employee that fits well into the organization’s culture would enhance employee attachment to the organization (Fiorito, Bozeman, Young, & Meurs, 2007), which will ultimately have a favorable effect on customers’ perception of the organization’s service quality. A meta-analysis by Verquer et al. (2003) showed that selective recruitment leads to the creation of satisfied and committed employees. Bettencourt et al., (2001) further demonstrated that service-oriented OCBs are likely to occur if employees have developed a positive affect towards their organization. In other words, when hotels implement effective staffing, their employees would experience higher job satisfaction and greater organisational commitment. As a result, these positive attitudes would motivate employees especially those at the frontlines to go beyond their call of duty by performing service-oriented OCBs. Tsaur and Lin (2004) provided empirical support for the positive influence of staffing components (i.e. recruitment and selection) on frontline hotel employees’ attitudes and behaviors in Taiwan. From customer-contact employees’ point of view, a recruitment and selection process that emphasizes traits and abilities associated with superior service delivery would convey the message that such dispositions are highly valued by the organisation. Within the hotel setting, such employees would be more likely to understand and anticipate customer’s needs and expectations and be more effective in publicising the hotel and its service offerings (i.e. loyalty OCB), be more likely to offer more service improvement ideas for the hotel (i.e. participation OCB), and be more able to succeed in dispensing superior service to customers (i.e. service delivery OCB). Likewise, a recruitment process that provides greater opportunities for internal promotion would alleviate customer-contact employees’ motivation and satisfaction, which in turn, encourages them to reciprocate the hotel’s supportive practices by engaging in voluntary behaviours that benefit the hotel. Hence, it is expected that these employees would be more likely to exhibit service-oriented OCBs of loyalty, participation, and service delivery. Hence, we hypothesised that:


H1:   Staffing will be positively related to the SOOCBs.

H1a: Staffing will be positively related to loyalty OCBs.

H1b: Staffing will be positively related to participation OCBs.

H1c: Staffing will be positively related to service delivery OCBs.



Orientation and Service-Oriented OCB

Orientation is the process of providing basic information about the organization that must be known by all staff members (Hayes & Ninemeier, 2009). Specifically, the purpose of orientation is to provide an overview of the organization to the newcomers, indicate their roles in the organization, familiarize them to the policies and rules of the organization, provide information on employees’ benefits, outline specific employer’s expectations, as well as to motivate them to perform well in order to achieve the goals of the organization (Hayes & Ninemeier, 2009). Generally, new recruits that joined an organization do not know what they are supposed to do and how they are supposed to behave or even where they are supposed to be at any given time (Tanke, 2001). As a consequence, orientation enhances an employee’s job confidence, motivation, and enthusiasm (Cooper-Thomas & Anderson, 2006; Wanous & Reichers, 2000). Likewise, according to Louis (1980), orientation assists newcomers to adapt themselves into the organization. When new employees are able to adapt quickly to the new environment, they are more likely to experience lower anxiety, thereby, enabling them to become more motivated and committed in their jobs. Within the service sector, a study by Riordan et al. (2001) on bank employees in the South-Eastern United States provided empirical evidence to support the positive impact of socialization tactics on employees’ attitudes such as satisfaction, commitment, and turnover intentions. Committed employees are likely to perform their job well and be more willing to expend extra effort for the sake of the organization. Klein and Weaver (2000) discovered that satisfied and committed employees tend to display more service-oriented OCBs. As mentioned before, a socialization process can help new employees identify themselves with organizational goals (Morrison, 1996). According to Morrison (2000), formal orientation may be able to increase new employees’ awareness and understanding of the organization’s values and goals. In such situation, these new workers would become inspired to adhere to their role expectations, and hence, more likely to engage in behaviours that go beyond their formal job descriptions. Similarly, through orientation programs, new employees learn about the organisation and its commitment to establish a long-term employer-employee relationship. In social exchange relationships (Blau, 1964), these employees may felt obliged to reciprocate the organization through voluntary service-oriented OCBs. In the hotel industry, customer-contact employees who understand their work roles and the values and goals of their organization are more likely to be able to be more active in promoting the hotel and its service (i.e. loyalty OCB), be more likely to become involved in activities aimed at improving the hotel’s service orientation (i.e. participation OCB), and be more effective in serving customers (i.e. service delivery OCB). Taking stock of the above discussion, we postulated that:


H2:   Orientation will be positively related to the service-oriented OCBs.

H2a: Orientation will be positively related to loyalty OCBs.

H2b: Orientation will be positively related to participation OCBs.

H2c: Orientation will be positively related to the service delivery OCBs.




METHODOLOGY

Sample and Data Collection Procedure

Our participants consisted of customer-contact employees attached to the front-office department of 29 large hotels located in three regions of Peninsular Malaysia. Our study focused on the front-office department because employees in this particular department will be in direct communicative and selling position with customers as remarked by Baum and Devine (2007). A total of 128 hotels with 4 and 5-star ratings were identified from the directory of hotels in Malaysia published by the Ministry of Tourism (2012). Following Ekiz, Khoo-Lattimore, and Memarzadeh (2012), we selected 4 and 5-star rated hotels because these hotels are considered large and have a more systematic and organized HR department. Of these, only 29 hotels consented to participate. We employed the “drop-off” and “pick-up” method to distribute our survey packets for 14 hotels in the northern region. For the remaining 15 hotels located in other regions, survey packages were sent and collected via mail. Each survey packet addressed to the HR managers of the respective hotels contained 10 questionnaires to be distributed to customer-contact employees working in the front office department. Two weeks were accorded to the employees to complete and return the questionnaire to their front office manager who was responsible for returning them to the HR manager. After the two-week stipulated period, 290 questionnaires were received. Of these, 150 questionnaires were obtained through the mail and the remaining 140 questionnaires were personally collected by the researchers. All these questionnaires were found to be useable and subjected to further analysis.

Measures and Analysis

A questionnaire using a five-point Likert scale (“1” = “strongly disagree” to “5” = strongly agree”) was used to gather data. Staffing (consisting of recruitment and selection) was gauged using 5 items adapted from Chuang and Liao (2010), whereas orientation was measured using 4 items adapted from previous sources (Rogg, Schmidt, Shull, & Schmitt, 2001; Chang & Chen, 2011; Atteya, 2012). Meanwhile, service-oriented OCBs were assessed via 16 items adapted from the scale developed by Bettencourt et al. (2001) which include loyalty (5 items), participation (5 items), and service delivery (6 items). The measurement items for each variable in this study are provided in Appendix A. In the present study, the use of self-report in measuring service-oriented OCBs was considered appropriate since OCB occurrences may not be readily visible to alternative rating sources (such as supervisors and peers), based on the suggestion made by Organ and Konovsky (1989).


Bearing in mind that demographic variables (such as age, gender, ethnicity, academic qualification, marital status, job tenure, and organization tenure) were found to have correlations with service-oriented OCBs (Bettencourt et al., 2001; Bolino & Turnley, 2005; Fiorito et al., 2007; Nasurdin et al., 2011; Ramachandran, Jordan, Troth & Lawrence., 2011; Wang, 2009a), we statistically controlled these variables to avoid overestimating the effect of the exogenous variables on the endogenous variables.

Our hypotheses were tested using the Partial Least Squares (PLS) method. The objective of Partial Least Square-Structural Equation Modeling (PLS-SEM) is to maximise the explained variance of the endogenous latent variable by estimating the structural model relationships (Hair, Ringle, & Sarstedt, 2011). PLS-SEM, a second generation technique, was employed to overcome the weaknesses of the first generation techniques (such as multiple regression). This method enables the incorporation of unobserved variables which were measured indirectly by indicator variables. It also facilitates accounting for measurement error in observed variables (Chin, 1998).

The analysis of the research model was conducted by separately examining the measurement model and the structural model. Evaluation of the measurement model was to gauge the reliability and validity of the model. On the other hand, evaluation of the structural model involved testing the significance of the path coefficients and R2 measures.

RESULTS

Descriptive Results

Of those who completed the survey, 177 (61.0%) were females and 113 (39.0%) were males. In terms of ethnicity, the sample consisted of Malays (69.0%), Chinese (18.3%), Indians (11.7%), and others (1.0%). In terms of academic qualification, a majority of the respondents were secondary school leavers (72.1%). Almost half of the sampled employees were married (44.1%). The mean age for the sample was 27.5 years. In terms of job experience, on average, respondents have worked as customer-contact employees for 4.3 years and in the hotel for about 4.4 years.

Descriptive statistics for our variables of study are presented in Table 1. Staffing (comprising recruitment and selection) and orientation had moderate mean values of 3.85 and 3.91 respectively, with a standard deviation of 0.64 and 0.66. On the other hand, the levels of service-oriented OCBs in terms of the three dimensions are as follows: loyalty OCBs (Mean=4.00; SD=0.72), participation OCBs (Mean=3.89; SD=0.69), and service delivery OCBs (Mean=4.10; SD=0.68). These values suggest that, on the average, loyalty OCBs, participation OCBs, and service delivery OCBs were moderate. The overall missing data was well below 15%, hence, mean value replacement was adopted to treat data for this study (Hair, Hult, Ringle, & Sarstedt, 2014).


Table  1
Means and standard deviations for the variables of study



	Variable
	Mean

	Std. Deviation




	Staffing
	3.85

	0.64




	Orientation
	3.91

	0.66




	Service Oriented OCBs
	
	



	 Loyalty
	4.00

	0.72




	Participation
	3.89

	0.69




	Service Delivery
	4.10

	0.68





Harman’s single factor test is one of the methods to detect the existence of common method bias in a survey (Podsakoff & Organ, 1986). Common method bias refers to the inflation of relationships due to methods effect, and it causes the observed score correlations to be inflated as compared to their true score counterpart (Coway & Lance, 2010). Our concern is whether a single latent factor contributes most to the explained variance in the dependent variable, resulting in common method bias in our study. To examine the existence of this bias, and consistent with Greene and Organ (1973), we loaded all items from each of the constructs into an exploratory factor analysis to see whether one single factor does account for a majority of the covariance between the measures; if not, it can be claimed that common method bias is not an issue. Our results revealed five distinct factors which accounted for 67.70% of the variance in the data with the first factor capturing only 20.88% of the said variance, which is less than the proposed threshold value of 50% (Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). Hence, it can be assumed that common method bias was not a major concern in this study.

Measurement Model Results

Table 2 depicts the result for the measurement model. As can be seen, all the items’ loadings ranged from 0.718 to 0.902, which is greater than the 0.70 cut-off value suggested by Chin (1998). Likewise, the composite reliability of the constructs ranged from 0.909 to 0.933, which exceeded the 0.70 ceiling value recommended by Fornell and Larcker (1981). Hence, the measurement model was considered reliable.


Table  2
Results of the measurement model



	Variable
	Items

	Loadings

	Composite Reliability

	AVE




	Staffing
	hrm_staff1

	0.812

	0.912

	0.676




	hrm_staff2

	0.865

	

	




	hrm_staff3

	0.880

	

	




	hrm_staff4

	0.800

	

	




	hrm_staff5

	0.748

	

	




	Orientation

	hrm_orient1

	0.807

	0.909

	0.667




	hrm_orient2

	0.799

	

	




	hrm_orient3

	0.824

	

	




	hrm_orient4

	0.839

	

	




	hrm_orient5

	0.816

	

	




	Loyalty OCB

	OCBL1

	0.897

	0.933

	0.738




	OCBL2

	0.902

	

	




	OCBL3

	0.845

	

	




	OCBL4

	0.815

	

	




	OCBL5

	0.831

	

	




	Participation OCB

	OCBS6

	0.853

	0.917

	0.689




	OCBS7

	0.856

	

	




	OCBS8

	0.877

	

	




	OCBS9

	0.837

	

	




	OCBS10

	0.718

	

	




	Service Delivery OCB

	OCBS11

	0.808

	0.929

	0.686




	OCBS12

	0.801

	

	




	OCBS13

	0.859

	

	




	OCBS14

	0.786

	

	




	OCBS15

	0.862

	




	OCBS16

	0.849

	

	





a Composite reliability (CR) = (square of the summation of the factor loadings) /{(square of the summation of the factor loadings) + (square of the summation of the error variances)}
b Average variance extracted (AVE) = (summation of the square of the factor loadings) /{(summation of the square of the factor loadings) + (summation of the error variances)}


We also examined the validity of the measurement model based on its convergent validity and discriminant validity. As depicted in Table 2, all the AVE values (ranging from 0.667 to 0.738) exceeded the 0.5 threshold value proposed by Fornell and Larcker (1981).

Table 3 shows that the square roots of the AVE of the latent variables exceeded the correlations of other constructs. Table 4 illustrates that the loadings of each construct were greater than all of its cross-loadings. Based on the information presented in Table 3 and Table 4, and adhering to the guideline developed by Fornell and Larcker (1981), we concluded that the measurement model has adequate discriminant validity.


Table  3
Discriminant validity of the measurement model



	Variable
	Loyalty OCB

	Participation OCB

	Service Delivery OCB

	Staffing

	Orientation




	Loyalty OCB
	0.859

	
	
	
	



	Participation OCB
	0.732

	0.830

	
	
	



	Service delivery OCB
	0.691

	0.775

	0.828

	
	
	



	Staffing
	0.554

	0.589

	0.579

	0.822

	



	Orientation
	0.617

	0.647

	0.694

	0.697

	0.817





Note: Diagonals represent the square root of the average variance extracted while the other entries represent the correlations


Table  4
Cross-loadings



	Variable
	Loyalty OCB

	Participation OCB

	Service Delivery OCB

	Staffing

	Orientation




	Loyalty OCB 1
	0.897

	0.633

	0.575

	0.477

	0.576




	Loyalty OCB 2
	0.902

	0.648

	0.637

	0.479

	0.552




	Loyalty OCB 3
	0.845

	0.613

	0.610

	0.424

	0.473




	Loyalty OCB 4
	0.815

	0.593

	0.510

	0.496

	0.496




	Loyalty OCB 5
	0.831

	0.655

	0.634

	0.497

	0.542




	Participation OCB 6
	0.660

	0.853

	0.668

	0.553

	0.536




	Participation OCB 7
	0.601

	0.856

	0.642

	0.481

	0.529




	Participation OCB 8
	0.587

	0.877

	0.648

	0.511

	0.523




	Participation OCB 9
	0.562

	0.837

	0.650

	0.406

	0.517




	Participation OCB 10
	0.613

	0.718

	0.601

	0.477

	0.567




	Service delivery OCB 11
	0.642

	0.681

	0.808

	0.537

	0.610




	Service delivery OCB 12
	0.641

	0.723

	0.801

	0.509

	0.547




	Service delivery OCB 13
	0.576

	0.646

	0.859

	0.470

	0.597




	Service delivery OCB 14
	0.472

	0.584

	0.786

	0.393

	0.557




	Service delivery OCB 15
	0.571

	0.627

	0.862

	0.468

	0.567




	Service delivery OCB 16
	0.518

	0.585

	0.849

	0.491

	0.561




	Staffing 1
	0.464

	0.436

	0.436

	0.812

	0.590




	Staffing 2
	0.475

	0.520

	0.533

	0.865

	0.616




	Staffing 3
	0.469

	0.522

	0.505

	0.880

	0.613




	Staffing 4
	0.455

	0.466

	0.446

	0.800

	0.482




	Staffing 5
	0.412

	0.473

	0.452

	0.748

	0.562




	Orientation 1
	0.522

	0.569

	0.647

	0.612

	0.807




	Orientation 2
	0.485

	0.525

	0.559

	0.550

	0.799




	Orientation 3
	0.425

	0.460

	0.523

	0.520

	0.824




	Orientation 4
	0.567

	0.586

	0.564

	0.610

	0.839




	Orientation 5
	0.503

	0.482

	0.526

	0.542

	0.816





Structural Model Results

Prior to testing our proposed hypotheses, the effects of the control variables were estimated. As shown in Table 5, of the seven control variables, age, ethnicity, marital status, and organisational tenure were found to have some significant effects on the endogenous variables. Nevertheless, the R-square change (ranging from 0.005 to 0.017) was considered negligible based on Cohen’s (1988) interpretation. Therefore, in this investigation, the control variables were excluded from the structural model.


Table  5
Assessment of control variables
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We then continued to test our hypotheses. Figure 1 presents the beta coefficients of the proposed relationships. As shown in Figure 1, staffing (involving recruitment and selection) has a positive and significant relationship with loyalty OCB (β=0.241, p > 0.01), participation OCB (β=0.270, p > 0.01), and service delivery OCB (β=0.186, p > 0.01), thereby, lending support for H1a, H1b and H1c. Likewise, our results also provided support for H2a, H2b, and H2c. In particular, orientation was found to have a positive and significant relationship with loyalty OCB (β=0.449, p > 0.01), participation OCB (β=0.459, p > 0.01), and service delivery OCB (β=0.564, p > 0.01). The results of the structural model also demonstrated that both staffing (which entails recruitment and selection) and orientation were able to explain 41.0% of the variance in loyalty OCB, 45.5% in participation OCB, and 49.9% in service delivery OCB.
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Figure  1. Path Coefficients and R-Square of the Research Model



DISCUSSION, IMPLICATIONS, AND LIMITATIONS

The present study examined the effects of staffing (consisting of recruitment and selection) and orientation on service-oriented OCBs. Our statistical results provided support for the proposed relationships. Staffing enables the organization to attract the right candidate with desirable qualities (Vlachos, 2008). As previously noted by Vlachos (2008), staffing enables the organization to attract the right candidate with desirable qualities. In our study, staffing consist of recruitment and selection. Selective recruitment has been shown to result in satisfied and committed employees (Verquer et al., 2003). On a similar note, a selection process that entails choosing employees on the basis of how well they fit into the overall organization’s culture will ensure person-organization fit, leading to greater satisfaction and retention. It has been argued that positive attitudes (in the form of satisfaction and commitment) would be able to stimulate employees to go beyond their call of duty (Bettencourt et al., 2001). According to Morrison (1996), during the selection process, employers and prospective employees exchange information about the type of relationship into which they are entering. A selection process that emphasizes broadly defined obligations and long-term commitment conveys to prospective employees that they are entering into a social exchange relationship, which in turn, is likely to motivate them to reciprocate through greater discretionary extra-role behaviors such as service-oriented OCBs. Furthermore, from customer-contact employees’ viewpoint, a recruitment and selection process that focuses on individual traits and abilities relating to service excellence would signal to them that such dispositions are highly desired by their organisation, resulting in greater inclination to engage in service-oriented OCBs. Also, a recruitment process that emphasizes internal promotion would be regarded as a supportive practice, which would stimulate employees’ feelings of motivation and satisfaction. This, in turn, induces employees to reciprocate through voluntary contributions that benefit the organisation. One such form would be service-oriented OCBs. Our present finding concurs well with the propositions made by Morrison (1996) and the discovery made by Tsaur and Lin (2004).

Additionally, our results revealed that orientation has a positive effect on service-oriented OCBs. Generally, orientation provides an opportunity for new employees to familiarize themselves with the organization (Louis, 1980). When new employees are able to adapt swiftly to the new environment, they are more likely to experience lower anxiety, thereby, enhancing their motivation and commitment. Such employees would be more likely to perform better and be more willing to spend extra effort for the sake of the organisation. In a similar vein, as suggested by Morrison (1996), through formal orientation, organizations attempts to transmit information concerning its goals as well as instill certain values and expectations of behaviors. Identification with organizational goals is believed to be important precursors to extra-role behaviors as suggested by Morrison (1996). Besides, through orientation programs, new employees learn about the organization’s commitment to establish what Blau (1964) termed as long-term social exchange relation. The effect may be a felt obligation to repay the organization through service-oriented OCBs. Committed employees tend to perform their job well and be more willing to expend more effort for the sake of the organization as noted by previous researchers (Klein & Weaver, 2000; Riordan et al., 2001) leading to an escalation of service-oriented OCBs. Similarly, as stated by Morrison (1996), a socialization process which occurs after a new employee joins an organization can help channel information to new recruits that their employer is committed to building a social exchange relationship. Through the execution of formal orientation programs, new employees can learn and identify themselves with organizational goals and values, which in turn, stimulate them to engage in more OCBs.

Since the hotel industry is a “people business’, which means served by people to people (Ekiz et al., 2012), the management of people is a critical agenda. Specifically, it becomes extremely important for hotels to develop effective staffing (consisting of recruitment and selection) and orientation to achieve competitive advantage. Moreover, the interactions between customer-contact employees of the hotel and customers greatly affect the latter’s satisfaction and loyalty (Kotler, Bowens, & Makens, 2010). The findings of the present study indicates that when customer-contact employees perceived that the hotel’s staffing (in terms of recruitment and selection) and orientation practices are supportive, they would be more likely to enhance the hotel’s image and its service (i.e. loyalty OCB), offer more service improvement suggestions aimed at improving the hotel’s services (i.e. participation OCB), and behave more conscientiously in fulfilling the needs and expectations of customers (i.e. service delivery OCB).

Within the context of Malaysia, our findings proffered support for the validity of Blau’s (1964) social exchange theoretical framework in explaining the relationships between specific HRM practices and service-oriented OCBs. Furthermore, from our results, several managerial implications can be tendered. First, since staffing (which include recruitment and selection) has a significant and positive effect on service-oriented OCBs, hotels should focus more attention on their staffing activities. A recruitment process that accentuates certain traits and abilities associated with service excellence suggests the importance placed on such dispositions by the organisation, thereby, increasing the likelihood of employees’ performing citizenship behaviours. This would mean that in recruiting candidates, hotel authorities may want to highlight the need for particular personality attributes such as conscientiousness and agreeableness because these two traits have been found by Organ and Lingl (1995) to be valid predictors of citizenship behaviors. Moreover, since the issue of a labor shortage is a norm in the hotel industry (Ahmad & Scott, 2013), hotels may want to offer more opportunities for internal promotion of existing employees. In this way, employees will be more likely to become motivated to engage in service-oriented OCBs. On a similar note, careful selection through the use of valid tools such as situational interviews would ensure a proper match between the applicant and the job requirements (i.e. person-organisation fit), thereby, leading to greater employees’ citizenship behaviours. For instance, during the job interview, managers should provide realistic information regarding the job such as long work hours and split shifts. Besides, managers can inform applicants about the hotel’s service culture, and the need to hire employees for the hotel rather than for a particular job. In this way, employees may attempt to understand the importance of providing outstanding service. Furthermore, the management of hotels should strive to continuously implement formal orientation programs to new employees. The information and skills that new recruits acquire during orientation would increase their understanding of organisational values and goals, leading to higher motivation and commitment, which ultimately result in greater service-oriented OCBs. Within a hotel service environment, individualised socialisation tactics through the use of mentors may help reduce new employees’ level of uncertainty with regards to their work roles, which in turn, elevate their morale and satisfaction.

As with all studies, there are limitations to this research. First, our data was cross-sectional, which limits our ability to make causal inferences. Thus, a future longitudinal approach could cross-validate the current findings and provide additional support regarding the causality of the HRM practices-service-oriented OCBs linkage. Second, this study was confined to frontline employees working in the hotel industry in Peninsular Malaysia. To increase the generalisability of the findings, we thus call for more studies to consider other service sectors such as banking, healthcare, and education. It would also be interesting if future researchers would expand this line of investigation to other developing countries.
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APPENDIX A

List of Measurement Items



	
	Service Oriented Organisational Citizenship Behaviour



	
	Over the past year, ….



	
	
Loyalty OCB





	1
	I would like to tell outsiders that this hotel is a good place to work.



	2
	I often say good things about this hotel to others.



	3
	I generate favourable goodwill for this hotel.



	4
	I encourage my friends and family to use the products (i.e. rooms, food and beverage menus) and services (i.e. Spa package) of this hotel.



	5
	I actively promote the hotel’s products (i.e. rooms, food and beverage menus) and services (i.e. Spa package) of this hotel.



	
	
Participation OCB





	1
	I encourage my coworkers to contribute ideas and suggestions for service improvement in this hotel.



	2
	I contribute many ideas for customer promotions and communications.



	3
	I make constructive suggestions for service improvement.



	4
	I frequently present to others creative solutions to customer problems.



	5
	I take home brochures to read up on products and services of this hotel.



	
	
Service Delivery OCB





	1
	I follow customer service guidelines as best as possible.



	2
	I conscientiously follow guidelines for promotions.



	3
	I follow up in a timely manner to customer request and problems.



	4
	I perform duties with unusually few mistakes.



	5
	I always have a positive attitude at work.



	6
	Regardless of circumstances, I am exceptionally courteous and respectful to customers.



	
	
Staffing





	1
	This hotel selects the best candidate when recruiting employees.



	2
	This hotel places priority on candidates’ potentials to learn when recruiting employees.



	3
	Recruitment in this hotel emphasizes traits and abilities required for providing a high quality of customer services.



	4
	In this hotel, internal candidates have the priority for job openings.



	5
	In this hotel, qualified employees have good opportunities for promotion.



	
	
Orientation





	1
	This hotel requires employees to participate in a formal orientation program.



	2
	This hotel provides a structured mentoring program for employees.



	3
	In the orientation for new incomers, this hotel discusses its values and culture.



	4
	This hotel gives proper and official courses in preparation of the employees at their jobs.
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ABSTRACT

India is undergoing drastic transformation in its organised retail sector. Followed by Tier 1 cities, Tier 2 cities are also witnessing an upsurge in retail malls, owing to the burgeoning middle class, growing income levels and a more accommodative attitude towards modern shopping formats. However, due to increased competition and relatively lower population in these cities, the malls are ending up eating each other’s footfalls. Therefore, it is highly imperative for mall managers to ascertain features that would differentiate them from their competitors. The objective of this study is to segment and profile shoppers based on their orientation towards different factors associated with an organised retail using hierarchical and non-hierarchical clustering techniques. Two segments were identified through the analysis. Each segment was profiled in terms of mall attractiveness characteristics, demographics and behavioural factors. Results of both hierarchical and k-means cluster analysis suggests two prominent groups among shoppers, namely relatively higher aged service class people and young students. Constituents of these segments also reveal distinct patterns. The younger segment pays more importance to variables like mall events and promotional schemes being organised by malls and/or retailers. There is less impact of these variables on aged service class segment. This study is a useful contribution to the existing body of knowledge on management of shopping malls in India and is unique in terms of its focus on consumers’ in tier two Indian cities like Raipur. This enables retail managers to prepare suitable retailing policies and strategies to cater to each segment. Findings of this research may be used, as guidelines for the development of strategic framework by retail mall managers in catering to their target segments.

Keywords: shopping malls, market segmentation, retail stores, shopping experience, mall management, shoppers’ behaviour.

INTRODUCTION

India has been undergoing a drastic transformation in its organised retailing sector. Retail stores have not only changed the shopping patterns, but also have become an inseparable part of the urban Indian society. The growth in the sector is manifested through the rise in the number of organised retail stores and chains throughout the country. With practically no organized retail store in 1997, India had nearly 570 retail malls offering 180 million square feet of retail space in 2013 (Sharma & Dhamija, 2013). Even when entire world, including India, suffered with the US’ sub-prime crisis in 2008, there had been a constant growth in the number of retail stores being opened across India. This reflected the increased attraction for the retail stores among Indian shoppers.

In its introductory phase, India witnessed the concentration of organised retail industry in Tier 1 cities. Delhi NCR, Mumbai, Pune, Hyderabad, Chennai and Kolkata occupied the retail space. However, high competition, rising infrastructure costs and decrease in consumer footfalls made these cities became less attractive. This led mall developers to focus on next set of towns, state capitals like Chandigarh, Jaipur, Raipur, Lucknow etc. where price of real estate and cost of developing infrastructure were relatively low. These Tier 2 cities had ever-expanding middle class, growing income levels and a more accommodative attitude towards modern shopping formats. The present study focuses on Raipur, the capital city of central Indian state of Chhattisgarh. Founded in 2000, the state government endowed heavy investment in developing infrastructure in the city and encouraged private entrepreneurs across different sectors. In 2008, the city had its first mall. In next seven years, the city has seven new malls.

Many Indian studies have reported that most of the malls in India are indistinguishable from each other in terms of retail space, size, aesthetics, amenities, services and shopper-mix (Roy & Masih, 2007; Singh & Bose, 2008). This leads to shoppers’ boredom and eventually out-shopping. The location of malls in Raipur was pretty uneven. Located exactly opposite to each other, within the distance of hundred meters, two malls are eating into the footfalls of each other. The newer malls are much bigger in size than the older ones. With a population of just over one million to cater to, Raipur is bound to experience an overflow of mall space, leading to scattering of shoppers across the different malls and eating into each other’s share of footfalls.

In the present state of affairs, it is highly imperative for mall managers to ascertain features other than the availability of products/brands and pricing, that would differentiate them from their competitors. Researchers across the world have opined that mall managers must address this issue, by focusing on catering to the softer aspects like providing distinct experience to the shoppers that would be unique and can differentiate their malls from the plethora of other shopping malls.

According to Wakefield and Baker (1998), very few studies have been carried out on segmenting shoppers based on their orientation towards shopping mall attractiveness factors. Also, previous studies focused more on single brand retail stores format rather than taking the holistic view of attractiveness of the mall. So there is a fervent need for studying the precursors, which define attractiveness of organised retail malls and their impact on shopper behaviour. An important issue that arises here is to understand and determine ways in which shoppers can be segmented and profiled. Earlier studies, carried out in the first half of 20th century, focused more on segmentation techniques using demographic variables (Smith, 1956). But according to Harrison (1995), these demographic characteristics may not be the essential determining factor of consumer buying behaviour. Lee, Ibrahim and Hsueh-Shan (2005) have studied the influence of shopping center factors on shopping gratification of male consumers. Their study reported that factors like shopping-center features, ancillary facilities, value-added features and special events have significant impact on male shoppers’ satisfaction with the retail malls. Many similar studies have reported on the types of consumers who are buying, but were unable to explain why a consumer shops at a particular retail store (Smith, 1999).

This research is an attempt to fill the knowledge gap by studying the preferences of Indian shoppers for a particular mall, besides understanding their orientation towards the factors defining attractiveness of a mall. Therefore, the objective of this study is to identify antecedent actors/variables defining shopping attractiveness in malls from existing literature and then segment and profile shoppers, based on their behavioural and attitudinal orientation towards these attractiveness factors. The paper also endeavours to establish whether the segments are notably different in their socio-demographic characteristics.


The next section of the paper discusses the literature associated with factors defining shopping experience. The following section details research methodology and the data collection process. Later, data analysis, interpretation and conclusions have been presented.

LITERATURE REVIEW

Apart from purchasing goods and services, the act of shopping is undertaken for both experiential and emotional reasons (Jones, 1999). The study by Bellenger and Korgaonkar (1980) empirically established that a large proportion of retail shoppers visit the mall just for recreation. It is therefore imperative for the retailers and mall managers to make shopping an entertaining experience. While differentiating their outlets from those of their competitors, this would lead to increase in footfalls at their malls (Kim, Jikeyong and Minsung, 2005; Talmadge, 1995).

According to Babin, Darden and Griffin (1994), it is important to enhance the experiential perspectives of shopping for a buyer, as it can lead to store liking, which would in turn lead to more time being spent in the mall and increased likelihood of unplanned/impulse purchases. Various researchers have looked at the composition of experiential shopping from different perspectives. Holbrook and Hirschman (1982) argued that just information processing is not sufficient; they proposed a model accommodating different experiential variables that focuses on the symbolic, hedonic, and aesthetic nature of consumption. Kim et al (2005) classified experiential shopping constituting of utilitarian and hedonic factors.

Shopping Experience: Antecedent Factors

Shoppers want entertainment and hence retailers must extend this by offering entertainment services. To increase shopping experience, malls must engage customers in an enjoyable manner while they acquire products. For this to happen, it becomes pertinent for mall managers to identify the factors that make shopping experience appealing.

Kerin, Jain and Howard (1992) found that the overall experience that consumers get from their shopping trip is comparatively given more importance in determining their value perceptions, than the price or quality associated with goods/services. In an experimental study conducted to understand the importance of various factors associated with consumers’ attitude towards a retail mall, Swinyard (1993) revealed that apart from attitude and level of involvement, experience during shopping was considered as an important aspect of consumers’ intention to shop at a particular retail mall. In their recent study, Kwon, Ha and Im (2016) observed significant correlation between customers’ satisfaction and overall shopping experience in a mall.

Different studies have suggested different sets of attributes as constituents of shopping experience. These studies confirmed that mall shopping is a relative choice phenomenon (LeHew and Fairhurst, 2000; Stoltman, Gentry & Anglin, 1991). While exploring shopper’s excitement and desire to stay at a mall, Wakefield and Baker (1998) identified four factors namely ambient factors, design factors, layout and variety. Each factor was composed of multiple attributes, some of which include architecture and overall design, temperature control, lighting, music, variety of stores and ease in locating stores. In their experimentation research, Matilla and Wirtz (2001) established that background music and aroma in the mall were correlated factors in attractive shoppers towards a particular store.

Confirming that shoppers’ behaviour can be further enhanced towards malls, Ong, Gan, Juniaty, Wong, and Ling (2015) suggested that there are significant positive relationships between interior setting, music, and employee engagement with consumer behaviour. Accordingly, retailers must strive to identify the preferences of buyers and accommodate the same in mall environment to enhance psychological perception.

In their famous retail gravity model, Huff and Rust (1984) predicted mall patronage based on the principle of cost (accessibility) versus utility (size). They suggested retail patronage to be a function of store size and distance from the consumer. Oppewal and Timmermans (1999), studied space related features such as indoor shopping area, area for foot-travelers and the compactness of the area (both indoor and outdoor). Later, Reimers and Clulow (2009) confirmed the importance of convenience, irrespective of the format of the retail outlet. Here, convenience as a factor was studied in terms of spatial convenience, temporal convenience, parking convenience, hedonic attributes and shopping services. Earlier, convenience for consumers was just understood with respect to the distance they have to travel to visit a particular mall and the travel time associated with it. In another study on spatial convenience, Reimers and Clulow (2014) noted that mall developers must accord utmost importance to the physical demands emanating out retail centres on the shoppers.

On the basis of an extensive study conducted across various shopping malls in Hong Kong, Elizabeth, Chan, Yip and Chan (2014) noted that mall developers and planners must facilitate ‘shopping productivity’ by reducing the shopping costs. This is needed as convenience in shopping leads to positive hedonic as well as utilitarian values.


Many researchers have established the fact that retail consumers prefer to visit malls having rich, varied and dissimilar shopper mix. Wakefield and Baker (1998) in their study researched on the variety of tenant-mix. Kirkup and Rafiq (1994) undertook a more detailed and dedicated study in the UK to decipher the role of tenant-mix and its relationship with excitement. They concluded that strong, distinctive and consistent tenant-mix is crucial for success of a shopping centre. A diverse tenant-mix also infuses a sense of excitement in a mall. Brito (2009) supported these results and found that store selection and tenant-mix are the key attributes that shape image of a mall and influence patronage decisions.

From the buyer’s perspective, Kim et al, (2005), did a comprehensive study and identified 38 variables related to retail malls that affected shoppers’ overall experience. These were divided into nine factors - layout and arrangement, design and architecture, additional facilities, mood, courtesy, getting out, exhibition, music and hanging around. Similarly, a research study conducted in Dubai identified comfort, entertainment, diversity, mall essence, convenience and luxury as factors instilling attractiveness for any store (El-Adly, 2007). Some researches focused on various traits of shopping malls like restrooms (utilities), aroma, parking space, security and size of a store. Security and safety issues were also considered quite important by shoppers who decide to frequent a retail mall (Frasquet, Gil & Molla, 2001; Overstreet & Clodfelter, 1995).

Though India has been witnessing constant growth and development of organized retail sector, not many studies have been conducted in this domain. The studies that have conducted so far are highly generic in scope and nature. A study in the city of Mumbai, India, by Venkateswarulu and Uniyal (2007), found out that attractiveness of a shopping mall depends on appeal and convenience, amenities and atmospherics, ambience, personnel and parking and seating. Also included were attributes like restrooms (utilities), smell (odour), parking, security and size of store. These were not considered in any of the past studies. A study by Kuruvilla and Ganguli (2008), merely focused on synopsis of mall growth and development and mall operations in India. Singh and Bose (2008) did a comparative analysis of malls in India and the USA. Nevertheless, no significant research had been conducted on the topic/issue studying the overall experience among consumers during the act of shopping, in towns and cities of India.

A study by Bloch, Ridgway and Dawson (1994) opined that behaviour of the shoppers in a shopping mall differs with the apparent benefits that bring them to the shopping mall. They documented four clusters of shoppers who visit malls, namely; mall enthusiasts, traditionalists, grazers and minimalists. Each cluster has different way to interact with or consumed the mall environment. On the basis of the activities that shoppers perform in the mall, Ruiz, Chebat and Hansen (2004) classified them into four segments - recreational shoppers, full experience shoppers, traditional shoppers and mission shoppers.

The present literature explains about various factors that attract shoppers towards a particular shopping mall. It is pertinent to understand which of these factors really attract them as a group towards a retail mall and to develop related strategies associated with the identified groups.

RESEARCH METHODOLOGY

This study is based on descriptive research design; primary data was collected from shoppers in the city of Raipur. A validated research instrument for this study was borrowed from a similar study conducted in Delhi NCR, India (Singh & Sahay, 2012). Besides questions seeking key demographic attributes of respondents, the instrument comprised of 22 statements relating to different aspects of mall management. The sampling stage involved data collection through administering of research instrument among a part of the population referred to as sample. The main objective of this study was to identify exclusive segments that were influenced by the different attributes of mall attractiveness, and so the sampling unit for this research comprised of four shopping malls in Raipur, from where all the responses were collected. These malls were City Mall 36, City Centre, Magneto Mall and Ambuja Reality. The brief about these malls is available in Exhibit 1.

The study employed non-probability method for selecting the sample. Respondents were selected through convenience sampling and utmost care was taken to include respondents from across the city. A sample size of 300 was planned for this research. After discounting incomplete questionnaires, the actual sample size turned out to be 263. Mall intercept method was used and persons carrying at least two shopping bags were contacted for responses. The questionnaire was administered personally. Questions were read out and explained so that all the respondents interpreted questions in the same way.

Data Analysis through Cluster Analysis

An exploratory technique, Cluster Analysis is used to identify clusters (groups) of homogeneous observations, which are separated from others. As a technique, it has been used widely by researchers for segmenting the markets (Maier and Saunder, 1990; Wind, 1978). Following the method prescribed by Saunders (1994), a two-stage Cluster Analysis – a Hierarchical, followed by k-means, a Non-hierarchical algorithm, was conducted using SPSS 21.0 (Punj & Stewart, 1983).


A five point Likert Scale was used to collect data, where a score of ‘5’ represented ‘strong agreement’ with the given statement and ‘1’ reflected ‘strong disagreement.’ On examining the collected data, it was found that most of the responses for majority of variables fell in the range of 3 to 5. This implied that there can be maximum 3 clusters in the analysis for obtaining any meaningful result. Since, Cluster Analysis is an interdependence technique, further analysis was conducted. Two cases were found with missing responses. As had been suggested by Maier and Saunder (1990), these cases were deleted to remove any bias in the analysis. Thus, the Cluster Analysis was undertaken with 261 responses. Before analysing the data through Non-hierarchical Cluster Analysis, a Hierarchical Clustering technique was applied in order to identify the number of clusters. This technique helps identify the number of clusters in the dataset. A portion of the dendogram is shown in Figure 1.

From Figure 1, it can be inferred that there are three clusters in the dataset. However, while the first cluster consists of 259 responses, the second and third cluster consists of 1 response each (i.e., case numbers 158 and 159 respectively). Still, the analysis was continued using k-means clustering, which is a widely used approach for clustering and segmentation. K-means Clustering technique requires the researcher to specify the number of clusters needed in the solution. As the Hierarchical technique has shown three clusters, clustering was conducted for obtaining three-clustered solution. The solution results showed three clusters, namely, Cluster 1 (Size: 258), Cluster 2 (Size: 1) and Cluster 3 (Size: 2). As was confirmed through Hierarchical Clustering, the cluster sizes for 2nd and 3rd clusters are very low. The ANOVA results showed that A7, A8, A9, A10, A11, A12, A17 and A19 were insignificant in determining clusters. The data was examined to find out the cases in these clusters. These were: Cluster 2 (case number: 158) and Cluster 3 (case numbers: 19, 159). A summary of these cases is shown in Table 1.

Cluster 2: This is the case of a male student who likes background music and internal aesthetics, most probably this respondent is a ‘frugal shopper.’

Cluster 3: These are cases of male respondents between 20–35 years and who are attracted to malls because of its Attractive Facade, Climatic Control and Cleanliness. Most likely these respondents visit the mall for exploring it, rather than for shopping.
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Figure  1. Dendogram from first hierarchical clustering

Notes: The horizontal axis of the dendrogram represents the distance or dissimilarity between clusters




Table  1
Cluster solution with k-means clustering
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Considering that these cases would have behaved like outliers and biased the solution, these were removed from the data set. The analysis was re-conducted with the data set containing 258 observations. As earlier, to determine the number of clusters, Hierarchical Clustering was performed using both R-software (an open source data mining software) and SPSS. The output obtained from R-software is shown in Figure 2.

The dendogram in Figure 2 clearly shows that there are two clusters in the dataset. The clusters are of sufficient size for meaningful Cluster Analysis. As earlier, k-means Clustering was performed. The clustering solution showed 2 clusters containing 125 and 133 respondents respectively. Thus, the clusters are of similar sizes and hence interpretable. The demographic characteristics of the clusters are shown in Table 2.
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Figure  2. Dendogram obtained from clustering

Notes:The horizontal axis of the dendrogram represents the distance or dissimilarity between clusters.



Table 3 displays the behavioural characteristics of the clusters obtained.

DISCUSSIONS

Demographic Profile

For analysis, percentages rather than absolute numbers have been followed, as absolute numbers will be biased by the number of respondents in any particular category. From Table 2, we note that both clusters are of almost equal size. While Cluster 1 is slightly dominated by males (53%), Cluster 2 has slight domination of females (56%). This reflects that that gender does not play important role in interpretation of clusters. In terms of age, it can be noted that respondents of higher age group between 36 and 65 years dominate Cluster 1, whereas Cluster 2 has relatively younger respondents between 13 and 35 years. Clusters 1 and 2 represent almost equal number of married and unmarried respondents. Cluster 1 has mostly post-graduate and professionally qualified respondents whereas Cluster 2 represents respondents who have qualification up to graduation. Occupation-wise, most government service employees fall in Cluster 1 and students dominate Cluster 2. Other categories of occupation are almost equally distributed between the two clusters. Sixty five percent of the respondents in Cluster 1 have monthly income of more than INR 40,000, while three-fourth of respondents in Cluster 2 had monthly income of less than INR 10,000.


Table  2
Demographic characteristics of the clusters
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Thus, it can be inferred that Cluster 1 has highly academically qualified respondents of 36 years and above age, most of whom are government officials with high monthly income of INR 40,000. Students up to graduation, with monthly income less than INR 10,000 (if at all any income is there), in the age group between 13 and 35 years comprise Cluster 2.


Table  3
Behavioural characteristics of the clusters



	Behavioral Variables
	Cluster Centers (Mean)

	ANOVA




	Cluster 1

	Cluster 2

	p-Value




	A1: Distance to Mall
	4

	5

	0.000




	A2: Attractive Façade
	4

	5

	0.000




	A3: Excellent Climatic Control
	4

	5

	0.000




	A4: Cleanliness and Hygiene
	4

	5

	0.000




	A5: Benches for Resting
	4

	5

	0.000




	A6: Easy to Navigate Stores
	4

	4

	0.000




	A7: Diverse Tenant Mix
	4

	4

	0.000




	A8: Sufficient Parking Space
	4

	5

	0.051




	A9: Pleasant Odor
	4

	4

	0.000




	A10: Mall Events
	3

	4

	0.000




	A11: Availability of Utilities
	4

	4

	0.000




	A12: Adequate Security
	4

	4

	0.309




	A13: Background Music
	4

	4

	0.000




	A14: Illumination Within
	4

	4

	0.000




	A15: Safety and Exit Provision
	4

	4

	0.016




	A16: Large Size
	3

	4

	0.000k




	A17: Promotional Schemes
	3

	4

	0.000




	A18: Chance of Slipping/falling
	4

	4

	0.001




	A19: Adequate Vertical Circulation
	4

	4

	0.071




	A20: Open Space and Wide Corridors
	4

	4

	0.099




	A21: Internal Aesthetics
	4

	4

	0.000




	A22: Security Features
	4

	4

	0.000





Behavioural Characteristics

From Table 3, we note that behavioural variables—sufficient parking space (A8), adequate security (A12), adequate vertical circulation (A19) and open space with wide corridors (A20) were not significant in determining clusters and hence do not play any role in the interpretation of clusters. On the 5-point Likert Scale used to collect the data, most of the responses in cluster centers range from ‘Not Sure’ (3) to ‘Strongly Agree’ (5).

For almost all the questions, respondents in Cluster 1 lay between ‘Not Sure’ and ‘Agree’. They tend to be on the positive side of the scale in terms of distance to mall, internal or external attractiveness of mall, atmospheric factors, climatic control, cleanliness and hygiene, resting benches, diverse tenant-mix, availability of utilities, and safety and security within malls. These respondents were neutral to the influence of mall events, size of mall and promotional schemes on selection of mall. Respondents in Cluster 2 amassed towards the extreme positive side of the scale and had spread between ‘Agree’ to ‘Strongly Agree.’ Their agreement was strong with variables like distance to mall, internal or external attractiveness of mall, excellent climatic control, cleanliness and hygiene, resting benches and sufficient parking space. Marketing activities and events organised by malls, promotional schemes offered by malls/retailers and size of mall also fascinate this cluster.

Finally, it can be inferred that students, mostly graduates and having month income of less than INR 10,000 and in the age group 13–35 years, do have affinity with antecedent factors like ambience, physical infrastructure, convenience etc. with which malls attempt to lure shoppers. Factors related to marketing focus like events and promotional schemes attract them. On the other hand, government employees of relatively higher age group (35–65 years) possessing post-graduate or professional qualification and with monthly income more than INR 40,000 were also on the positive side of the scale. However, the extent was slightly less as compared to the younger segment on distance to mall, interior and exteriors décor and facilities. In other words, they do have inclination towards the behavioral variables. Marketing efforts of such companies may not discriminately stir this segment.

Further to be noted is the fact that both these segments look forward to having total value proposition (TVP) from the malls with respect to diverse tenant-mix, easy circulation, good atmospherics, safety provisions and good provision of utilities.

Looking at the three cases that were deleted earlier (Table 1), it is noted that these three cases are contra to the respondents as segmented above. These respondents didn’t have some inclination for distance to mall and size of malls. But the number of these respondents is very low.

Thus, the results of Cluster Analysis show that the most of the marketing tactics that malls use are must and essential for attracting shoppers. Malls must therefore, continue to invest in external and internal antecedent variables leading to better shopping experience for buyers.


CONCLUSIONS AND IMPLICATIONS

This research paper has classified mall shoppers into two segments in terms of the shopping mall attractiveness factors. Cluster 1 consists of relatively higher aged service class people and Cluster 2 has younger students. The antecedent factors contributing shopping experience influence both the segments. However, the extent of influence differentiates the two segments on some factors. This provides a better understanding of each segment and helps mall managers in identifying the influencers and deciphering the impact of those on each of the segment.

Distance to mall, attractive façade, climatic control, cleanliness and rest-benches influenced all the respondents. But segment comprising of young students has mean score of five as compared to the segment of relatively aged people, which had the score of four. Also, the younger segment pays more importance to variables like mall events and promotional schemes being organised by malls and/or retailers. We can attribute this affinity for promotional schemes and events among youth to relatively ‘high marginal value of their rupee’. Mostly being students, they largely depend on their parents, for money.

Cumulatively, we note that younger populace looks for malls that are nearer to locations and provide better promotional schemes and good bargains for the products/services. Their entertainment motive is satisfied by the events organised by malls. These events provide students with opportunity to showcase their talents. Further, such schemes and events are tools to attract young market that is high on impulse buying. Hence, retailers and mall managers must aggressively organise campaigns for promoting the events and promos, backed with excellent supply channels and point of sale counters, extending extra incentive for impulsive shoppers.

Defining shopping experience needs cumulative manifestation of various antecedent factors. Shoppers across both the segments desired the presence all multiple factors that include ambience, physical infrastructure, convenience and safety.

Many of the studies have already posited that Indian shoppers visiting retail shops and malls are motivated by not only functional benefits. They also attempt to fulfill social and recreational drives. The shoppers view these retail malls as the destination offering fun and entertainment, apart from providing the utilitarian benefits such as assortment of products and good bargains. The Indian consumers view these as the ultimate get-away destination for fun.


Results of this study may be compared with results of other landmark studies conducted in past especially Bloch et al. (1994). Bloch and co-researchers identified four shoppers segments namely Mall enthusiasts, Traditionalists, Grazers, and Minimalists. Each segment was defined in terms of their participation in mall activities with Mall Enthusiasts participating in maximum activities and Minimalists shying away from most activities. The present study asked shoppers opinion on an extended list of mall activities and attributes. Unlike Bloch et al, the mall shoppers of Raipur did not differ significantly in their extent of participation or acceptance of activities and attributes, the only exception being marketing and promotional activities/attributes (A10, A16 and A17). Cluster 1 identified in this research comprise of middle-aged, service class people with relatively higher income. These people use appreciate mall attributes but do not endorse marketing and promotional activities. They can be equated with ‘Traditionalist’ in the work of Bloch et al. (1994). Cluster 2 identified in the present research is similar to ‘Grazers’ in their shopping behaviour though they show resemblance to ‘Mall Enthusiasts’ in their mental orientation. However their lower income means they cannot afford most products and services in a mall and they end up being window shoppers. They are significantly attracted by marketing and promotional activities organised by shopping malls.

Managerial Implications

It is still early days and learning phase for mall developers and managers in India. The present study indicates that customer segments in smaller town like Raipur are different from what we see in developed countries (Bloch et al., 1994) and bigger Indian cities like Delhi and Mumbai (Singh and Sahay, 2012; Singh and Prashar, 2014). Bigger cities have large number of shoppers of younger age, modern orientation and high income. They are more likely to be the ‘Mall Enthusiasts’ as enunciated by Bloch et al. (1994). In smaller towns large number of customers are middle-aged. They have higher income but do not have matching modern orientations. At best they can be ‘Traditionalists’. Shoppers with younger age and modern aspirations unfortunately are financially not independent, compelling them to be mare grazers.

Though younger customers are considered to be the key target market for malls, they will not benefit the malls in Raipur in the short run. Their constraining factor is income. Mall managers cannot change it. To ensure profitability mall managers need to focus on gaining trust of Cluster 1 (Traditionalists). They have the resources to buy but their conviction towards the mall is not as strong as the younger shoppers. It is possible that they are accustomed to shopping from unorganised retail stores.


Mall managers need to fight a battle of perception, convincing these shoppers that mall is as utilitarian as the neighbourhood shop they patronise. For this to happen, the mall should plan its tenant-mix carefully so that all the products and services available in the shopper’s neighbourhood are available in the shopping mall. Some of the prominent local retailers may be encouraged to occupy space in the mall. Another aspect shall be matching the convenience of neighbourhood store. Encouraging retailers to provide services like home delivery and customer take-away may do it. Above all the retailers in a mall should offer superior value for money as the shoppers are expected to benchmark prices with what they pay at the traditional stores. Being middle-aged most of the shoppers in Cluster 1 shall have children. It is important for the malls to have tenants and services that appeal to all the members of the family.

While doing all this, the malls should not lose sight of younger shoppers who would decide fate of the mall in the long run. Malls are expected to organise marketing ad promotional activities that attract younger shoppers with lesser income. The mall may induce them to shop by renting space to retailers that sell low-priced merchandise for youngsters. Some of these products can be sold through kiosks. Once tuned to shopping, young shoppers are expected to upgrade once their income rises.

It is imperative for mall managers and retail marketers to concentrate on refining the retail atmospherics, besides providing with basic conveniences like utilities, parking and safety. They must focus on hosting entertaining and exciting events that add to consumer’ overall shopping experiences (Wakefield and Baker 1998). Apart from providing the shoppers’ with recreational activities, mall managers should make endeavour to introduce number of loyalty programs that extend economy value and reason to visit malls repeatedly. This in turn would lead to high-value association between the stores and shoppers, besides increasing the drive for store loyalty.

Future Research

This study is based on perception of mall shoppers about activities and attributes of shopping malls. It would be useful to see how opinion on mall attributes translates into behavioural outcomes like satisfaction, repeated visits and purchase (loyalty), and recommending it to others (advocacy). Future research could examine the relationship between shoppers’ activities and factors, such as mall loyalty and mall satisfaction. Also, similar studies can be conducted at other Tier 2 and Tier 3 cities across India, which will further validate the results of the present study. This would provide greater insights to mall managers in developing strategic frameworks for catering to the needs of shoppers from these non-metropolitan cities. Future research can also focus on comparative studies between respondents from Tier 1 cities vs. other emerging cities.

EXHIBIT 1

Shopping Malls in Raipur – Basic Perspectives



	City Mall 36: Established in the year 2008 and promoted by City Mall Developers. Located on GE Road, Raipur, India, it has an area of 350,000 square feet. Prominent outlets located in this mall are Globus, DLF Brands, Lotus Electronics, Fab India, Food Court, Amoeba Gaming Zone and Inox Cinemas.


	City Center: Gupta Infrastructure Developers promoted mall opened in the year 2010. It is situated in the heart of the city at Pandri, Raipur, India. The gross leased area of this mall is around 650,000 square feet. Central, Reliance, Big Bazaar, Food Court, Café Coffee Day, Gaming Zone, Cinemax, etc. are some of the well-known brands situated in this mall.


	Magneto Mall: Opened in 2010, this mall has been owned by Avinash Developers. With gross leased area of 1,035,000 square feet, this mall is located on the GE Road, Raipur, India. It hosts many of the national and international brands like, Easyday (Hyper Market), Westside, Hyatt Hotel, Time Zone (Gaming Zone), Food Court and PVR Cinemas.


	Ambuja City Center: Opened for public in 2013, this has been developed and promoted by Ambuja Neotia Group. Located at Mowa, Raipur, India, this mall has retail mix of international, national and local brands including Shopper’s Stop, Pantaloons, Inox, Lifestyle Max, Spencer’s, Hangout and Time Zone, Adidas, Nike, Puma, United Colors of Benetton, Blackberry, Fabindia, Reebok, Bata, Woodland, etc.
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ABSTRACT

This paper aims to examine the efficiency of Malaysian public universities in comparison with the private and foreign universities using Data Envelopment Analysis (DEA). The study involves 22 universities (17 public, 1 private and 4 foreign) and based on data between year 2008 and 2011. Results reveal that the most efficient Malaysian public universities are: University Malaya (among research universities); Universiti Teknologi Mara (among comprehensive universities) and Universiti Utara Malaysia (among focused universities). When these three most efficient Malaysian public universities are compared with the private university in Malaysia and another 4 foreign universities, they are found to be inefficient in income generation and in managing inputs which include the government operating grant. The plausible explanation could be associated with a long history of over-dependence on government grants that may have resulted in the public universities becoming too complacent. The study calls for mechanisms to re-strategise and to get these public universities to be more financially independent.

Keywords: efficiency analysis, Data Envelopment Analysis (DEA), Malaysian public universities


INTRODUCTION

Human capital has been regarded as one of the main drivers of a country’s growth towards having a knowledge (K) - economy. In this context, the higher education sector plays an important role in training and in cultivating graduates of the highest quality as part of the nation building agenda. Malaysia higher education sector has experienced remarkable growth since mid-1990s. However, the cost of higher education in Malaysia has also increased tremendously over the years. Malaysia has been ranked the fifth most expensive place to get a university education relative to its household income. It is reported that on the average, more than half of the salaries of Malaysian working parents were spent on their children’s higher education (Chan, 2015).

The Malaysian government spending on higher education has been ranked the second highest among the world in terms of percentage of GDP (Ranking Reveals World’s, 2013). A sharp increase of government spending in higher education is reflected from only RM1,727 million in the 5th Malaysia Plan to RM16,069 million in the 9th Malaysia Plan (Lee, 2014). In the 2015 Universitas 21 Ranking, in terms of resources allocated to higher education (measured by expenditure of tertiary education), the ranking of Malaysia is at an impressive position of top 12th (Williams, Leahy, Rassenfosse & Jensen, 2015).

Thus, given the huge amount of resources that Malaysia have been invested in its higher education sector, how did the Malaysian public universities fare in output performance? In the 2015 Universitas 21 Ranking, Malaysia was ranked 44th in the output ranking (measured by research output and impact, student employability, stock of research, and other output related indicators) which is far below the ranking of resource allocated (top 12th). Similarly, in The Times Higher Education World University Rankings 2015–2016, the highest ranking obtained by the Malaysian public universities (Universiti Teknologi Malaysia) only managed to fall in the 401st to 500th group.

The output performance of Malaysian public universities appeared to be incommensurate with the high amount of Malaysian public spending in higher education. The public universities might be inefficient in utilising the inputs (including the government funds), i.e., occurring of input slacks.1 The large amount of higher education spending from public funds and the relatively low performance warrant a careful examination on the efficiency of the public universities in Malaysia. To our knowledge, there are only a few efficiency studies of public spending on Malaysian higher education institutions; none of them compared the efficiency and input slack of Malaysian public universities to the private and foreign universities. Thus, this study aims to address the following research questions: How efficient is the public universities’ spending (inputs) in producing the outputs? Are there any slacks in the spending (inputs)? How efficient are our public universities’ spending as compared to the private and foreign universities? What are the efficiency gaps between universities? Using Data Envelopment Analysis (DEA), this study aims to analyse the efficiency and input slacks of Malaysian public universities as compared to private and foreign universities.

LITERATURE REVIEW

Measuring the efficiency of public universities is not an easy task. The common challenges faced by researchers are due to the characteristics of a public university which is a non-profit organisation, having simultaneous production of multiple outputs, using a variety of inputs, and lacking of price information (Johnes, 2006, 2008; Salleh, 2012). This diversification of inputs and outputs has led to no commonly accepted measurements of efficiency. In Malaysia, difficulties in collecting input and output information are the added barriers in measuring the efficiency of public universities’ spending. Thus, it is not surprising, to our knowledge, there are limited studies in the efficiency of public spending on Malaysian higher education institutions. This situation has been pointed out by Worthington (2001) more than a decade ago that there are very few studies on higher education efficiency in developing countries, including Malaysia. So far efficiency studies on public universities in Malaysia include: Arjomandi, Salleh and Mohammadzadeh (2015), Irliana Ismail, Ramalingam, Amir Husaini Azahan and Khezrimotlagh (2014), Mualwana Abdul Talib (2005), and Salleh (2012).

Arjomandi, Salleh and Mohammadzadeh (2015) measure the efficiency changes among the Malaysia public universities before and after the implementation of National Higher Education Strategic Plan (NHESP) 2007. The efficiency of Malaysian public universities in producing outputs (number of refereed articles, undergraduate and postgraduate degree awarded) using the inputs (undergraduate enrolment, postgraduate enrolment, academic staff, and government research funding) are found to have increased substantially after the implementation of NHESP 2007. Efficiency scores among the universities are found to be similar ranging from 0.9292 to 1.0000 (Arjomandi, Salleh & Mohammadzadeh, 2015).

On the other hand, an earlier study by Mualwana Abdul Talib (2005) found that public universities are inefficient and input slacks exist which indicate potential cost reduction for these universities. This highlights the lack of efficiency of Malaysian public universities during the early 2000s. Using a sample of 17 public universities in Malaysia, Salleh (2012) conducted an analysis on how efficiently the public universities use the inputs of undergraduate enrolment, postgraduate enrolments, academic staffs and government research funding in producing the output of graduates (undergraduates and postgraduates). It is found that the Malaysian public universities are relatively efficient with mean efficiency scores close to one and it is concluded that this high efficiency may be due to the global competitive pressures. Irliana Ismail et al. (2014) ranked all the 20 public universities in Malaysia in terms of their efficiency in producing quality students that meet the job market demand. Their results revealed that there are 12 public universities (out of the 20) which have almost similar efficiency scores.

Since efficiency analysis is a relative measurement, similarity in efficiency scores found in Salleh (2012), Irliana Ismail et al. (2014), and Arjomandi, Salleh & Mohammadzadeh (2015) might be due to homogeneity among the public universities (which are clustered by research, comprehensive and focused university). DEA is a relative measurement method using mathematical linear programming techniques, thus, a more meaningful analysis is to compare the efficiency of public universities to the private or foreign universities. This comparison enables us to gauge the efficiency gaps between Malaysian public universities and the private or foreign universities. The efficiency analysis that restricted only to the Malaysian public universities is likely to produce high efficiency scores for all, as what we have been seen in the previous studies. As a consequence, the Malaysian public universities appear to operate at high level of efficiency.

The efficiency of various academic departments within a public university has also been evaluated by previous studies. For example, Ng and Rohanin Ahmad (2012) analyses the efficiency of 28 academic departments of Universiti Teknologi Malaysia (UTM) in teaching and research (undergraduate degree awarded, postgraduate degree awarded and number of research grants) by using inputs of non-doctoral academic staff, doctoral academic staff, and non-academic staff. The input slacks and the scale of production of various departments are the focus of analysis. It is found that only a small number of departments are producing at a decreasing return of scales and 10 departments are found to be efficient. Similar to the study by Salleh (2012), Ng and Rohanin Ahmad (2012) study may suffer from the homogeneity bias due to the absence of a benchmarking Decision Making Unit (DMU). The performance of Malaysia universities are also evaluated using the indicators that related to productivity (Prathap & Ratnavelu, 2015). University Malaya (UM) and Universiti Sains Malaysia (USM) are identified as the leading universities in research productivity.


In Malaysia, other than the higher education institutions, analysis of efficiency (using DEA) has also been applied to other fields such as public-listed companies, in terms of producing sales using total expenses (Izah Mohd Tahir & Ku Naraini Che Ku Yusof, 2011), financial efficiency of public-listed companies using inputs of total assets, current assets, current liabilities and total expenses, current ratio, debt ratio, and debt-to-equity ratio (Ong & Anton Abdulbasah Kamil, 2010), and efficiency of zakat institutions in total collection of zakat, total distribution of zakat and the total number of zakat payers using inputs of number of staff and total expenditure (Norazlina Abd. Wahab & Abdul Rahim Abdul Rahman, 2012), and the efficiency of Penang trawl fishery (Lim, Ismail Abd Latif & Ariff Hussein, 2011).

University efficiency studies carried out in other countries include Joumady and Ris (2005) that examined the efficiency of universities in Austria, Finland, France, Germany, Italy, Netherlands, Spain and United Kingdom. Aubyn, Pina, Garcia and Pais (2009) conducted a comprehensive study on the efficiency of public spending on higher education for more than 20 developed European countries. University efficiency analysis were also carried out in other countries such as Australia (Lee, 2011), Mexico (Antonio, Domingo, Humrberto, Alvaro, Alvaro & Rebeca Del Rocio (2012), Portugal (Cunha & Rocha, 2012), U.S. (Anthon, Klein & Kyle, 2010), Croatia and Slovenia (Obadic & Aristovnik, 2011), as well as the 17 European countries (Veiderpass & McKelvey, 2015). The inputs used by Veiderpass & McKelvey (2015) are similar to the present study which include expenditure, number of academic staff, and administrative staff. The marked finding of Aubyn et al. (2009) is that spending in tertiary education is related to productivity and growth if the spending is efficient. This implies that efficiency is a necessary condition for being effective in increasing productivity and growth. This clearly shows the importance of efficiency.

In Bulgaria, as revealed by Tochkov, Nenovsky and Tochkov (2012), the higher education sector has the following characteristics which are quite similar to Malaysia: private and public universities (three categories of public university: research, comprehensive and teaching), high public spending of public universities, reformation to cut public higher education funding, and searching for mechanism to allocate limited public funding on higher education. Using the input of academic staff, area, library items and research funds; output of enrolled student, starting salary and unemployment rate of graduates, and a number of publications, Tochkov, Nenovsky & Tochkov (2012) found that Bulgarian public universities are less efficient as compared to private universities, and public funding of higher education is negatively related to efficiency. The current allocation of public funding is claimed to be not based on the efficiency because it was found that less efficient institutions were allocated larger funding as compared to the more efficient ones. The finding of Tochkov, Nenovsky & Tochkov (2012) suggested that in evaluating the efficiency of a public university, it is important to include the third party - private or overseas university as comparison.

From the literature survey, what can be observed is that most of the universities’ efficiency studies, either in Malaysia or foreign countries, used teaching and research as the outputs, and academic staff, administrative staff, and public funding allocation as the inputs. Previous studies also highlight that as the efficiency measurements are relative, it is important to have a heterogeneous group of universities as a comparison group in order to make a more accurate and meaningful evaluation in this type of study.

DATA AND METHODOLOGY

Data

Data of inputs and outputs are extracted from the published annual reports of the Malaysian public universities. To ensure comparability across different universities, the data extracted are taken from the financial statements presented in the annual report. The inclusion of universities is heavily dictated by the availability of the annual report. The sample includes all the 20 public universities in Malaysia except for Universiti Malaysia Kelantan (UMK), Universiti Malaysia Sarawak (UNIMAS) and Universiti Malaysia Sabah (UMS) as their annual reports were not available at the time when this study was carried out. The sample size should be representative since 85% of the Malaysian public universities are included.

For the purpose of comparison, we include private universities in Malaysia and foreign universities from the surrounded regions of Malaysia (Southeast Asia, Asia and Oceania) that have the similar form of annual reports as the Malaysian public universities. Based on an extensive online search in these regions, we obtained the annual reports of Monash Univeristy (Monash), National University of Singapore (NUS), Chinese University of Hong Kong (CUHK), University of Waikato (Waikato), and Open University Malaysia (OUM). The universities included in this study are as follows:



	Malaysian public university:2
(a) Research university: University Malaya (UM), Universiti Kebangsaan Malaysia (UKM), Universiti Putra Malaysia (UPM), Universiti Teknologi Malaysia (UTM) and Universiti Sains Malaysia (USM).

(b) Comprehensive university: Universiti Teknologi MARA (UiTM) and Universiti Islam Antarabangsa Malaysia (UIA).

(c) Focused university: Universiti Pendidikan Sultan Idris (UPSI), Universiti Malaysia Perlis (UniMAP), Universiti Sains Islam Malaysia (USIM), Universiti Teknikal Malaysia Melaka (UTeM), Universiti Malaysia Pahang (UMP), Universiti Malaysia Terengganu (UMT), Universiti Sultan Zainal Abidin (UniSZA), Universiti Pertahanan Nasional Malaysia (UPNM), Universiti Tun Hussein Onn Malaysia (UTHM) and Universiti Utara Malaysia (UUM).




	Malaysian private university: OUM.


	Foreign university: NUS (Singapore), CUHK (Hong Kong, China), Monash (Australia) and Waikato (New Zealand).


Thus, the sample covers 17 Malaysian public universities, one Malaysian private university and four foreign universities, from 2008 to 2011.3

The Malaysian public university’s main objectives are knowledge-generating and dissemination. Thus, the appropriate choice of output should be the number of graduates produced. In addition, due to the importance of public universities to be self-financed, income generation is included as one of the outputs (income excluding government grant, and fees income). In terms of inputs, based on the production approach, universities are assumed to use the labour and non-labour inputs to produce the educational outputs. The labour inputs are academic and administrative staff; whereas the non-labour inputs are total assets, total expenditure and government operating grant.

In order to evaluate the efficiency of Malaysia public universities and also make comparison with the private and foreign universities, the analysis is performed in three stages. First, the relative efficiency among the public universities is calculated based on three groups (research, comprehensive and focused university).4 Second, the relative efficiency of the three most efficient public universities (selected from the first stage) and OUM (private university) is calculated. This reveals how the efficiency of the public universities changes once the private university is taken into consideration. The input slacks could be calculated as well in relation to the private university. Finally, the NUS, CUHK, Monash and Wakaito are also included into the efficiency calculation to examine how the efficiency of Malaysian universities changes when the foreign universities are taken into account.

There is a concern on the discriminatory power of the DEA. One of the rule of thumbs is that the number of DMU should be at least equal to the multiple product of number of inputs and outputs (Boussofiane, Dyson and Thanassoulis, 1991).5 To meet this requirement, DEA is performed as follow: first, the university at different point of time (2008–2011) is treated as a different DMU; second, the three outputs are separated (DEA of one output with five inputs). The number of DMU is more than the multiple product of number of inputs and output (Appendix 1).

The total expenditure could be highly correlated to the number of staff. It is found that the correlation coefficients are 0.71 (academic staff) and 0.73 (administrative staff). We perform a sensitivity analysis on the estimated efficiency scores by excluding the total expenditure. There is no significant differences found on the estimated efficiency scores (Appendix 2). Since we aim to analyse the efficiency levels of the public universities based on the total spending and the outputs produced, we keep the total expenditure as one of the inputs.

METHOD

DEA (Data Envelopment Analysis) is used to measure the efficiency of public universities. The advantages of using DEA are: no functional form assumption is needed on the input-output relationship, able to handle multiple outputs and inputs, and no price information is needed. Using a mathematical programming, DEA constructs a production possibility frontier and identify the efficiency DMUs (decision making units, which in the present study, DMU refers to the university). Mathematically, the objective and constraint functions of DEA’s output maximisation are as shown below:

Maximiseμ,υ: μ′yi

Subjected to:

υ′xi = 1

μ′yi – υ′xi ≤ 0

μ,υ ≥ 0

where:

μ = M × 1 vector of output weights, M=number of output

v = K × 1 vector of input weights, K=number of input

X = K × N input matrix, N=number of decision making unit (DMU)

Y = M × N output matrix

xi = input vector of ith DMU

yi = output vector of ith DMU


The first constraint (υ′xi = 1) is needed to ensure no occurrence of an infinite solution problem. By duality in linear programming, a representation of input minimisation could be derived. Input slack could be calculated using the second-stage linear programming (Ali & Seiford, 1993). We used the Ji and Lee (2010)’s application to solve the DEA linear programming (implemented in STATA, version 12).

ANALYSIS AND FINDINGS

First Stage: Efficiency of Malaysian Public Universities

Research University

The efficiency analysis among the public research universities (UM, UKM, UPM, UTM and USM) is carried out using income generation excluding government grant, fees income, and graduates as outputs; and government operating grant, total expense, academic staff, administrative staff and total asset as inputs. It is found that overall, UM is the most efficient university among the research universities. This is consistent with Prathap and Ratnavelu (2015) who has found that UM performs the best in terms of productivity. This finding is also not surprising as UM is the oldest and a well-established university in Malaysia.


Table  1
Research university



	
	Income (exclude gov. grant)

	Fees income

	Graduate




	
	Theta1

	Theta1

	Theta1




	UM
	0.9508

	0.9988

	0.6822




	UKM
	0.9150

	0.9343

	0.8894




	UPM
	0.6748

	0.9075

	0.8420




	UTM
	0.3033

	0.5618

	0.7885




	USM
	0.6009

	0.6729

	0.7800





Note: 1. Average of theta for four years (2008–2011)

Comprehensive University

Based on the same items in outputs and inputs in the earlier analysis, efficiency test is performed on the comprehensive universities (UiTM and UIA). Results show that relatively, UiTM is more efficient than UIA in producing the outputs. Thus, UiTM is the most efficient among the comprehensive universities (Table 2). The efficiency of UiTM might be due to the large number of branches which are located throughout the nation, as compared to UIA.


Table  2
Comprehensive University



	
	Income (exclude gov. grant)

	Fees income

	Graduate




	
	Theta1

	Theta1

	Theta1




	UiTM
	0.9518

	0.9701

	1.0000




	UIA
	0.7822

	0.9521

	0.7620





Note: 1. Average of theta for four years (2008–2011)

Focused University

The same efficiency analysis for focused universities (UPSI, UniMAP, USIM, UTeM, UMP, UMT, UniSZA, UPNM, UTHM and UUM) is carried out. In terms of income generation and the number of graduates, UUM is clearly the most efficient university (Table 3).


Table  3
Focused university



	
	Income (exclude gov. grant)

	Fees income

	Graduate




	
	Theta1

	Theta1

	Theta1




	UPSI
	0.7884

	0.8618

	0.8895




	UniMAP
	0.4707

	0.4826

	0.3115




	USIM
	0.1894

	0.2767

	0.2297




	UTeM
	0.7529

	0.3219

	0.2755




	UMP
	0.4027

	0.2985

	0.2851




	UMT
	0.3684

	0.4716

	0.4893




	UniSZA
	0.3669

	0.8172

	0.6159




	UPNM
	0.6295

	0.5962

	0.5665




	UTHM
	0.3953

	0.2847

	0.3219




	UUM
	0.9318

	0.9577

	0.9244





Note: 1. Average of theta for four years (2008–2011)

Overall, results of efficiency analysis suggest that the most efficient university in the research university group is UM; in the comprehensive university group is UiTM and in the focused university group is UUM. These findings contradict Salleh (2012) which indicates that USM, UPSI and UMP are the most efficient universities during the period of 2006–2009. The difference in the outcomes could be due to the additional output in the form of income generation which is included in this study. Thus, efficiency is not only measured in the amount of graduates produced but also the abilities in income generation by the public universities.


Second Stage: Efficiency of Malaysian Public Universities Relative to Malaysian Private Universities

In the second stage, the three most efficient public universities, UM, UiTM and UUM, are selected to measure their relative efficiency against the private university (OUM) and foreign universities (NUS, Monash, CUHK and Waikato). Table 4 presents the efficiency analysis of the three public universities (UM, UiTM and UUM) and private university (OUM). If the public universities are efficient, inclusion of a private university would not change their efficiency in producing outputs using inputs as found previously in Stage 1.


Table  4
Malaysian public universities versus private university

[image: art]

Note:
1. Average of theta for four years (2008–2011)
2. Sum of the four years (2008–2011) in Ringgit Malaysia.

From Table 4, OUM is found to be the most efficient in generating the fees income and income excluding government grant. This is consistent with the finding of Tochkov, Nenovsky & Tochkov (2012) where the private universities have higher efficiency scores as compared to public universities which are heavily subsidised by the government. For income excluding government grant, the result shows that if the public universities (UM, UiTM and UUM) could be as efficient as OUM, they could generate an extra income of 5.61%, 12.31% and 61.4% for UM, UiTM and UUM respectively. As for fees income, UM, UiTM and UUM could generate an extra income of 47.76%, 15.45% and 61.25% respectively. In addition, many input slacks could be saved particularly total expenses. In terms of producing graduates, UiTM is more efficient than OUM; but UM and UUM are less efficient than OUM. In short, based on the relative efficiency in generating income, public universities are less efficient and bear higher input slacks, as compared to a private university. OUM, as private institute, has more authorities and flexibility in its resources allocation in maximising its profit (generating income).

Third Stage: Efficiency of Malaysian Universities Relative to Foreign Universities

In this stage, efficiency levels of the three public universities and one private university are compared to the four foreign universities. Table 5 presents the result of this relative efficiency analysis. Upon inclusion of the foreign universities, the relative efficiency of public university drops markedly – none of the public universities are found to be efficient in generating income. Monash and NUS are found to be the most efficient university. CUHK, Waikato and OUM have closer efficiency scores to Monash and NUS (as compared to UM, UiTM and UUM).

For income generation excluding government grant, if the Malaysian universities could be as efficient as NUS (or Monash), UM could generate an extra average income of 46.64%, UiTM is 69.89%, UUM is 72.90% and OUM is 5.75%; and for fees income, UM could generate an extra average income of 63.74%, UiTM is 68.59%, UUM is 69.23% and OUM is 6.26%. One might conclude that by referring to the efficiency levels of NUS (or Monash) in generating income, OUM is ranked as the third most efficient. Then, it is followed by UM, UiTM and UUM. In terms of input slacks (sum of 2008 to 2011), as compared to Monash and NUS, public universities have more input slack in academic staff, administrative staff, and total assets.

To ensure that the robustness of these differences, we perform a bootstrapping with 1,000 replications to estimate the 95% confidence interval of the efficiency scores. The overlapping of the estimated confidence intervals between two universities suggests that the efficiency difference (as observed in Table 5) might just occur at random, i.e., insignificant statistically. The results of this analysis is presented in Appendix 3. It is found that the efficiency of Malaysia public universities (either UM, UiTM or UUM) is lower than the private and foreign universities as what we have found in Table 5. Thus, the differences found are significant.


Table  5
Malaysian universities versus foreign universities

[image: art]

Note:
Average of theta for four years (2008–2011)
Sum of the four years (2008–2011) in Ringgit Malaysia.
The efficiency analysis in producing the output of graduate cannot be calculated due to the missing observation in the matrix.

DISCUSSIONS AND CONCLUSION

The present study aims to examine the efficiency among Malaysian public universities and to compare the efficiency of public universities to the private and foreign universities. Due to data limitation, the efficiency focuses only on income generation and graduates produced as the outputs; and government operating grant, total expense, academic staff, administrative staff and total asset as the inputs. On average, the most efficient Malaysian public university is UM (among research universities); UiTM (among comprehensive universities) and UUM (focused universities). Input slacks are associated to the use of government operating grant. As compared to a private university (i.e., OUM) and foreign universities (i.e., Monash and NUS), inefficiency and input slacks of public universities are shown clearly.


Public universities, either research or non-research, are not efficient in income generation. For example, UM, UiTM and UUM could produce 5.61%, 12.31% and 61.49% extra income respectively if they could be as efficient as OUM (private university) in using the inputs (academic staff, administrative staff, total assets, total expenditure and government operating grant). On the other hand, UM, UiTM and UUM could produce a respective 46.98%, 69.70% and 72.39% extra income if they could be as efficient as NUS or Monash (foreign university).

These results show that public universities in Malaysia are not efficient in generating income. Public universities face slacks in using human resource and non-human resource inputs. Generating income efficiently becomes a challenge to public universities. After depending on government grant for decades, public universities now need to re-strategise towards financial independence. The root cause of this inefficiency and input slacks could be traced back into the civil service structure in the public universities. Human resources in public universities follow civil service remuneration scale. The remuneration scale is fixed and public universities have less choices in providing incentives to retain and attract talented staff for efficiency improvement. In addition, the cost centre structure of public universities might lead to inefficient use of resources (inputs). This creates another challenge on how can the public university’s system be re-structured for efficiency.

Government funding is the most important financial input of public universities and slacks occur in using this government funding to generate income and to produce graduates. Although the estimated figure is purely mathematical (without taking into consideration of other factors such as corporate social responsibility), this figure still highlights the importance of improving efficiency of public universities in using the public funds.

In order to obtain a better estimation in efficiency of public universities, we need a better data in terms of consistency, transparency and comparability. The current input and output data of universities in Malaysia, public as well as private, are still lacking and inconsistent. In addition, the selection of comparison universities (foreign and private) is largely based on the availability of online annual report, future studies are suggested to explore further using more comparison universities. There is a need to improve the quantity and quality of inputs and outputs data of universities in Malaysia.
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NOTES

1   In DEA, the input slack refers to the situation where the amount of input used in a production process could be reduced without reducing the amount of output produced (Coelli, Rao, O’Donnell & Battese, 2005).

2   The Malaysian public universities is categorised by the Ministry of Higher Education into three groups. First, the research universities that focus on research, competitive in student entries, quality lecturers and equal ratio of undergraduates to postgraduate. Second, the comprehensive universities that offer a variety of courses and fields of study, competitive in student entries, quality lecturers and ratio of undergraduates to postgraduate is 70:30. Finally, the focused universities that concentrate on specific fields related to its establishment, competitive in student entries, quality lecturers and equal ratio of undergraduates to postgraduate (Public Institutions of Higher Education, 2016).

3   For foreign universities, their currencies are converted into Ringgit Malaysia using the exchange rate of the respective year (source: http://www.nzforex.co.nz):


	New Zealand (RM/NZD): 2.37 (2008), 2.27 (2009), 2.32 (2010), 2.42 (2011)

	Hong Kong, China (RM/HKD): 0.43 (2008), 0.45 (2009), 0.41 (2010), 0.39 (2011)

	Singapore (RM/SGD): 2.35 (2008), 2.43 (2009), 2.36 (2010), 2.43 (2011)

	Australia (RM/AUD): 2.83 (2008), 2.82 (2009), 2.96 (2010), 3.16 (2011)


4   The DEA is applied into universities in these three groups separately and obtained the most efficient university. Thus, the efficient university obtained from the local frontier, instead of global frontier (which includes all university in the DEA). We have attempted to include all universities, however, it is failed to obtain the optimisation in the linear programming. Since the universities are grouped into the categories based on similarities of certain criterions, some level of homogeneity should be there. Thanks to the anonymous referee for point out this issue.

5   There are other rule of thumbs which are more restrictive. For example, Golany and Roll (1989) suggest that in a DEA, the number of DMU should be at least twice the sum of the number of output and input.


APPENDIX 1

The number of DMU and sum of product of output and input
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Note:

1. Five research universities (5) × four years (2008–2011) = 20 (DMUs)

2. Two comprehensive universities (2) × four years (2008–2011) = 8 (DMUs)

3. Ten focused universities (10) × four years (2008–2011) = 40 (DMUs)

4. Four universities (3 public and 1 private universities) × four years (2008–2011) = 16 (DMUs)

5. Eight universities (3 public, 1 private and 4 foreign universities) × four years (2008–2011) = 32 (DMUs)


APPENDIX 2

Sensitivity analysis on excluding total expenditure
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Note: 1. Average of theta for four years (2008–2011)
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Note: 1. Average of theta for four years (2008–2011)
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Note: 1. Average of theta for four years (2008–2011)


APPENDIX 3

Malaysian universities versus foreign universities: Hypothesis tests on the efficiencies differences
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Notes:

1. The bootstrapping of DEA is performed for 1,000 replication and 95% confidence interval is estimated based on the 1,000 estimate of theta (efficiency score).

2. “Sig” means there is no overlapping between the estimated confidence interval of the two universities. Thus, a significant difference is found statistically (two population mean differences test using confidence interval approach).

3. “No” means there is overlapping between the estimated confidence interval of the two universities. Thus, no significant difference is found statistically (two population mean differences test using confidence interval approach)
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ABSTRACT

This study investigates the impact of leader-member exchange (LMX), interpersonal relationship, individual feeling of energy and creative work involvement on turnover intention. A sample of 300 respondents is drawn from the manufacturing sector of Karachi. Confirmatory factor analysis is used to assess the reliability and validity of the measurement model. Structural equation modeling method was applied to test the six hypotheses. The results show that interpersonal relationship is positively related with turnover intention. LMX is positively related with individual feeling of energy which is in turn, positively related with creative work involvement. Moreover, LMX is found negatively related with turnover intention. In particular, LMX and creative work involvement have shown an insignificant impact on interpersonal relationship and turnover intention respectively. The managerial implications and areas for future research are discussed.

Keywords: leader-member exchange (LMX), interpersonal relationship, individual feeling of energy, creative work involvement, turnover intention, manufacturing, Pakistan.


INTRODUCTION

In organisational studies, theorists have placed a great deal of importance in identifying better ways for developing employee’s performance as well as increasing their job satisfaction (e.g., Eatough, Chang, Miloslavic, & Johnson, 2011; Örtqvist & Wincent, 2006; Podsakoff, LePine, & Lepine, 2007). In fact, these two strategic objectives usually pose a considerable amount of looming pressure on all of its stakeholders which could turn out to be a cause of severe financial distress if they are not managed adequately on time. It is because of the fact that financial gains or losses are closely related with employee’s job performance and satisfaction (Becker & Huselid, 2006; Huselid, 1995).

Indeed, a satisfied portfolio of employees brings innovative ideas in order to reconstruct established ways through which organisational effectiveness could be observed while being within the financial constraints. The employees’ attitude of creative work involvement is largely influenced by their individual feeling of energy which is often considered as a product of good in-group relationship between the member and the leader (Tierney, Farmer, & Graen, 1999). Moreover, this leader-member exchange (henceforth, LMX) relationship affects the interpersonal relationship by establishing a constructive relationship to achieve higher level of efforts (Bae, 1997; Gerstner & Day, 1997). In short, this is the LMX relationship which could either reduce or increase employee’s turnover intentions.

It is however, very important to understand the importance of in-group LMX relationship between employees and their superiors (Dulebohn, Bommer, Liden, Brouer, & Ferris, 2012). A number of strategic and operational outcomes emerge from the nature of LMX relationship. In other words, annual targets may be achieved on time because of effective communication and better utilisation of available resources (Adil, 2015). A considerable amount of communication gap often results in high power distance between the two entities (Hofstede, 1983) which is reflected in the form of organisational ineffectiveness. Similarly, if LMX relationship does not thrive any feeling of energy among employees then the creative work involvement will highly be questioned. Since the employees do not receive any supportive guidelines because of lack of facilitation from the superiors, they not only concentrate on securing their job but also tend to perform minimum acceptable level of work performance. Eventually, it becomes very challenging for the HRM professionals to reduce high turnover intentions (Aghazadeh, 1999). In short, a poor LMX relationship not only adversely affect the financial and non-financial outcomes but also create a sense of apathy in achieving assigned targets. Therefore, it is important to realise the critical nature and significance of LMX relationship in better combatting with turnover intentions (Lee & Heard, 2000).


Karachi being the largest business and financial hub of Pakistan attracts a number of multinational companies in a rapidly-growing industry sectors of manufacturing e.g. pharmaceuticals and bio-technology, automotive and spare parts, etc. These manufacturing companies require skilled engineering and technical staff. Considerable amount of this industry demands is satisfied by a few number of engineering universities and polytechnic institutes operating in the city. However, with the advent of state-of-the-art technologies in the manufacturing operations predominantly owned by foreign multinational corporations in Karachi, there has been an increasing need of highly-skilled graduate engineers, technicians, and technologists. Moreover, this situation has become very challenging for the employers since 1990s because the manufacturing industries faced a high rate of employees’ turnover in their organisations. Indeed, a considerable amount of semi- and highly-skilled technologists and graduate engineers started to leave the country to avail better job opportunities particularly in the Gulf region. The industry also observed that these skilled people even left their permanent jobs in Karachi and preferred to work on (interim) contract basis abroad.

Soon, the top management realised this high rate of employees’ turnover as one of the biggest challenges and started to take certain measures to address this indispensable situation. One of the most important measures is to realise the importance of high-quality in-group’ relationship between the leader and the member (i.e. LMX relationship). The top management started to believe that the high rate of turnover intention may be effectively mitigated by improving LMX relationship. In addition, very positive results may be observed with this social and occupational support (Kailasapathy, Kraimer, & Metz, 2014). This LMX relationship due to improved communications may also reduce role stressors and turnover intention and improve job satisfaction (Firth, Mellor, Moore, & Loquet, 2004; Zhang, Tsingan, & Zhang, 2013).

Based on the above discussion, it has been identified that the impact of LMX relationship on turnover intentions has been an under-research area in the context of Pakistan. Very recently, Michel and Tews (2016) have also concluded that LMX relationship needs further elucidation. In the context of Pakistan, scant piece of literature is available in which LMX relationship was studied in varied contexts with different constructs (e.g., Ashraf, Jaffri, Riaz, & Khan, 2012; Ishaq, Hussain, Nawaz, Asim, & Cheema, 2012; Imran & Fatima, 2013; Ismail, Jafri, & Khurrum, 2011; Kashif, Khan, & Rafi, 2011; Nazir, Aslam, & Nawaz, 2011; Shaukat, Senin, & Ahmed, 2012). However, we found the study of Saeed, Waseem, Sikander, and Rizwan (2014) slightly relevant who investigated LMX relationship in collaboration with other variables (namely, job satisfaction, performance, emotional intelligence, and organisational commitment) to predict turnover intentions in Bahawalpur district of Punjab (Pakistan).

To the best of our knowledge, we found no empirical evidence which has investigated the impact of LMX relationship on turnover intentions having the multi-level unidirectional effect on interpersonal relationship, individual feeling of energy, and creative work involvement in the context of Pakistan. This precisely forms the objectives of the present study that has been constructed to bridge the knowledge gap in the manufacturing sector of Karachi, in particular. Therefore, the present study aims to answer the following research question:

Research Question

How well can we predict turnover intention from using a combination of four variables: leader/member exchanger relationship, interpersonal relationship, individual feeling of energy, and creative work involvement in the manufacturing companies of Karachi?

THEORETICAL FRAMEWORK AND HYPOTHESES

When an individual joins a team, the vertical dyadic relationship is established that involves three sequential stages: Role-taking, role-making, and routinisation. Initially after becoming a team member, the incumbent serves in an unknown zone in the eyes of superiors. Therefore, in the role-taking stage, the leader provides opportunities to evaluate the member’s competencies with the aim to know which specific business areas the individual could be best fit in. thus, in the role-making stage, the leader sets up an appropriate role for the member. According to LMX theory, this is the stage where the leader often subconsciously classifies the member either in ‘in-group’ or ‘out-group’ zones. The bases of this selection include ability to prove loyal, trustworthiness, and the level of skills the member holds. Finally, the stage of routinisation arrives where the leader starts to have a strong believe about the member. In general, members are inquisitive to know how their leader feels about themselves. In-group members start to enjoy a wide range of benefits hence they tend to maintain every possible act through which they could sustain their privileged position. In contrast, members in out-group sphere start to dislike their leader because they strongly believe that it seems impossible for them to enter in-group circle now.


Leader-Member Exchange and Interpersonal Relationship

According to LMX theory, leaders treat their subordinates differently according to the quality of their affiliations (Dienesch & Liden, 1986). The theory of coordination tells the association among energy and interpersonal connections (Quinn & Dutton, 2005), as the “interplay of speech acts and energy” (Quinn, 2007, p. 79). The theory proposed a positive engagement and conversation between people together with maximising the energy towards having the sense of belonging, autonomy and competency. LMX is a leadership key which highlights the quality of relationship between a manager and subordinates. In fact, when leaders and members have a mature relationship that ultimately gives benefits to both parties, it creates effective leadership (Graen & Uhl-Bien, 1995). This theory is based on dyadic relationship between leader and members having the central idea that superiors develop either positive or negative relationships with their subordinates (Graen & Scandura, 1987).

The interpersonal relationship is an integral part of determining effectiveness (Rogers, 1962) which has a direct univariate connection with LMX theory. In fact, because of the high-quality in-group LMX relationship, the employees (followers) start to perceive that their supervisor (leader) seems serious in their professional growth hence, s/he provides a number of privileges for the said cause. This social exchange between the leader and the members originates different opportunities for the members so that they could remain satisfied in achieving organisational effectiveness and required outcomes on time (Horne, Plessis, & Nkomo, 2015). This social support (Eisenberger, Stinglhamber, Vandenberghe, Sucharski, & Rhoades, 2002) extends a variety of opportunities for the members including timely access to necessary information, high mutual trust and respect (Northouse, 2013).

Previous studies (e.g., Bauer & Green, 1996; Graen & Scandura, 1987) have shown that in LMX relationship leaders develop dissimilar type of associations with their followers in the same group. However, in interpersonal relationships quality is more important than quantity at times, as relations varies between individuals (Jones, 1982). It develops emotional and occupational stress among ‘out-group’ subordinates because of the sense of isolation by their leaders (Cacioppo, Hawkley, Ernst, Burleson, Berntson, Nouriani, & Spiegel, 2006; Cacioppo & Patrick, 2008; Rook, 1984; Rotenberg, Addis, Betts, Corrigan, Fox, Hobson, Rennisonm, Trueman, & Boulton, 2010). In short, the LMX relationship has a direct connection with the development of interpersonal relationship (Ansari, 1986). It provides accessible developmental opportunities for the members of the organization (Sturges, Guest, Conway, & Mackenzie, 2002). Access to these valuable resources depends on the interpersonal relationship between the leader and the followers (Adil, 2014; Sparrowe & Liden, 1997). Hence, the following hypothesis is posited:


H1:   LMX relationship is positively associated with interpersonal relationship.



Interpersonal Relationship and Turnover Intention

According to LMX theory, individual employee creates a unique dyadic level of interpersonal association/relationship with the manager (Gerstner & Day, 1997). The LMX quality relationship ranges from low to high. High-quality LMX is characterized by high degree of respect, mutual trust and obligation between both entities (Graen & Uhl-Bien, 1995). Followers receive privileges and special attention (e.g., get access to information), career-improving opportunities (e.g., special work project), and increased level of autonomy from the leader for performing their routine jobs (Wang, Law, Hackett, Wang, & Chen, 2005). In essence, LMX relationship acts as a motivating factor for employees in the job context, which does not only increase the job satisfaction but also improving the quality of work they perform (Tierney et al., 1999). Indeed, employees show their affective commitment when they ‘want to’ stay in the organization at their will (Meyer & Allen, 1997) which may predict employee’s turnover intention (Kuean, Kaur, & Wong, 2010). Numerous authors (e.g. Ashar, Munir & Hafeez, 2013; Irfan, Farhat, Hamid, & Nawaz, 2013; Salleh, Nair & Harun, 2012; Jehanzeb, Rasheed & Rasheed, 2013) have concluded that the intention to leave is decreased when affective commitment is high. Moreover, Khan, Nawaz, Khan, Khan, Khan, and Yar (2014) identified that a relationship between expenditure on worker development and intent to leave is fully mediated by affective commitment and job satisfaction (Ashar et al., 2013; Ghosh, Satyawadi, Joshi, & Shadman, 2013). In short, there are a number of salient facets which constitute in predicting intention to leave. To reflect a major account of this complex phenomenon, the founding relationship between the leader and the member plays a key role. Therefore, besides other important factors, one should not condone the importance of high job satisfaction and increased affective commitment in order to decrease the turnover intention of key employees, in particular. Accordingly, high LMX relationship increases job satisfaction thereby decrease turnover intention.

By focusing on the dyadic relationship between leader and members, Graen, Liden, and Hoel (1982) revealed that turnover and leadership was in fact a result of employee’s interpersonal relationships with his/her superiors, which they considered as LMX. Moreover, members in high LMX relationship have high level of trust, support, and other benefits from leader causing less intention to leave the organization (Vecchio, 1985; Ferris, 1985). Therefore, Gerstner and Day (1997) argued that both LMX and turnover intention have negative correlation that is largely influenced by interpersonal relationships. Furthermore, Baumeister and Leary (1995) identified that belongingness, the need to form and maintain interpersonal relationships constitute as leading fundamental aspects of motivations behind human behavior.

In contrast, ‘too-good’ relationship with supervisors actually increases an employee’s charm to the external labor market causing an increase in their intention to leave the firm preferably on voluntary basis (Abbasi & Hollman, 2000; Morrow, Suzuki, Crum, Ruben, & Pautsch, 2005). This discussion leads to suggest the following hypothesis:


H2:   Interpersonal relationship is positively related with turnover intention.



Leader-Member Exchange and Individual Feeling of Energy

The three stages (role-taking, role-making, and routinisation) reflect the quality of relationship that depends on energy and liveliness of individuals. As discussed earlier, in-group members demonstrate positive self-esteem, confidence in achieving goals, and energetic contribution as they are given more and better opportunities than out-group members. Thus, individuals of in-group are motivated enough to show more involvement and competencies to perform better than the past. This is largely because of the individual feeling of energy among in-group members that is continuously reinforced by the leader. It further magnifies the achievable targets which enables both members and the leader to make ‘well-informed’ decision on time. Similarly, high-quality exchanges are in fact a friendly-working relationship which is typified by mutual trust and support (Liden & Graen, 1980), interpersonal attraction (Dansereau, Graen & Haga, 1975), loyalty and bidirectional influence (Dienesch & Liden, 1986).

Indeed, energy is a kind of capability that forces individuals to act on a situation. When there is a positive energy among individuals, it stimulates the positive behavior as employees feel good to do a particular task. In contrast, when the energy is low, it will reflect on their performance. People with high LMX relationship usually experience more energy and positive attitude at work (e.g., interest, joy, and dedication). This illustrates that members have intellectual capacity to better perform on official assignments because of positive feelings, intrinsic motivation, self confidence, and additional value-added efforts. Positive feelings are the behavioral approach (Amabile, Schatzel, Moneta, & Kramer, 2004) which increases the readiness for performance (Forgas, 2003) on the bases of sharing creative thoughts and immediate attention from rest of the individuals in the group. The positive feeling creates energy which is transformed into positive actions. Thus, the following hypothesis is formulated.


H3:   LMX relationship is positively associated with individual’s feeling of energy.



Individual Feeling of Energy and Creative Work Involvement

Previous studies (e.g., Amabile, Schatzel, Moneta, & Kramer, 2004) have revealed that creative behavior needs much more energy and time. Motivation assimilates real energy among members that leads them in building creative work behaviours. Spreitzer, Sutcliffe, Dutton, Sonenshein, and Grant (2005) focused on positive causes of energy in making loveliness to exert creative behaviors. The experiences of positive feelings leads to creativity (Darvish, & Dokht, 2011). Positive mood experiences the feeling, which leads to thinking and experience self-creative actions in person.

The root of senses found in individual’s relationships. Talk to each other and having interactions with one another leads to create individual liveliness or energy at work. In other words, joy is a desire that comes from relationship and exchange with others. When there is an absence of energy, creativity will not improve or grow and subordinate participate less in creative activities. In creativity, employees are involved in the invention of useful and novel ideas to improve products, processes, services, and operations so that firm could better address inevitable changes and handle uncertainty in the hyper-competitive market (Gilson, Shalley, & Ruddy, 2005). Previous studies (e.g., Dutton, 2003; Quinn & Dutton, 2005) have found that individual feeling of energy enhances creative work involvement however, special working conditions and member’s professional background may not be condoned (Polewsky & Will, 1996).

The question is how do managers energize their team members to get them involved in creative work? Previous researchers (e.g., Volmer, Spurk, & Niessen, 2012) have given some attention on how managers provides the impetus for employee creativity in the organization (e.g., Doyague, & Nieto, 2012). Noticeably, Amabile’s (1983) ‘componential theory of creativity’ serves as the theoretical basis for the claim that leaders stimulate creativity and innovation through their industry acumen, emotional intelligence, technical skills, talent to support their subordinates in managing routine and complex projects. It not only enhances level of motivation among the members but also develops their expertise.


The behaviors serves as role model; shows openness to new concepts and ideas, planning and goal setting with appropriate manner and supports the work team to observe quality communication and interaction with coworkers with their constructive feedback (Amabile et al., 2004). These supportive behaviors of leadership constitute both relationship- and task-oriented actions that increase one’s enthusiasm to get involved in creative work. Hence the following hypothesis is advised:


H4:   Individual’s feeling of energy is positively related with creative work involvement.



Creative Work Involvement and Turnover Intention

Employee’s turnover is a costly event for an organization and has direct linkage with organizational performance thus the subject has received much attention in human resource management and organizational studies (Harris, Kacmar, & Witt, 2005; Hom & Griffeth, 1991). Creative work involvement is an important predictor of turnover intention because it entails a complex experience that requires an interactional loom (Amabile, 1996; Woodman, Sawyer, & Griffin, 1993; Zhou & Shalley, 2003) hence they invest their time and resources in creative process to improve their work (Atwater & Carmeli, 2009; Carmeli & Schaubroeck, 2007).

According to previous studies, there is a negative relationship between creativity and turnover intentions but employee turnover intentions are not the same as real turnover. Voluntary turnover intention is important within its own right for many reasons. The viewpoint of social identity has shown to illuminate the individual behaviors based on motivation (Ashforth, Harrison & Corley, 2008; Blader & Tyler, 2009; Olkkonen & Lipponen, 2006; Riketta, 2005; Tyler and Blader, 2000; Van Knippenberg & Ellemers, 2003). With respect to this perspective, organizational identification could influence performance results as creativity, extra-role behaviors and intention to leave (Blader & Tyler, 2009; Hirst, van Dick, & van Knippenberg, 2009; Riketta, 2005). One of the studies argued that psychological climate for innovation (PCI) may motivate intrinsically the salespeople to gain and learn new knowledge and job related skills which is an experience that fulfills and enhances the job satisfaction. Employee job satisfaction and learning, in turn, affects creativity and turnover intentions.

From the perspective of referent cognitions model (Aquino, Griffeth, Allen, & Hom, 1997), PCI is viewed as a factor that increases the chances of amelioration as creative/innovative organizations. It is perceived as those firms which adapt changes and have a good chance of survival in upcoming future. Therefore, the conceptualised model formed a positive relationship between PCI and creativity and a negative association between PCI and voluntarily turnover intention. However, the relationships are mediated by job satisfaction and learning orientation partially.

Creativity needs some substantial amount of freedom (Wang & Ma, 2013). Autonomy and freedom are experienced by individuals who are generally encouraged by engaging themselves in creativity (Hackman & Oldham, 1980). Moreover, Spreitzer (1995) discussed psychological empowerment in four cognitions as meaningfulness (the purpose of a goal), competence (the ability to perform on given assignments), self-determination (a tendency of taking initiatives), and impact (the degree to which an individual can control the outcomes). Based on above discussion, the following hypothesis is suggested:


H5: Creative work involvement is negatively associated with turnover intention.



Leader-Member Exchange and Turnover Intention

In contrast with other leadership theories, LMX theory is expressed in terms of the interpersonal relationship (Davis & Gardner, 2004; Graen & Uhl-Bien 1995; Cropanzano & Mitchell, 2005; Ferris, Brown, & Heller, 2009). This theory has more impact on both individuals and the organization (Ishak & Alam, 2009). In fact, high-quality LMX involves a higher level of trust between parties, emotional support and higher-order benefits to in-group members (Dansereau et al., 1975; Dienesch & Liden, 1986). In contrast, low-quality LMX relationship is characterized by lack of trust, dishonesty, poor communication and comparatively less benefits and rewards to the out-group members which results in unstable or negative affective comebacks towards their organization (Kristof-Brown, Zimmerman, & Johnson, 2005). Therefore, high-quality LMX relationship discourages members to leave the organisation.

Previous studies have recognized the importance of the quality of LMX relationship in reducing turnover intention (Elanain, 2014; Gaertner, 1999; Ghosh, Reio, & Bang, 2013; Ghosh et al., 2013; Morrow et al., 2005) and provide strong evidence that the quality of LMX is negatively related with turnover intentions (Ansari, Hung, & Aafaqi, 2007; Gerstner & Day, 1997; Griffeth, Hom, & Gaertner, 2000; Harris et al., 2005; Jordan & Troth, 2011; Morrow et al., 2005). Hence, the following hypothesis is constructed:


H6: LMX relationship is negatively associated with turnover intention.
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Figure  1. Conceptual Framework of the Present Study



METHOD

Sample and Data Collection

A sample of 300 responses is drawn from the manufacturing companies operating in Sindh Industrial Trading Estates (SITE) Karachi by using a self-completion questionnaire with non-probability convenience sampling (Gray, 2004). There are over 59 godowns and 3,000 plots spread over a total area of 4,700 acres covering approximately 60.5 miles length of roads. All of these manufacturing companies were registered with Karachi Chamber of Commerce and Industry (KCCI). Table 1 tabulates the composition of the sample drawn:

Measures

The study is comprised of five constructs namely, LMX, interpersonal relationship, individual feeling of energy, creative work involvement, and turnover intention. With no sub-scales, the self-completion questionnaire included a total of 33 items that was measured on a five-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree).

Leader-Member Exchange

The study adapted six items from Lee, Scandura, Kim, Joshi, and Lee (2012) to measure LMX. Sample items include “My Leader recognizes my potential well enough,” and “I can depend on my supervisor at his expense when I really need it”. Cronbach’s alpha was 0.80 (6 items).


Table  1
Profile of respondents for survey



	Demographics
	Category
	Frequency
	Percentage (%)



	Gender
	Male
	204

	76.7




	Female
	62

	23.3




	Age

	Less than 25 Years

	55

	20.7




	25 to 30
	105

	39.5




	31 to 35
	39

	14.7




	36 to 40
	29

	10.9




	41 to 45
	29

	10.9




	46 to 50
	7

	2.6




	above 50
	2

	.8




	Marital Status

	Single

	149

	56.0




	Married
	117

	44.0




	Qualification

	Diploma

	21

	7.9




	Bechelor’s degree
	79

	29.7




	Master’s degree
	138

	51.9




	others
	28

	10.5




	Level of responsibility

	Non managerial staff

	56

	21.1




	Supervisor
	61

	22.9




	Middile management
	120

	45.1




	Senior management
	29

	10.9




	Experience

	Less than 2 years

	67

	25.2




	Between 2 to 5 years
	56

	21.1




	More than 5 years
	143

	53.8





Source: Analysis of survey data (n = 266)

Interpersonal Relationship

To measure interpersonal relationships, items were adapted from Darrow, Callaghan, Bonow and Follette (2014). Sample items include “People don’t like the way I ask for things,” “I have problems being close to others”. Cronbach’s alpha was 0.87 (8 items).

Individual Feeling of Energy

Seven items were adapted from Shirom-Melamed Vigor Measure (SMVM; Shirom, 2003). Sample items include “I feel energetic,” “I feel I am able to contribute new ideas”. Cronbach’s alpha was 0.87 (7 items).


Creative Work Involvement.

Seven items were taken from Carmeli and Schaubroeck (2007) to measure creative work involvement. Sample items include “I solved problems that had caused other difficulty,” “I tried out new ideas and approached to problems”. Cronbach’s alpha was 0.80 (7 items).

Turnover Intention

This construct was measured by adapting items from Liu, Cai, Li, Shi, and Fang (2013) and Bushra (2012). Sample items include “I often feel that I should quit,” and “As soon as possible, I will leave the organization”. Cronbach’s alpha was 0.93 (5 items).

Ethical Considerations

The study incorporated different ethical measures as suggested by Bryman (2008) and Dillman (1978) for drawing the sample using a questionnaire. In order to avoid any potential harm coming to the respondents, it was ensured that the identification of respondents should not be discernible through any means and their individual participation is voluntary. Moreover, the aims and objectives were also clearly explained in a covering letter enclosed with each questionnaire. Before filling in the questionnaire, all of them were aware of the fact that there was not sponsor to the study and the results would solely be used for academic purpose only.

DATA ANALYSIS AND RESULTS

The data were analysed by using the 22nd version of both Statistical Package for Social Sciences (SPSS) and Analysis of Moment Structure (AMOS). Firstly, the issue of common method bias was examined by using SPSS. Then an exploratory factor analysis (EFA) was performed to classify 33 Likert-scale questionnaire items into the required 5 factors (i.e. leader-member exchange, interpersonal relationship, individual feeling of energy, creative work involvement, and turnover intention). After that, the internal consistency or reliability (Cronbach alpha) of each factor was computed. Then AMOS application was used to perform confirmatory factor analysis which developed a measurement model highlighting the composite reliability (CR) and average variance extracted (AVE) to assess both reliability and validity measures of each of the five constructs. Based on the measurement model, AMOS application was further used to construct a structural model by using structural equation modeling in order to test the six hypotheses. The details of these statistical techniques are described below:


Examination of Common Method Variance

Since the data were collected by using one common method (i.e. self-completion questionnaire), there may be a potential occurrence of common method variance (CMV) due to this one-method bias. It is therefore, important to analyze CMV so that we could control over its effects in mono-method research designs (Sharma, Crawford, & Yetton, 2009). Noticeably, Podsakoff, MacKenzie, and Podsakoff (2012) argued that numerous behavioral studies have condoned to assess CMB before data analysis. It may not only cause potential problems but also there is probability of reporting method-biased results.

Likewise previous studies (e.g., Andersson & Bateman, 1997; Aulakh & Gencturk, 2000; Greene & Organ, 1973; Organ & Greene, 1981; Schriesheim, 1979), this study used Harman’s single-factor (or one-factor) test to investigate CMV before any data analysis. For this, we performed exploratory factor analysis in SPSS version 22 and requested SPSS to load all of the 33 Likert-scale items onto a single factor. Podsakoff et al. (2012) advised to assess whether this one factor accounts for majority (say, more than 50 percent) of the total variance in the unrotated factor solution. The result of Harman’s single-factor test reveals that one single factor in this study accounted for only 21.63% of the total variance which is less than 50% threshold value. It shows that there is no manifestation of the presence of common method variance in this study. It warrants that we can proceed further for data analysis as discussed below:

Investigation of Univariate and Multivariate Outliers

During initial data screening phase, a total of 34 univariate and multivariate outliers were detected and removed from the dataset by using standardised (Z) score (cutoff absolute value |3.29|) and CDF.CHISQ function (Mahalanobis D2, p < .001), respectively. In fact, Tabachnick and Fidell (2007) stated “Cases with standardized scores in excess of 3.29 (p < .001, two-tailed test) are potential outliers” (p. 73). It resulted in a sample of 266 (i.e. 300-34) useable responses for data analysis resulting a response rate of 88.67%.

Exploratory Factor Analysis

Exploratory factor analysis was performed by using Principal Component method of factoring to classify 33 Likert-scale items onto the required five dimensions (or factors). In fact, these five factors are the ones which are used in the conceptual framework of the study (Figure 1). The value of Kaiser-Meyer-Olkin measure of sampling adequacy was 0.821 which clearly reflects that there are sufficient items for each component. A minimum value of 0.70 was suggested by Leech, Barett, and Morgan (2005). The Bartlett’s Test of Sphericity (approx. Chi-Square = 5190.739, degree of freedom = 496, p < 0.001) depicts that “the correlation matrix is significantly different from an identity matrix, in which correlations between variables are all zero” (Leech et al. 2005, p. 80). Moreover, Tabachnick and Fidell (2007) stated “In the Bartlett method, factor scores correlate only with their own factors and the factor scores are unbiased (that is, neither systematically too close nor too far away from “true” factor scores)” (p. 651).

Moreover, the initial solution was further rotated through varimax orthogonal (uncorrelated) rotation with Kaiser Normalisation method to improve readability of the factor loadings. The objective was to extract five uncorrelated factors so that all of the 33 Likert-scale items should be loaded onto its respective factor only. Varimax method of rotation was requested because it “…is a variance maximizing procedure. The goal of varimax rotation is to maximize the variance of factor loadings by making high loadings higher and low ones lower for each factor” Tabachnick and Fidell (2007, p. 620). Factor loadings less than |0.40| were omitted thus, a total of 32 items were loaded onto their respective factors (or variables) having a very strong construct and convergent validity (Tharenou, Donohue, & Cooper, 2007) as shown in Table 2.

Table 2 shows eigenvalues, percentage of variance, cumulative percentage explained and total number of items loaded of the final rotated solution which was emerged in six iterations. It can be noticed that all of the eigenvalues for each factor is more than one and each factor (after orthogonal rotation) explained a good amount of individual variance. These five factors explained cumulatively accounted for 59.84 (approx. 60) percent of the total variance. Only the third LMX item “My leader recognizes my potential well enough” was not loaded because of its low factor loading. Discriminant validity was also achieved as there was no cross-loadings in the rotated components matrix (Tharenou et al. 2007). The following section describes the Pearson correlation analysis and reliability statistics of the extracted variables.

Correlational Analysis and Reliability Statistics

Table 3 shows mean, standard deviation, correlation analysis and reliability statistics of the five variables emerged after exploratory factor analysis. Due to orthogonal rotation, the table shows a low inter-variable correlation (r) thus, shows no sign of multicollinearity. In addition, the coefficients of reliability statistics (Cronbach Alpha) for each variable are listed on the diagonal in parentheses. All of the reliability coefficients are well above the 0.70 threshold limit. The overall reliability of the 32 items loaded after exploratory factor analysis was 0.833.


Table  2
Exploratory Factor Analysis (N= 266)



	
	IPR

	IFE

	TOI

	CWI

	LMX




	IPR_3
	0.872

	
	
	
	



	IPR_2
	0.866

	
	
	
	



	IPR_7
	0.850

	
	
	
	



	IPR_5
	0.843

	
	
	
	



	IPR_1
	0.732

	
	
	
	



	IPR_4
	0.534

	
	
	
	



	IPR_8
	0.524

	
	
	
	



	IPR_6
	0.434

	
	
	
	



	IFE_3
	
	0.870

	
	
	



	IFE_2
	
	0.827

	
	
	



	IFE_1
	
	0.806

	
	
	



	IFE_7
	
	0.697

	
	
	



	IFE_4
	
	0.608

	
	
	



	IFE_6
	
	0.463

	
	
	



	IFE_5
	
	0.455

	
	
	



	TOI_3
	
	
	0.934

	
	



	TOI_4
	
	
	0.876

	
	



	TOI_1
	
	
	0.860

	
	



	TOI_5
	
	
	0.854

	
	



	TOI_2
	
	
	0.837

	
	



	CWI_5
	
	
	
	0.787

	



	CWI_4
	
	
	
	0.731

	



	CWI_3
	
	
	
	0.679

	



	CWI_6
	
	
	
	0.653

	



	CWI_2
	
	
	
	0.647

	



	CWI_1
	
	
	
	0.476

	



	CWI_7
	
	
	
	0.473

	



	LMX_2
	
	
	
	
	0.743




	LMX_5
	
	
	
	
	0.689




	LMX_6
	
	
	
	
	0.665




	LMX_1
	
	
	
	
	0.646




	LMX_4
	
	
	
	
	0.614




	Eigenvalues
	4.426

	4.060

	4.050

	3.509

	3.103




	% of Variance
	13.83

	12.69

	12.66

	10.97

	9.70




	Cumulative %
	13.83

	26.52

	39.17

	50.14

	59.84





Notes: Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalisation.

Factor loadings less than |0.40| are omitted to maintain clarity.

IPR = Interpersonal Relationship; IFE = Individual Feeling of Energy

TOI = Turnover Intention; CWI = Creative Work Involvement

LMX = Leader-Member Exchange


Table  3
Correlational Analysis and Reliability Statistics (N = 266)

[image: art]

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

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

Cronbach Alpha coefficients for multi-item scales are listed on the diagonal in parentheses.

Confirmatory Factor Analysis (Measurement Model)

Anderson and Gerbing (1982, 1988), Fornell and Larcker (1981), and more recently, Hair, Black, Babin, and Anderson (2010) recommended that we should construct the CFA measurement model before the structural model is tested. Byrne (2010) notified that the measurement model depicts the links between the observed and unobserved variables. Therefore, the confirmatory factor analysis (CFA) was then performed in AMOS to validate the measurement model with the sample drawn. Out of 32 loaded items during EFA, only 17 items were left in the final solution of the CFA (measurement model). In contrast with Cronbach coefficient alpha, the composite reliability has been found to be a more suitable indicator of construct validity which measures the overall reliability of a collection of heterogeneous but similar items (Fornell & Larcker 1981; Lin & Lee 2004; Molina, Montes, & Ruiz-Moreno, 2007).

Table 4 shows the results of composite reliability (CR), average variance extracted (AVE) and inter-construct correlation separately for each of the five latent constructs. The AVE of each of the five constructs is greater than 0.50 showing a good convergent validity (Hair et al. 2010). Moreover, the square root of AVE of each latent construct is also greater than its inter-construct correlations with rest of the four constructs show very good discriminant validity (Molina et al. 2007). Lastly, each construct has very good composite reliability (CR ≥ .70).

Besides, to check for the multicollinearity between predictors, Hair et al. (2010) argued that multicollinearity problem will be assumed if the inter-construct correlation exceeds .90. The highest coefficient value between individual feeling of energy and LMX is 0.535, which is still less than the aforementioned threshold value (Table 4). Hence, it confirms that no multicollinearity problem exist among the latent constructs in the CFA measurement model (Hair et al., 2010; Lin & Lee, 2004).


Table  4
CFA (Measurement Model): Reliability and Validity
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Notes: All values are rounded to two decimal places. CR = Composite Reliability; AVE = Average Variance Extracted

AVE = (∑ squared standardised loading) /(∑ squared standardised loading + ∑ indicator measurement error)

CR = (∑ standardised loading)2 /(∑ standardised loading)2 + ∑ indicator measurement error)

where, indicator measurement error = 1 – standardised loading

In addition to ratio of Chi-square statistics (i.e. minimum discrepancy or CMIN) to the degree of freedom (CMIN/DF), five additional goodness-of-fit (GOF) measures were computed to assess whether the measurement model is fit with the sample drawn based on the proposed theories. According to Byrne (2010), Kline (2011), Loehlin (2004), Marcoulides and Schumacker (2001) and Segars and Grover (1998), these GOF measures include Goodness-of-Fit Index (GFI), Adjusted Goodness-of-Fit Index (AGFI), Non-Normed Fit Index (NNFI or TLI), Comparative Fit Index (CFI) and Root Mean Square Error of Approximation (RMSEA).

For the CFA (measurement model), as indicated in Table 5, the ratio of the minimum discrepancy (CMIN) to the degree of freedom (DF) for this model was 2.286 (p < .05) which is smaller than 3 as recommended by Byrne (2010). Other model fit indices include GFI = 0.91; AGFI = 0.87, NNFI (also called TLI) = 0.93, CFI = 0.95, SRMR = 0.05; and RMSEA = 0.07 with insignificant PCLOSE value. All values exceeded the suggested cut-off level as described by different authors (shown in the Table 5). For a complex model with a number of observed variables, it is unrealistic to have the values of GOF measures above 0.90 (Hair et al., 2010). The combination of these results suggests that the CFA (measurement model) appears to show a good fit between the observed and unobserved variables (Byrne, 2010). The following section describes structural equation modeling used in the study.


Table  5
Measures of the Model Fit (CFA and SEM Models)
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Notes: CMIN = Minimum Discrepancy (Chi-Square); DF = Degree of Freedom; GFI = Goodness of Fit Index; AGFI = Adjusted Goodness of Fit Index; TLI = Tucker-Lewis Index; CFI = Comparative Fit Index; RMSEA = Root Mean Square Error of Approximation. a = Byrne (2010); b = Hair et al. (2010, p. 647) stated that a significant value may be expected (even with good fit) if the sample size is less than 250 with 12 to 30 observed variables; c = Bagozzi and Yi (1988); d = Bentler and Bonett (1980); e = Browne and Cudeck (1993); f = The model is recursive (unidirectional). All values are rounded to two decimal places; g = no determined appropriate range of values (Herscovitch & Meyer, 2002, p. 479).

Structural Relationship between Leader-Member Exchange, Interpersonal Relationship, Individual Feeling of Energy, Creative Work Involvement and Turnover Intention

It is important to note that if the study uses six separate multiple regression equations, it could increase Type-I error i.e. rejecting the true null hypothesis (Sherry & Henson, 2005). After dividing the standard 95 percent confidence level (i.e. p < .05) by the total number of dependent (or endogenous) variables (i.e. four in case of this study), called ‘Bonferroni Adjustments’, the Type-I error may be controlled. However, Pallant (2001) argued that both Type-I and Type-II errors are inversely proportional to each other. In other words, if we reduce the effect of Type-I error using Bonferroni Adjustments, it would simultaneously increase the Type-II error because rests of the other necessary constructs are not used during separate multiple regression analyses. Therefore, structural equation modeling (SEM) method was used to analyse the structural relationship among all of the five constructs without eliminating the effect of any of the constructs during hypothesis testing. SEM is a large sample technique therefore, the sample size should be greater than 200 for SEM purpose (Lei & Wu, 2007). In contrast, Hair et al. (2010) recommended the sample size between 50 and 400 will be reasonably appropriate for SEM. A sample of 266 valid responses seems reasonably fine for applying SEM in this study. Once again, AMOS application was used to construct the structural relationship between LMX, interpersonal relationship, individual feeling of energy, creative work involvement, and turnover intention. It produced the structural model which highlights relations among the unobserved variables (Byrne, 2010).


Table 5 also tabulates that the structural model has a very good model fit, determined by the Chi square index (CMIN/DF) = 1.853 (p < .05) and other indices include GFI = 0.92, AGFI = 0.89, TLI = 0.96, CFI = 0.97, SRMR = 0.05; RMSEA = 0.057 with insignificant PCLOSE. All of the model-fit indices reasonably exceeded their recommended value, suggesting that the structural model portrays a very good model fit to the sample drawn (Bagozzi & Yi, 1988; Browne & Cudeck, 1993; Lin & Lee, 2005; Sit, Ooi, Lin, & Chong, 2009). Both measurement and structural models are recursive that hold two rudimentary features: (A) it stipulates the direction of cause from one direction only (unidirectionality) and (B) their error terms (i.e. disturbances) are orthogonal (i.e. uncorrelated) in nature (Byrne, 2010; Kline, 2011). Figure 2 graphically depicts the structural model with respective effect sizes: Interpersonal Relationship
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Figure  2. Structural Relationship between LMX, Interpersonal Relationship, Individual Feeling of Energy, Creative Work Involvement and Turnover Intention



Generalization of Findings

Moreover, for the sole purpose of assessing the potential chances of the generalizability of the results, Expected Cross Validation Index (ECVI) was also computed in AMOS. There is no determined appropriate range of values however, lowest values closer to one may indicate that the results holds the characteristics of generalizability (Herscovitch & Meyer, 2002). Table 5 shows the lowest value of ECVI (i.e. 1.097) for the SEM (structural model) concludes that the results may be generalised on a larger population within the same manufacturing industry in Karachi.


Hypothesis Testing

The study posited six hypotheses. It is important to note that complex regression models which were developed by SEM does not however, require to test individual hypothesis. Very recently, Adil (2015) summarized three prime reasons. Therefore, the statistical significance of all the structural parameter values was estimated in the presence of other regression equations to determine the validity of the hypothesized regression paths. The results show that four hypotheses have been found statistically significant to predict the turnover intention from using a combination of LMX, interpersonal relationship, individual feeling of energy, and creative work involvement. Table 6 details the hypothesis testing results which includes SEM regression paths, their standardised and unstandardised regression weights, standard error, critical ratio, p-value, and remarks (whether the particular hypothesis is supported in the light of the proposed theory.

Noticeably, the critical ratio was computed by dividing the unstandardized regression weights by its standard error. Byrne (2010) explained that the critical ratio “…operates as a z-statistic in testing that the estimate is statistically different from zero” (p. 68). She added that the value of critical ratio should be greater than |1.96| to make the regression equation statistically significant from zero. To assess the effect size (R2), the squared multiple correlations for all of the four effects (or dependent) variables (interpersonal relationship, individual feeling of energy, creative work involvement and turnover intention) were also computed as shown in Figure 2.

DISCUSSION

The study involves four constructs to predict turnover intention at different levels. These four constructs include LMX relationship, interpersonal relationships, individual feeling of energy, and creative work involvement. After ensuring that the outcomes of the study is not inflated by common method variance bias, six hypotheses are tested by using SEM method in AMOS version 22. These four constructs explain approximately over 11% of the total variance in explaining turnover intention (Figure 2). The managerial implications of each of the supported hypotheses are discussed below.

LMX relationship has three endogenous variables in this study viz. interpersonal relationship, turnover intention, and individual feeling of energy. The overall results of the structural analysis indicate that LMX has significant negative relationship with employee’s turnover intention (standardised regression estimate = –0.251, p = .002) in the manufacturing companies of Karachi (Pakistan). Besides, the results of SEM show that LMX is positively related with individual feeling of energy (0.546, p = .000) which is in turn, positively related to predict creative work involvement. Moreover, interpersonal relationship has shown a significant positive impact on turnover intention. Figure 2 shows that LMX relationship alone explains 29.8% of variance in predicting individual feeling of energy. Similarly, individual feeling of energy explains 28.5% of variance in predicting creative work involvement. With the help of standardised parameter estimates, the following section discusses the four hypotheses which have been found statistically significant in predicting its respective endogenous variables.


Table  6
Hypothesis Testing using SEM
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Notes:**p< 0.01; ***p< 0.001; LMX = Leader–Member Exchange; IPR = Interpersonal Relationship; IFE = Individual Feeling of Energy; TOI = Turnover Intention; CWI = Creative Work Involvement

First, the statistical results reveal that LMX has significant negative relationship with employee’s turnover intention thus, the Hypothesis 6 is supported. In fact, high-quality LMX relationship makes an attempt to eradicate power distance between leaders and subordinates. Employees consider this relationship very useful for their career growth. As a result, they raise a number of queries to address their work-related doubts and share creative ideas too. Subordinates start to believe that they have a strong professional bond with their superiors which could expectedly allow them to gain access to meaningful resources. These types of competitive resources may not be accessible to out-group employees having low-quality LMX relationship. This is due to their high-quality relationship which enables them to earn more privileges, priorities, recommendations, endorsements, and preferences. Leaders prefer to share innovative ideas for the mental growth and professional development of in-group subordinates, in particular. Consequently, subordinates enjoy their stay in the organisation as long as they are supervised by the same leadership thus they tend to avoid leaving the organisation.

Second, it was determined from the results that LMX is positively related with individual feeling of energy therefore, the Hypothesis 3 is supported. A great deal of careful efforts are required by the leadership to motivate employees so that they could perform at their optimum level on time. This desire may only come true when subordinates intrinsically feel energy to produce better in accordance with management and business needs. In addition to limited resources available to the organisational members, leadership should make sure that their followers should continue to feel a sense of energy so that they could realise annual targets on time with better cost-efficient ideas. Therefore, it is essential to work on improving individual feeling of energy in order to observe desired results on time.

Third, the research findings elaborate that individual feeling of energy is positively related with creative work involvement (0.534, p = .000) hence, the Hypothesis 4 is supported. As discussed earlier, employees tend to perform better on time when they feel energy to perform better. In fact, individual feeling of energy drives a high level of motivation among subordinates which could help them involve in bringing creative ideas for better work efficiencies. Moreover, this energy also enables them to socialise with peer workers in order to rectify work-related problems. As a result, they initiate a wide spectrum of knowledgebase across the organisation which could in turn, help them grow their managerial and administrative capabilities.

Last, the results provide strong evidence that interpersonal relationship is positively related with turnover intention (0.215, p = .000) thus, the Hypothesis 2 is supported. This may be because of the fact that improved interpersonal relationship leads to generate a wide range of interpersonal contacts with different people connected with the organisation. Thus, people may often get knowledge about better job opportunities by virtue of maintaining this strong social networking. As a result, there is likelihood to also increase the turnover intention.

Theoretical Contributions

This study makes two unique theoretical contributions in the context of the manufacturing companies in Karachi: A) LMX can be negatively related with interpersonal relationship; and B) creative work involvement is also found positively related with turnover intention. Besides, few studies (e.g., Schyns, Torka, & Gossling, 2007; Vecchio & Norris, 1996) revealed that the link between LMX and employee turnover had been weak and unstable statistically. On the contrary, this study shows a very strong link between the two (–0.251, p = .002).

Limitations and Directions for Future Research

The findings of the study should be viewed in the light of the following limitations that may be taken into consideration to improve future studies:

First, instead of longitudinal, the study used a cross-sectional research design to answer research question. Despite the fact that both CFA and SEM models are ‘recursive’ in nature showing unidirectionality (see superscript point ‘f’ in Table 5), both models do not determine the cause-effect-relationship among the constructs (Martinez-Costa & Jimenez-Jimenez, 2009; Tippins & Sohi, 2003) that is beyond the scope of the study. Therefore, the present study demonstrates the presence of positive/negative and significant/insignificant association between variables. In contrast, a longitudinal research designs could be more constructive than cross-sectional designs when it comes to provide cause-effect-relationship between LMX, interpersonal relationship, individual feeling of energy, creative work involvement and turnover intention.


Second, the sample was drawn from the manufacturing companies operating in Karachi that is the largest business hub of Pakistan. Considering the expected cross-validation index (ECVI) value (Table 5), the results may only be generalised to a larger population within the same manufacturing industry in Karachi. Future studies may draw a large sample from other cities of Pakistan e.g., Faisalabad, Lahore, Gujrat, etc.

Last, before applying multivariate data analysis, the study used Harman’s single-factor test to assess common method variance (CMV) bias in the dataset. Alternately, future studies may use common-latent factor (CLF) method or marker variable while designing the research instrument (Podsakoff et al., 2012) to figure out CMV bias, if any.

CONCLUSION

The purpose of this study is to investigate the associations between leader-member exchange, interpersonal relationship, individual feeling of energy, creative work involvement, and turnover intention in the manufacturing sector of Karachi. The empirical findings have shown that LMX has significant negative relationship with employee’s turnover intention. LMX is positively related with individual feeling of energy which is further positively related with creative work involvement. Interpersonal relationship has shown a significant positive association with turnover intention. On the contrary, LMX has shown statistically insignificant relationship to predict interpersonal relationship (having a very low effect size i.e. 0.3 percent (Figure 2). Likewise, creative work involvement has been found insignificant in predicting turnover intention in the manufacturing companies of Karachi. According to the standardised parameter estimates (Table 6), LMX shows the highest impact on individual feeling of energy (0.546, p < .001) followed by the impact of individual feeling of energy on creative work involvement (0.534, p < .001). However, among all of the three ‘direct’ antecedents of turnover intention, LMX has shown the greatest impact (–0.251, p < .01).
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ABSTRACT

Nowadays, healthcare is an extraordinarily people-centric industry and employees play important roles in the product/service exchange. Internal marketing (IM) forces the employee to treat more hospitably facing customers. The present study examines the effect of management commitment to internal marketing (MCIM) on employees’ satisfaction through IM practices. Data were collected from 110 nurses of Imam Jafar Sadegh hospital. The results of structural equation modeling showed the significant effect of MCIM on IM practices (formal internal marketing, informal internal marketing and responsiveness). But verse to what was assumed, there was no significant relation between IM and employees’ satisfaction.

Keywords: management commitment to internal marketing (MCIM), formal internal marketing, informal internal marketing, responsiveness, employees’ satisfaction.

INTRODUCTION

The first usage of the term internal marketing (IM) concept appeared with Berry, Hensel & Burk (1976) Berry et al. (1976), followed by George (1977) and Murray (1979). Later, Berry (1981) defined IM as “viewing employees as internal customers, viewing jobs as internal products.” (Martin & To, 2013). This view implies that for having satisfied customers, the firm must also have satisfied employees. They should be viewed as internal customers. (Rafiq & Ahmad, 1993). As it was argued by Arnett, Laverie & Mclane (2002)Arnett et al. (2002) IM must precede external marketing because it makes no sense to promote excellent service before employees are motivated to provide it (To, Martin & Yu, 2015). Berry and Parasuraman (1991) also stated that “internal marketing is attracting, developing, motivating and retaining qualified employees through job-products that satisfy their needs.”(Rafiq & Ahmad, 1993). According to the proposed definitions, the concept of IM in the health care sector suggests that the best way to satisfy patients is by viewing employees as internal customers and understanding and meeting employees’ needs, wants, and expectations. Health care is an extraordinarily public oriented industry, in which employees play an important role in the product/service exchange (Peltier & Scovotti, 2004). Unfortunately, many health care institutions lack the strategic insight for designing and implementing research programs to address the role of nurses in the care-giving process, and how their satisfaction and loyalty impact patients’ care, satisfaction, and profitability (Cooper & Cronin 2000; Peltier, Nill & Schibrowsky, 2003; Woods & Cardin 2002). Employees’ satisfaction and retention are critical issues that influence the success of the organization (Peltier, Pointer & Schibrowsky, 2006). Only recently have health care researchers begun to direct attention to the use of relationship marketing, IM and related business oriented concepts to explore ways to improve job satisfaction and nurses’ loyalty (Melten, Eveleth & Bailey, 2005; Peltier & Scovotti, 2004; Peltier et al., 2006).

Past research has investigated the effect of management commitment to different aspects such as quality management (Ahire & O’Shaughnessy, 1998), technological adoption (Cascio, Mariadoss & Mouri, 2010), and service quality (Cheung & To, 2010; Kim, Tavitiyaman & Kim, 2009), on employees’ attitudes ,satisfaction and organizational performance. Moorman, Zaltman & Dehpande (1992) Moorman et al. (1992) defined commitment as constant willingness to keep long term and valuable relations for ever. A key outcome of successful IM is the creation of valuable relations for conveying sense of commitment to service providers (Hogg, Carter, & Dunn, 1998). According to IM, the organizations can create value for the employees through effective management of relationship among employees, supervisors and managers. Employees experiencing a sense of being appreciated, make a commitment beyond question (Gounaris, 2006).

Given to the importance of nurses’ satisfaction in the hospital and the conducted researches into internal marketing, our analysis brings into focus the relationship between MCIM and the satisfaction of the studied nurses.


In the previous researches on IM and employees’ satisfaction, the impact of MCIM is not studied. However, we address salient implications and guidelines on improving employees’ satisfaction that follow from our analysis.

By referring to the previous studies related to IM, this study explored MCIM from the employee’s perspective. At first the literature review related to IM was collected and hypothesis of the research were constructed. Then approving factors and the modeling technique of constructive equitation applying LISREL software were used to approve the relation between variables and factors which is discussed in the following sections.

LITERATURE REVIEW

Nowadays IM has been recognized as a strategy for market orientation. The related studies over this ground reveal that IM activities improve organization’s competitiveness through influencing and creating of motivation in employees and enhancing competences (Abzari, Ghorbani & Madani, 2011). IM is not only about creating some meaningless public relations slogans that might perceptually differentiate one organization from another, but also creating a suitable relationship with employees as customers (Stachowski, 2008).

Bansal, Mendelson & Sharma, (2001) proposed a model that relates six key IM practices to external customer satisfaction and loyalty, mediated by internal customer attitudes (i.e., loyalty to the firm, job satisfaction, trust in management) leading to extra role behaviors directed at external customers and argued that a direct relationship should exist between the commitment of a firm to IM and the financial success of the firm (Bansal et al., 2001). Lings and Greenley (2005) proposed and identified five distinct dimensions of IM, (formal face-to-face information generation, formal written information generation, informal information generation, information dissemination, and responsiveness) and from the point of view of employees argued that it has positive impacts on the attitudes and behavior of employees, customers’ satisfaction and relative competitive positions (Lings & Greenley, 2005). Gounaris (2006) followed Lings and Greenley (2005) but reconceptualzed IM to be a three-dimensional construct consisting of internal market intelligence, internal intelligence dissemination and response to intelligence. Dabholkar and Abston (2008), by considering employees as external customers, proposed a conceptual model of the interaction between Firm’ controlled aspects (organizational factors, financial internal marketing, and nonfinancial internal marketing), Employees’ aspects (job satisfaction, employee patronage, and job performance), Customers’ outcomes (perceived service quality and customer satisfaction, both by final customers of the organization), Organizational outcomes (long-term relationships with customers, long-term relationships with employees, and profits) and argued that the use of IM practices more satisfied employees and customers as a result of more satisfied and more loyal (Dabholkar & Abston, 2008). Cascio et al. (2010) found that top management commitment perceived by frontline employees has a strong and significant effect on employees’ work behaviors. They further argued that organizations should engage the workforce using IM i.e., through effective communications between managers and employees (Cascio et al., 2010). Martin and To (2013), examined the effect of internal market on organizational performance, including employees’ job satisfaction, perceived customers’ satisfaction, and relative competitive positions. Moreover, external measures, such as positive reports of corporate reputation in the mass media and positive changes in the market share, were found to be positively associated with perceived customers’ satisfaction (Martin & To, 2013). To et al., (2015), examines the effect of MCIM on employees’ work attitudes through IM practices including formal and informal internal communications. Bidirectional formal and informal communications between managers and employees have positive outcomes for employees’ work attitudes (To et al., 2015).

Management Commitment to Internal Marketing and Internal Marketing Practices

Management commitment is the first requirement of implementing IM. Luo, Wieseke, & Homburg (2012) argued that top management commitment affects the generation, dissemination, and use of internal market and customers’ intelligence, i.e., the deployment of IM practices (To et al., 2015). Many authors reviewed IM concepts, activities, processes, and practices. Rafiq and Ahmed (2000) and Lings and Greenley (2005) identified formal internal communication (FIC) and informal internal communication (IIC) as the core elements in IM. They suggested that internal market orientation (IMO) like the generation and dissemination of intelligence pertaining to the wants and needs of employees, and the design and implementation of appropriate responses to meet these wants and needs, may reflect how much managerial commitment to IM exists (Rafiq & Ahmed, 2000; Lings & Greenley, 2005). As Stauss and Schulze (1990) recognized, generating and understanding information about the internal exchange will allow employers to formulate appropriate responses to the internal market and to make the internal product (job) more attractive to potential and existing employees than that of competitors’ (lings, 2004). Martin and To (2013) confirmed formal internal marketing and informal internal marketing as the key IM practices which are strongly and significantly related to employees’ job satisfaction and customers’ satisfaction in the gaming industry (Martin & To, 2013). Sulaiman, Othman, Perumal & Hashim (2013),showed that IM contains the internal generation of intelligence, the dissemination of intelligence and the completion of correct reactions to encounter the requirements of employees (Sulaiman et al., 2013). To et al., (2015) argued that formal internal marketing and informal internal marketing has positive related on employees’ satisfaction and attitudes (To et al., 2015). Hence, MCIM should lead to the effectiveness of internal marketing in gathering and disseminating information to all employees via internal communications. Therefore, the following hypotheses are proposed:


H1:   management commitment to the internal marketing has a positive effect on the formal internal marketing.

H2:   management commitment to the internal marketing has a positive effect on the informal internal marketing.

H3:   management commitment to the internal marketing has a positive effect on the responsiveness.



Management Commitment to Internal Marketing and Employees’ Satisfaction

Successful management programs require commitment from the top management and employees and IM is no exception. Kilburn (2009) argued that top management commitment is the most important factor that affects the effectiveness of IM in the manufacturing environment (To et al., 2015). Supervisors due to their abutment to the employees can influence Employees’ perception and performance (Lings & Greenley, 2005; to et al., 2015). Employees who recognize top management commitment to employees’ needs may reciprocate better work attitudes as expected by top management (Paille & Boiral, 2013). Cascio et al. (2010), reported that organizations should employ IM to convince employees that top management is committed to enhancing employees’ satisfaction, empowerment, and service quality (Cascio et al., 2010). Newman (2001) has highlighted the close links among top management commitment, job satisfaction, and service quality from the perspective of employees. Also, Lings (2004) suggested that MCIM affects internal and external aspects of organizational performance. Internal aspects are employees’ retention, motivation, morale, satisfaction and organizational commitment. External aspects of performance are service quality, customers’ satisfaction and, ultimately, financial performance (Lings, 2004). Hence, the following hypothesis is proposed:


H4:   management commitment to the internal marketing has a positive effect on employees’ satisfaction.




Internal marketing practices and employees’ satisfaction

Job satisfaction is a widely studied concept in many different occupational areas including the health care industry (Peltier et al., 2006); it is also defined as “an employees’ overall affective evaluation of the job situation“(Dabholkar & Abston, 2008). According to studies, manager’s IM behaviors lead to higher levels of employees’ satisfaction and motivation (Martin & To, 2013). In this study the effect of MCIM on employees’ satisfaction through financial, social and structural bonds has been investigated.

Financial incentives are simple ways to build a relationship bond with employees. Financial incentives typically include salary, fringe benefits in the form of health insurance and retirement benefits. These incentives are generally designed to provide the right monetary incentives to gain employees’ satisfaction and loyalty (Peltier et al., 2006). Acker (2004) found that satisfaction with salary positively correlated with job satisfaction of mental health social workers. Peltier, Boyt & Westfall (1997) suggested that loyalty built solely on financial incentives does not provide a sustainable competitive advantage. Although financial compensation is a necessary component of a nurse’s job environment, it is by no means a sufficient antecedent to satisfaction and loyalty (Peltier et al. 2003, 2004). Knowledge generation is one of the critical components of achieving a sustainable competitive advantage. Almost all descriptions of IM practices emphasize the importance of training. The success or failure of organizations is partly contingent on employees’ ability to resolve problems, make necessary changes to work procedures, and to guarantee the quality of products and services. Thus, investing in training does have intangible benefits such as improved attitudes and increased skills that may presage higher levels of service quality, customers’ satisfaction and loyalty. Training also provides organizational members with the value and culture cherished by the organization and communicates the organization’s commitment to their internal customers’ career development (Bansal et al., 2001). As Spence Laschinger, Finegan, Shamian & Wilk (2004) discussed, workplace environments provide nurses with greater access to information, support, and opportunities to learn and grow over time and the experience of higher levels of job satisfaction (Spence Laschinger et al., 2004). Education and training promote feelings of self-worth and professional growth, two key elements for enhancement in the nursing profession (Peltier et al., 2006). Effective involvement means giving employees a certain amount of job autonomy. One of the predictors of better service performance is employees’ involvement. Employee’s involvement provides opportunities for employees to enhance their skills and discretion in the job and to enjoy their work (Cheung & To, 2010). Christen, Iyer & Soberman (2006) found that job autonomy positively influences job satisfaction of grocery store managers. Similarly, in a study of hospital employees, Paulin Ferguson & Bergeron (2006) found that job autonomy had a significant, positive effect on overall job satisfaction; And on examining motivational practices for mid-level health care managers, Timmreck (2006) found a positive influence of motivation on job satisfaction (Dabholkar & Abston, 2008).

Social bonds cover a much wider array of activities than financial bonds and could include all interpersonal interactions that exist within an organization. Teamwork, cohesion, cooperation, friendliness, shared values, and a supportive work environment have all been found to be important antecedents of nurses’ satisfaction and retention. Social exchange theory which refers to how well two parties interact and form dependent relationships. Parties develop emotional bonds over time through the communication process. These ties are critical to maintaining the relationship. Communication is a facilitating dimension between the members of an organization. Positive communication in the forms of empathy, reflective listening, and supportive comments can enable organization members to share their needs (Peltier et al, 2006). Melten et al. (2005) emphasized the need for managers to communicate with contact workers as a way to facilitate better consumer satisfaction (Melten et al., 2005). Within a health care organization, social bonding can take many forms, including social support, connectedness to other staff, caring, empathy, information support, assistance, affirmation, and a host of other relationship-based communications and interactions among nurses and other health care professionals. Adequate communications among these workers are necessary. When good communications exist among nurses and other members in the health care team, the likely result is the higher job performance, increased job satisfaction, and improved quality of care (Peltier et al., 2003). With regard to the provision of appropriate health care for patients in need, structural bonding is in parts a form of collaboration among members in a network in which various stakeholder are grouped (Peltier et al, 2006).

Although structural bonding can take multiple forms, the ones that have received recent attention in health care settings are perceptions of control over care and job flexibility. As such, an essential element for enhancing nurse satisfaction and loyalty is having an internal culture that values the knowledge, experience and perspective that nurses offer to the organization. Nurses’ perception of the amount of control they have over the care received by patients, represents feelings of empowerment, which in turn has been found to enhance respect, and organizational trust. Empowerment is an organizational cultural that decentralizes power by involving employees in different levels of collaborating in the decision making process (Peltier et al, 2006). Aiken, Clarke, Sloane, Sochalski & Silber (2002) showed that nurses working in environments that promote autonomy and control over hospital practices were generally more satisfied with their jobs and experienced less burnout. Flexibility improves workers’ efficiency and productivity (Kelliher & Riley, 2003).Increased flexibility in work hours enables nurses to balance their work and family commitments more evenly. It also gives them some autonomy to determine how they will accommodate to their lifestyle with the emotional and physical demands of the job, and to enhance job satisfaction (Peltier et al, 2006). The following hypothesis are proposed:


H5:   the formal internal marketing has a positive effect on employees’ satisfaction.

H6:   the informal internal marketing has a positive effect on employees’ satisfaction

H7:   the responsiveness has a positive effect on employees’ satisfaction.



Also the mediating role of the variables was investigated. Thus, hypotheses are proposed:


H8:   management commitment to the internal marketing positively affects employees’ satisfaction through the formal internal marketing.

H9:   management commitment to the internal marketing positively affects employees’ satisfaction through the formal internal marketing.

H10: management commitment to the internal marketing positively affects employees’ satisfaction through the responsiveness.



With regard to the hypothesis, figure1 shows the research model of this study, in which MCIM affects Employees’ satisfaction via three core IM practices, formal internal marketing, informal internal marketing and responsiveness. The figure illustrates how MCIM can have an impact on Employees’ satisfaction.


[image: art]

Figure  1. The research model




METHOLOGY

The present study used descriptive analysis and is a kind of correlational study. Five variables are used to test the hypothesis. The questionnaires of To et al., (2015) and Lings and Greenly (2005) were used to test the hypothesis and measure MCIM, formal internal marketing, informal internal marketing and responsiveness. To measure employee’s satisfaction the questionnaire of Pelletier, Kabush, Vallerand & Sharp (2007) was used. To verify the relationships between variables and factors, confirmatory factor analysis and structural equation modeling using LISREL software technique was used. Cronbach’s alpha coefficient which is used to test the reliability of the designed questions to asses each variable is presented in Table (1).


Table  1
The reliability test using Cronbach’s alpha



	Research variables
	Number of questions

	Cronbach’s Alpha




	Management commitment to internal marketing (MCIM)
	3

	0.844




	Formal internal marketing
	4

	0.840




	Informal internal marketing
	5

	0.831




	Responsiveness
	2

	0.877




	Employees’ satisfaction
	28

	0.921




	Total questionnaire
	42

	0.951





The study consisted of 150 nurses of Imam Jafar Sadiq in Maybod district. Ratio scale and random sampling were used. Number of samples was determined by using the formula for the limited sample size of 110. Demographic characteristics of the samples are presented in Table 2. As it is visible 72.7% of respondents were female nurses.

FINDINGS

The findings of the study are determined by measuring exogenous variable models (management’s commitment to internal marketing) and endogenous variable models (formal internal marketing, informal internal marketing, responsiveness, employees’ satisfaction) toward confirmatory factor analysis and confirming the relationship between the variables of the model analysis through path analysis using structural equation statistical and statistical software of LISREL. Also Sobel test was run to consider the role IM as a mediator; in the following sections it will be discussed in more details.


Table  2
Demographic characteristics of the respondents (N = 110)



	Demographic characteristics
	
	Frequency

	Percent




	Gender
	Men

	30

	27.3




	women

	80

	72.7




	Age (years)
	<25

	18

	16.4




	25–35

	60

	54.5




	35–45

	30

	27.3




	45–55

	2

	1.8




	Education

	High diploma

	22

	20




	Bachelor

	85

	77.3




	Masters

	3

	2.7




	Working experience (years)

	<5

	34

	30.9




	6–10

	35

	31.8




	11–15

	21

	19.1




	15–20

	9

	8.2




	20>

	11

	10





Before starting hypothesis testing, it is necessary to ensure the accuracy of the measurement models. So measurement models are presented in the following unified table. The number of measurement equitations is in accordance with the number of observed variables. Each equation includes path coefficient of the observed latent variable, measurement error of the observed variable accompanied by significant test based on t and R2 or determined variance through latent variable.

APPROVING THE MODEL

In general, working with LISREL program, each of the indices obtained from the model cannot determine suitability and fitness of the model or verse. These indices should be interpreted together. There are several characteristics for evaluating fitness of the model which are presented in Table 4. As it can be seen degree of freedom is 1.19 and smaller than 3 which is proper enough. The low level of the index indicates little difference between the conceptual model and the observed data research. The RMSEA value is equal to 0.042 and less than 0.08. In addition , the RMSEA index decreases, the model is a better fit. Indices (NFI-NNFI-IFI-CFI) greater than 0.9 and GFI and AGFI index is greater than 0.8, so good model shown is approved.


Table  3
Confirmatory factor analysis for variables



	Latent variable
	Observed variables

	T

	Standard coefficient

	Determination coefficient

	Error




	Management commitment to internal marketing (MCIM)
	Q1

	9.46

	0.78

	0.61

	0.092




	Q2

	10.92

	0.86

	0.73

	0.075




	Q3

	8.35

	0.71

	0.51

	0.092




	Formal internal marketing
	Q4

	–

	0.80

	0.64

	–




	Q5

	9.46

	0.84

	0.70

	0.073




	Q6

	8.66

	0.77

	0.59

	0.080




	Q7

	7.27

	0.67

	0.44

	0.098




	Informal internal marketing
	Q8

	–

	0.75

	0.56

	–




	Q9

	7.50

	0.73

	0.53

	0.081




	Q10

	7.55

	0.82

	0.67

	0.084




	Q11

	8.28

	0.80

	0.64

	0.92




	Q12

	7.34

	0.72

	0.51

	0.090




	Responsiveness
	Q13

	–

	0.96

	0.92

	–




	Q14

	9.31

	0.82

	0.68

	0.087




	Employees’ satisfaction
	Financial bonds

	–

	0.87

	0.86

	–




	Social bonds

	9.64

	0.82

	0.66

	0.065




	Structure bonds

	8.01

	0.70

	0.49

	0.057





All variables showed t<1.96 and their reliability coefficient were determined properly, so none of the items (questions). So by considering all questions the researcher safely continued her work. It is necessary to mention that financial variable as observed variable had greatest effect on constructing the latent variable of employees’ satisfaction, followed by social and structural variables.


Table  4
Evaluation the fit indices



	Indices
	Amounts reported




	
	132.49




	df (degree of freedom)
	111




	df
	1.19




	RMSEA (Root Mean Square Error of Approximation)
	0.042




	GFI (Goodness of Fit Index)
	0.87




	AGFI (Adjusted Goodness of Fit Index)
	0.83




	NFI (Normed Fit Index)
	0.96




	NNFI (Non-Normed Fit Index)
	0.99




	IFI (Incremental Fit Index)
	0.99




	CFI (Comparative Fit Index)
	0.99






After determining confirmatory factor analysis, hypothesis testing was performed using structural analysis. Structural equation modeling was applied to test the hypothesis. This structural modeling standard mode is shown in the following figure.
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Figure  2. Model in its standard coefficient form



The above figure shows the general model in its estimated standard form. The results of the estimation (below the figure) show the suitability of the model. MCIM in model is independent variable and FIM (formal internal marketing), IIM (informal internal marketing), Res (responsiveness) and ES (employee’s satisfaction) are dependent variables. Only through this kind of model, comparing observed variables which are determiners of the latent variables is possible. This model in its standard form indicates how much of the latent variable variance can be determined through the observed variable. The following table encompasses standard coefficient and t of the model.

The above table shows that the determining coefficient for employees’ satisfaction is 60%.This indicates that MCIM, formal internal relations, informal internal relations and answering altogether can only explain 60% of employees’ satisfaction. According to the standard coefficient and the amount of t, one can say that informal internal marketing has a positive effect on employees’ satisfaction, and MCIM, and formal internal marketing and responsiveness variables has no meaningful effect. It says that 86% of formal internal marketing changes are determined through MCIM. The table also shows that 78% of informal internal marketing changes are explained through MCIM. In this way it can be said that 46% of answering changes are determined through the management commitment variable.


Table  5
Summary of standard coefficient, determination coefficient (R2), t and results



	Path
	Standard coefficient

	T

	Determination coefficient (R2)

	Results




	Management commitment to internal marketing (MCIM) → Formal internal marketing
	0.93

	8.91

	0.86

	Approve




	Management commitment to internal marketing (MCIM) → Informal internal marketing
	0.88

	7.81

	0.87

	Approve




	Management commitment to internal marketing (MCIM) → Responsiveness
	0.68

	7.41

	0.46

	Approve




	Management commitment to internal marketing (MCIM) → Employees’ satisfaction
	–0.20

	–0.40

	0.60

	Reject




	Formal internal marketing → Employees’ satisfaction
	0.21

	0.58

	
	Reject




	Informal internal marketing → Employees’ satisfaction
	0.62

	2.38

	
	Approve




	Responsiveness → Employees’ satisfaction
	0.22

	1.85

	
	Reject





HYPOTHESIS TESTING

After investigating and approving the model, the hypotheses were tested. Also the mediating role of the variables was investigated by using Sobel test.

According to Table (5) Hypothesis 1,2 and 3 are approved. Therefore it is cocludeded that management commitment to the internal marketing has a positive effect on the formal internal marketing, informal internal marketing and responsiveness.

But Hypothesis 4 and 5 is rejected and both variables management commitment to the internal marketing and formal internal marketing have no effect on employees’ satisfaction.

According to Table (5) Hypothesis 6 is approved. This means that there was a meaningful relation between informal internal marketing and employees’ satisfaction. But Hypothesis 7 is rejected and responsiveness has no effect on employees’ satisfaction.


According to the Table (6) Hypothesis 8 is rejected. So MCIM through the informal internal marketing has no effect on employees’ satisfaction. But Hypothesis 9 is approved. So since there is no direct relation between MCIM and employees’ satisfaction, the informal internal marketing variable play a mediating role, and MCIM through informal internal marketing affects employees’ satisfaction.

Finally Hypothesis 10 is rejected. So MCIM through the responsiveness has no effect on employees’ satisfaction.


Table  6
The role of mediating variables using Sobel test



	Mediating Variables
	Z

	P

	S.E

	Effect of standard indirect




	formal internal marketing
	0.567

	0.345

	0.571

	0.195




	informal internal marketing
	2.323

	0.239

	0.020

	0.546




	responsiveness
	1.779

	0.084

	0.075

	0.150





DISCUSSION AND CONCLUSION

The results of hypothesis testing and statistical analysis show that MCIM has a meaningful effect on different ways of IM (formal internal marketing, informal internal marketing and responsiveness). To et al. (2015) in their study confirmed the first three hypotheses. But opposite to what is supposed, there was no meaningful relation between MCIM on employees’ satisfaction. It seemed that for participants financial necessities had priority over structural and social affairs. While Peltier et al., (2003, 2004) and Pelletier et al., (2007) in their studies showed that social and structural affair were more important than the financial ones. Also, among different internal marketing methods only the informal internal marketing method had a meaningful effect on employees’ satisfaction, directly or indirectly. This means that the informal internal marketing is more effective than the formal internal marketing.

This is highly consistent with evidence from this study that informal internal marketing directly affects employees’ satisfaction, while formal internal marketing does not have a major impact on it. Regarding the results obtained through these surveys, with the emphasis on developing informal internal marketing, the management can lay the base for improving employees’ satisfaction, while the formal internal marketing will not enhance it considerably. As Rafiq & Ahmed (2000) argued that Managers should focus on communicating with their  subordinates in a way that employees understand their vital roles in achieving organizational objectives (Rafiq & Ahmed, 2000). Also A study by Cowherd and Levine (1992) suggests that internal customer’ satisfaction affects the quality of products, which in turn influences external customer’ satisfaction (Bansal et al., 2001). Thus, informal internal Marketing leads to increased employees’ satisfaction, which leads to improved service quality and customer’ satisfaction.

We challenge researchers to consider the broader implications of satisfaction related factors and the relationship between internal marketing and employees’ satisfaction in other hospitals and organisations.
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ABSTRACT

The objective of the study is to examine audit firm size, the provision of non-audit services (NAS) and audit tenure as factors that influence the likelihood that an auditor agrees with allowing audit exemption. This study employs a 2 × 2 × 2 within-subject experimental design. Respondent auditors were required to evaluate 8 case scenarios. A total of 79 questionnaires were returned and used for data analysis. General Linear Measurement (Repeat Measure) was used to analyse the data. The study found that an audit firm size has a significant impact on the likelihood that an auditor agrees with offering audit exemption. The larger the size of the firm, the greater is the likelihood of agreeing with allowing audit exemption. Therefore, it is suggested that small audit firms (with 5 or fewer employees) merge and focus on activities that contribute more added value such as consultancy. In so doing, auditors from these firms would be required to improve their knowledge and capacity by offering these services and not merely focusing on traditional audit work for SMEs. This is because SMEs are known to have limited resources and capacity and thus would be expected to have poor internal control. The requirement of a mandatory audit for such firms might lead auditors to compromise their independence. Thus, the government and the Malaysian Institute of Accountant (MIA) should help small audit firms to develop the necessary knowledge, skills and competencies to perform non-audit services.

Keywords: audit exemption, SMEs, audit firms, firm size, non-audit services, NAS, audit tenure.

INTRODUCTION

Many countries, such as Singapore, the United States, the United Kingdom and several other European countries have exempted small companies from annual statutory auditing. The experiences of these countries reveal that non-audit services, such as consultancy and taxation services, increase when the audit exemption was provided. Indirectly, such exemptions encouraged small audit firms to improve their knowledge and skills in these areas and, therefore, led to the growth of the small audit firms and increases in their revenues.

There are several reasons why SMEs have been offered an audit exemption. The ‘owner- manager’ issue highlights that for the majority of small businesses, the same individuals serves as the directors and the shareholders. In addition, SMEs that are small in size typically lack a strong internal control system, which is a necessary prerequisite for an unqualified or a clean audit opinion. Furthermore, smaller companies regard conventional audits as a costly activity that provides little value added (Collis, 2010; Kamarudin, Abidin, & Smith, 2012).

In Malaysia, the government is pursuing Vision 2020, a plan intended to move Malaysia from a middle-income economy to a high-income economy. One of the aims of this plan is for companies offering services to improve their service quality by offering value-added services. For audit firms, this would mean offering innovative services other than the traditional audit services such as consultancy and taxation services.

The issue of audit exemption and whether Malaysian regulators are considering the move has been reviewed in the past and leaves both the Small and Medium Practitioners (SMPs) and SMEs with the question of what the outcome of this widely debated issue will be. Among the studies undertaken was a review on the requirement of mandatory audit for all companies. In early 2009, the Corporate Law Reform Committee issued a recommendation to retain mandatory audit for all companies, but power would be given to the regulator to exempt small companies from this requirement (SSM, 2009). If audit was deregulated, audit firms which concentrated on audit work for small companies would be affected. Thus far, there has been no strong indication or proposal regarding the elimination of mandatory audits. Considering the progress made in other countries in audit deregulation, including in neighbouring Singapore, the auditing industry in Malaysia will remain status quo until policymakers perceive a need to change the regulations on statutory audits. Md. Ali, Sahdan, Harun Rasit, and Teck (2008) stated that the Malaysian auditing industry is “intertwined” with the dynamics of the political and socioeconomic context. Culture represents another potential influence on Malaysia’s accounting and auditing practices. Haniffa (2006) contended that cultural factors were a prominent factor, as the traditions of a nation are instilled in its people, and this could explain “why things are the way they are”.

Little research has been conducted to evaluate the role of small and medium practices (SMPs) as ‘expert advisors’ to support the business activities of small and medium enterprises (SMEs) over and above providing a statutory audit. These circumstances have led to conflict because auditors are attempting to maintain their professional standards while simultaneously considering the wishes of their clients (Koo & Sim, 1999).

The potential advantages of audit deregulation would include allowing SMPs to focus their resources on developing their capacities and professional capabilities in niche areas other than statutory auditing to serve the heterogeneous SMEs segment. SMPs with the ability to provide SMEs with a broad range of business consultancy services and expand these services beyond the traditional mandatory audit work will spur growth in both entities. Relationship building between the SMEs and SMPs is considered crucial in the long run (Abang, 2013; Haron, Ismail, Yahya, Khalid, & Ganesan, 2010). There is a distinction between SMEs (non-listed) and publicly listed companies. Publicly listed firms face scrutiny from stock exchanges, regulators and market participants, and they are characterised by the separation of ownership and control. SMEs, in contrast, are much less regulated. The disposition of their agency problems is different as they are less exposed to market forces, publicity, and litigation and they operate in a much less regulated environment. Due to differences in market dynamics, there are different market segments for audit services for listed and large companies and those for SMEs. Requiring statutory audits of SMEs appears to be questionable based on the characteristics of SMEs and SMPs. As Tabone and Baldacchino (2003, p. 388) explained, ‘the conventional focus when evaluating the need for a statutory audit requirement is the economic size of the company’. Limited research has been conducted to evaluate audit firms’ role as ‘expert advisors’ providing business support services to SMEs over and above statutory audits. This situation generates conflict because auditors attempt to maintain their professional standards while simultaneously considering the wishes of their clients (Koo & Sim, 1999). As Langli and Svanström (2013, p. 7) affirmed, ‘the differences that exist between private and public firms are so large that we cannot rely on findings for public firms without careful consideration when we want to understand auditing in private firms, whether auditing is statutory or not.’

In recent decades, various studies such as Abu Bakar and Ahmad (2009); Amake and Okafor (2012); Hariri (2009); Shockley (1981) were conducted on auditing and the perception of auditor independence. These studies also examined independence issues based on a variety of respondents, ranging from the preparers and users of financial statements to cross-cultural studies on perceptions of the auditor independence. Furthermore, scholars had examined the various factors that influence the perceived independence issue and also obtained mixed findings. To our knowledge, very few empirical studies have been conducted on Malaysia to examine the factors leading to auditors’ perceptions of allowing audit exemptions. Therefore, the aim of this study is to close the gap by examining auditor’s perceptions regarding audit exemption. Small businesses face constraints with respect to their internal control systems that will affect the auditor’s opinion. Thus, if auditors were asked to issue an audit opinion on the company’s financial statements, this would affect the auditor’s independence. Thus, this study regards agreement with the proposition of providing an audit exemption for SMEs as indicating that the auditors would be more independent in performing their audit work.

The lack of literature on auditing SMEs in the Malaysian context entails a gap in the body of knowledge regarding the need for an audit exemption for SMEs from an SMP perspective. Furthermore, this study represents an important contribution because Malaysia is the only Asian country that requires all private companies, regardless of size, to have annual audits of their accounts annually (Salleh, Che Rose, Kumar, & Jaafar, 2008a). Therefore, the objective of this research is to investigate the factors influencing the likelihood that auditors will agree to an audit exemption for SMEs using an experimental research design. This study will specifically examine audit firm size; the provision of NAS; and the length of the relationship between audit firms and their clients (audit tenure) and the effects of these factors on the likelihood of an auditor agreeing with providing an audit exemption. The next section will present the literature review and hypothesis development include the types of companies and regulations in Malaysia, the background of audit exemption and the relationship between SMEs and auditing.


LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

SMEs in Malaysia

In Malaysia, section 174 of the Companies Act of 1965 states that all registered companies, regardless of size, type of business, or whether the company is public or private, must have their financial statements audited on an annual basis. The financial statements must be prepared in accordance with the accounting standards approved by the Malaysian Accounting Standards Board (MASB) and the provisions of the Companies Act of 1965 and audited by an approved auditor. The types of companies in Malaysia are Public Listed, Non-Public Listed, Private Limited and Exempt Private Companies. Other than Exempt Private Companies, all companies must file audited accounts with the Companies Commission of Malaysia (CCM).

In Malaysia, SMEs in the manufacturing sector are defined as enterprises with annual sales turnover of no more than RM50 million or employing no more than 200 workers, whereas in the services and other sectors, the company must have annual sales turnover below RM20 million or employ no more than 75 workers. According to Economic Census 2011, the types of legal status of SMEs are namely: (i) Individual Proprietorship (71%), (ii) Partnership (8.5%), (iii) Private Limited Company (18.4%), and (iv) Others (2.1%). Private limited companies account for the second largest portion of SMEs in Malaysia. As the name suggests, a private limited company’s shares are privately held by its shareholders and are not available to the public. A private limited company, identified by the abbreviation ‘Sdn Bhd’ (Sendirian Berhad) at the end of the company’s name, is regulated by the statutory requirements for companies incorporated under the Companies Act of 1965 and thus must have its accounts audited.

Generally, the objective of an audit is to express an opinion on the truth and fairness of a company’s financial statements in accordance with the requirements of the Companies Act of 1965. In other words, the fundamental purpose of an audit is to inform shareholders regarding the management of the company. However, many private limited companies are owner- or family-managed and small, as measured by quantitative criteria such as turnover, net assets and/or the number of employees. Typically, the ownership and management of the company’s assets are vested in the same persons. This leads to the question of whether a mandatory annual statutory audit requirement is justified in such circumstances, ‘where the auditor is merely reporting information already known to the same person acting in a different role’ (Tabone & Baldacchino, 2003, p. 389). The relevance of a mandatory annual statutory audit requirement for SMEs, given their economic size, owner-managed status and costly reporting requirements, has been the subject of substantial debate worldwide.

In the year 2002, 91% of audit firms in Malaysia are owned by one or two partners, whereas 1% of these firms have more than nine partners (Lee, 2002). Surail, Ayoib, and Hariri (2007) concluded that the Malaysian market for audit services is competitive and ‘the survival of small and medium practitioners hinges on the provision of personalized services to clients’ (Lee, 2002, p. 16).

In a presentation by Audit Oversight Board Malaysia on November 2014 entitled “Sectorial Dialogue with Audit Firms“, it can be said that although the number of small audit firms with either sole proprietor or with 2–4 partners are decreasing in number from 2011 to 2014, it can be seen that they are still the majority of audit firms in Malaysia from 2011 to 2014, totalling 81%, 77%, 74% and 74% respectively. This can be seen in Table 1.


Table  1
Number and types of audit firms in Malaysia

[image: art]

Source: Audit Oversight Board, 2014. Retreived on 1 December 2015 from http://www.sc.com.my

Background of Audit Exemption

Audit exemption is an apparent issue and has been frequently discussed in the auditing industry. The issue has been raised and addressed in many developed countries such as the UK, Australia and New Zealand (Kamarudin, et al., 2012). Other countries have deregulated audits for SMEs, including Malaysia’s neighbour Singapore, the United Kingdom (UK), Australia, New Zealand, Canada and European Union (EU) countries.


SMEs have been exempt from mandatory auditing in Australia since 1971. In 2003, Singapore adopted Australia’s stringent model to qualify companies for audit exemption (Chan, 2012). Canada and the UK introduced audit exemptions in 1994. The UK government has made several changes to the qualifying threshold for businesses to be exempted from auditing. Most countries have implemented other provisions to protect the interests of shareholders and other stakeholders despite the companies satisfying the threshold criteria. In the US, privately owned companies are not legally required to conduct audits. In general, audit exemption is given to SMEs due to several reasons such as SME’s lack of internal control system due to the fact that they are managed by a limited number of staff and that owners are usually also the managers of the company. Thus, in most of the small companies where the shareholders and the directors are the same person, it would make auditing meaningless. In addition, audit fees that SMEs would have to pay would be a financial burden for the small companies with no benefits in return for the company. (Collis, 2010; Kamarudin, et al., 2012; Salleh, Che Rose, Kumar, & Jaafar, 2008b)

This issue has never been addressed in regulatory reform despite several fundamental surveys and studies conducted by the Corporate Law Reform Committee (CLRC) beginning in 2003 (Chan, 2012). In a study conducted by Chung and Narasimhan (2001), small companies supported the elimination of mandatory audits and audit fees. These small companies believed that an audit exemption would reduce the workload of directors and staff involved in the preparation of annual audits. Few studies have been conducted on the topic in the Malaysian context. However, numerous studies have been performed in countries that have implemented deregulation, especially in the United Kingdom (UK) and European Union (EU). Studies conducted in the UK offered useful insights for policy makers to effect change based on the characteristics of small companies (Beaver & Prince, 2004; Collis, 2010; Collis & Jarvis, 2002). A certain revenue threshold for the companies that is eligible for exemption from annual audit can be determined.

Chan (2012) noted that the study on audit exemption in Malaysia based on the auditors’ perceptions is Salleh, et al. (2008a). Salleh, et al. (2008a) examined the auditors’ perceptions on eliminating mandatory annual audits and found that, in general, auditors in Malaysia are opposed to the audit exemption regulation. The authors also found that the primary contributors to audit firm revenue were audits conducted for SMEs. The authors further found that auditors perceived that SMEs derive substantial benefits from having their accounts audited. These benefits include fraud detection and improved decision making (Salleh, et al., 2008a). Collis (2010) contended that it is the management’s responsibility to weigh the costs and benefits of financial reporting and that it is logical to assume that such decisions are made based on economic rationality. Power (1997, p. 5) stated: ‘Audit is a risk reduction practice’. On this basis, Collis (2010) further explained that an audit serves as a mechanism to reduce information risk, inherent risk and control risk and, ultimately, agency costs.

Based on previous studies on audits of SMEs, there is no consensus among regulators regarding the need for statutory audits of private firms (Langli & Svanström, 2013). In the US and Japan, private firms operate without any legal requirement to disclose financial statements (Arruñada, 2011). The legal requirements for audits differ across the EU countries. For example in Denmark, Sweden and Malta, all firms are required to prepare audited financial statements, including those with no sales, whereas Cyprus, the Netherlands, Germany and the UK only require auditing for firms with sales exceeding 7 million euros (Collis, 2010).

Although previous research have concluded factors such as providing non-audit services (NAS), the duration of auditor-client relationship (audit tenure), audit market competition, the size of audit firm/audit client, the size of audit fee, the existence of audit committee, the client’s financial condition, gift, discount on purchases and nature of conflict can influence perceived auditors’ independence. This study, however, will focus only on three of those factors which are opined to be relatively important factors in influencing auditors’ independence: (i) size of audit firm; (ii) provision of non-audit services by audit firms to the audit clients, and (iii) tenure of audit firms serving the needs of a given client. This is in line with the MIA By-Laws which highlighted that threats to independence are caused by self-interest, self-review, advocacy, familiarity and intimidation. These threats appeared in many circumstances such as in providing non-audit services, duration on auditor-client relationship (audit tenure) and audit firm size. This shows that the three factors are perceived to be influential by the regulators. For example, the duration of auditor-client relationship or audit tenure expose auditors to not familiarity, but also self-interest and self-review threat. In addition, providing non-audit service may expose auditors to all the possible threats.

Small and Medium Enterprises and Auditing

From a theoretical perspective, the need for auditing concerns Agency Theory and Stewardship Theory. Agency Theory concerns companies for which there is a separation between ownership and control. To monitor the activities of managers, the principal (owner) must be willing to incur monitoring costs (Jensen & Meckling, 1976). Stewardship Theory notes that managers hired by the owner must serve the interests of the owners (Donaldson & Davis, 1991). Thus, management can be monitored through the annual accounts, the reliability of which is enhanced by an audit report (Goddard & Masters, 2000). However, in many private limited companies in Malaysia, the owner (shareholders) and manager is the same person. Prior studies indicated that a statutory audit requirement does not provide much value in this context (Kamarudin, et al., 2012; Tabone & Baldacchino, 2003). Beaver and Prince (2004) examined management issues among small firms in the UK and concluded that the form of ownership that exists in larger organisations, which is usually distanced from its management and control, is not found in the case of small enterprises. Tabone and Baldacchino (2003) analysed mandatory annual statutory audit requirements for owner- managed companies in Malta. They concluded that in an “owner-managed” company, statutory audits cannot be understood as monitoring in the sense of the traditional agency relationship between shareholders and directors because the relationship does not exist.

Chan (2012) and Kamarudin, et al. (2012) found that the financial information contained in SMEs’ financial reports did not satisfy the requirements of the reports’ primary users. This suggests that the primary deficiencies of SME financial statements are that they were prepared for tax reasons, using out-of-date information and with limited disclosure. Therefore, SMEs’ financial statements were prepared merely to satisfy statutory requirements. Furthermore, the majority of SMEs engage in simple business transactions, and non-compliance with mandatory accounting standards is prevalent among SMEs (Goddard & Masters, 2000).

As in previous studies, SMEs that do not believe that they benefit from statutory audits welcome the implementation of audit exemptions. Kamarudin, et al. (2012) observed a significant relationship between the level of acceptance of audit exemptions and the perceptions of the value provided by an audit, audit burdens and audit costs among SMEs in Malaysia. Further insights from the SMEs include the fact that statutory audits are not considered to be of substantial value in the Malaysian market, where most companies have them performed for the sake of regulatory compliance. Previous research have examined whether the benefits of audit outweigh the costs (Collis, 2010; Farrugia & Baldacchino, 2005; Salleh, et al., 2008a). For example, the benefits of annual auditing are that it can help to detect fraud, value-added services to the companies, assist the management in the decision making process, and give confidence to third parties about the financial status of the company. In contrast, the audit exemption for SMEs in the UK was intended to reduce the burden of compliance for small companies, as for firms below a certain size, the costs of auditing outweigh the benefits (Collis, 2010).

Meanwhile, accountability and internal control within SMEs are often the primary concerns associated with audit deregulation. Moreover, the interests of users of audited financial statements should always be the priority of companies and be protected. Studies conducted on SMEs in Malaysia regarding their perceptions of the fundamental purpose of audits (prepare and publish their financial statements) indicate that SMEs generally have audits conducted to satisfy statutory requirements (Chan, 2012; Kamarudin, et al., 2012). Most SMEs rely on their accountants to satisfy these reporting obligations. In addition to providing auditing services to SMEs, SMPs also provide credibility for published accounting information among users of financial statements, for example, to facilitate the on-time and accurate payment of taxes, thereby avoiding penalties, interest and investigations. Furthermore, SMPs also provide advisory services to improve the business funding, play a key role in raising finance and capital, improve controls, deter and detect material fraud and error, demonstrate good corporate citizenship and other ancillary benefits of an audit such as advice regarding the structure and operations of systems. Some SME directors do not regard reporting costs as an undue burden. SME directors regard tax authorities and the organisation’s management and lenders as the most important users of audited financial statements.

It is necessary to protect the users of financial statements and creditors. Tabone and Baldacchino (2003) reported the significance of a statutory audit requirement in the owner- manager context if the audit report is relevant to third parties such as bankers and other creditors and tax authorities and if the statutory audit has a positive effect on the owner- manager and staff in the form of imposing financial discipline (and not particularly for fraud detection or error finding) and providing advice in non-audit areas. Banks and lenders require audited financial statements as part of the credit assessment process for loan applications and during the loan tenure, as well as when deemed necessary (Kamarudin, et al., 2012). Therefore, the interests of creditors concerning audit exemption must to be taken into consideration. Stringent criteria are imposed in countries such as Canada and Australia to protect the interests of stakeholders (Chan, 2012). In addition, SMEs’ access to finance tends to be determined, more than other factors, by the quality of financial information they can produce and the degree to which individuals, institutions and governments are willing to take on the risk of financing them (ACCA, 2010).

The positions of other stakeholders are vital when considering audit exemption. The stakeholders most affected by reforms of audit requirements are the SMPs, banking institutions and other third-party users of SMEs’ audited financial statements (Langli & Svanström, 2013). Regulators need to ensure that procedures are in place to protect the minority shareholders and other stakeholders in the company.


Audit Firm Size

Previous research suggests a positive association between audit firm size with auditor independence (Abu Bakar, Abdul Rahman, & Abdul Rashid, 2005; Abu Bakar & Ahmad, 2009; DeAngelo, 1981; Gul, 1989; Shockley, 1981). It has been found that larger audit firms has higher auditor’s independence as they are often considered to be more able to resist pressures from management compared to small audit firms. More to the point, it has been argued that certain characteristics of small audit practices may increase the impairment of independence, such as having the tendency to provide a more personalized mode of service and close relationship with the client (Shockley, 1981). It is often recognized that large auditing firms are less dependent on any single client who are able to resist client firm pressure as they. However, as pointed out by (Goldman & Barlev, 1975), one should not conclude that large CPA firms are immune to pressures from their clients. The court cases which challenge the assumption that CPA firms acted independently indicate that a large CPA firm is no guarantee of its ability to resist pressures from clients, as the case with Arthur Andersen and Enron (Abu Bakar & Ahmad, 2009). In Malaysia, Salleh, Che Rose, Kumar, and Lu (2007) mentioned that 98.5% of MIA firm members are made up of small firms, having one to five partners. Another view with regards to the size of audit firms in Malaysia, Abu Bakar and Ahmad (2009), mentioned that 91.4% of Malaysian audit firms fall into the category of small firms with one to two partners, while medium size audit firms with three to eight partners constitute 7.5% of the population of audit firms and the remaining figure of 1.1% are of the large size audit firms with more than nine partners. Salleh, et al. (2008a) used three factors that are being used in the SMEs definitions to categorize the firm size. The factors were paid-up share capital, number of employees and annual turnover. The current study will adopt the measurement for audit firm size based on the SMEs criteria to classify services and other sectors by sizes according to number of employees. Therefore audit firm sizes are categorised into two, namely an audit firm size having less than five employees (micro) and one with more than five employees (small/medium).

Non-Audit Services

NAS as defined by Firth (1997) include tax consultancy, system consultancy, management advice, international business advice, human resources management and investment consultancy. Other than providing audit services, many audit firms provide NAS to their audit clients. The joint provision of audit and non-audit services (NAS) by incumbent auditors has been intensively debated in the literature. The AICPA has repeatedly taken the position that independence is not necessarily impaired when a CPA performs NAS for his audit clients (Beattie & Fearnley, 2002). However, auditors sometimes provide other services that are related to audit that is different from NAS. A study by McKinley, Pany, and Reckers (1985) examined whether provision of NAS by audit firm, audit firm type and audit firm size would affect bank officers’ perceptions of CPA independence, the financial statement reliability and their loan decision. Results showed that NAS did not affect the recommendations of loan application and the reliability of financial statements. Meanwhile the studies by Hariri (2009), Shockley (1981), and Abu Bakar and Ahmad (2009) have found that NAS significantly impair audit independence. Various measurements of non-audit service is evident from the past studies. Earlier research by Shockley (1981) merely measured whether or not auditors provide such services to their clients, as indicated in the scenario to be ‘yes’ (Y) or ‘no’ (N) and Abu Bakar, et al. (2005) who later replicated her research used the same measures. In a more recent research, as cited in Hariri (2009), Dopuch, King, and Schwartz (2003) segregated his measurement to be “Provide” (disclose, not disclose) and “Not Provide“, which is similar. The MIA By-Law cut off point for non-audit service fee is not to exceed 15% of the audit firm’s total revenue, however the MIA By-Law does not state a maximum limit for NAS received from a single client. However this study defines non-audit service as ‘present’ or ‘absent’, that is the current study will segregate the provision of NAS to its clients into two levels, either ‘Provide NAS’or ‘Do not provide NAS’.

Audit Tenure

Tenure is the number of years an auditor audits a client. Audit tenure is said to have an influence on auditor independence. A long tenure is said to have a negative effect on auditor independence as many, especially regulators, have the impression that the client can better influence his auditor in a longer auditor-client relationship as compared to a shorter relationship. An auditor is perceived to be inclined toward his client through the years as they become familiar to each other. Hence, longer audit tenure is viewed to be a threat on auditors’ independence. On the other hand, a shorter tenure is perceived to be able to overcome the threat. As auditor-client relationship is new, the auditor is able to remain objective and will not adhere to a client’s intervention. Thus, the auditor is said to be independent. Regulators believed that auditor rotation is a solution for auditors to remain independent. In the aftermath of the major corporate collapses, such as Enron and WorldCom, policymakers and regulators have expressed concerns over the lack of auditor independence that might have caused by audit firm tenure and its effects on audit quality. Mandatory audit firm rotation (MAFR) every several years was suggested as solution (PCAOB, 2011) to strengthen independence. The notion of MAFR stems from the perception that long auditor tenure and the comfortable relationship between auditor and client would threaten auditor independence and decrease the auditing quality. Several Asian countries have adopted mandatory rotation. Previous research conceptualized tenure differently. For example, Shockley (1981) conceptualized tenure as ‘Long’ or ‘Short’. Recently conducted market based research defined audit tenure by the number of year of audit-client relationship. Carcello and Nagy (2004) and Johnson, Khurana, and Reynolds (2002) specifically defined “short” to be less than three years and “long” to be more than nine years. In Malaysia, the length of audit tenure and the possible effects on auditor independence are still unclear and are not explicitly addressed in any of the relevant Malaysian official documents (Abdul Nasser, Wahid, Nazri, & Mohammad, 2006), though in the year 2002 the Chairman of the MASB then had announced the intention of the board to make it mandatory to rotate the audit firm once every five years (The Edge, 2002). The current study will define audit tenure as ‘More than five years’ and ‘Less than five years’.

Audit Firm Size and the Auditor’s Likelihood of Supporting an Audit Exemption for SMEs

Previous research has reported that audit firm size influences the auditor’s independent judgement. Geiger and Rama (2006) observed a significant difference between clients that are audited by big-4 and non-big-4 audit firms with respect to bankruptcy filings after receiving a modified going concern report in the prior year. They found that the clients of big-4 firms file for bankruptcy less frequently and exhibit higher quality audit reports compared to those of non-big-4 firms. Amake and Okafor (2012) found that although audit firm size has a positive effect on auditors’ independence, this relationship was not significant. Regarding the perspectives of accountants and auditors, Salehi and Mansoury (2008) revealed that 70% (126 participants) of those surveyed did not agree that firm size affects auditors’ willingness to report biases. In other words, they believe that firm size has no significant effect on auditors’ independence.

In Malaysia, Sori, Mohamad, and Karbhari (2006), Abu Bakar and Ahmad (2009) and Salleh, et al. (2008b) found that audit firm size has a positive and significant effect on auditor independence. Regarding the perspectives of third parties such as bank loan officers, Abu Bakar, et al. (2005) also reported a positive relationship between firm size and the level of auditor independence. Therefore, in our study on audit firm size and the likelihood that an auditor will support an audit exemption for SMEs, we hypothesis that:


H1:   Large audit firm will lead to a greater likelihood of supporting the audit exemption.




Non-audit Services and the Auditor’s Likelihood of Supporting an Audit Exemption for SMEs

One factor associated with the downfall of Enron Corporation was that NAS were being offered in conjunction with audit services. As a result, US regulators passed a new law called the Sarbanes-Oxley Act in 2002. The act prohibited auditors from providing NAS (except for taxation) in conjunction with audit services. In addition, the law requires that the fees charged for NAS must be disclosed in the clients’ annual reports. In Malaysia, the MIA By-Law states that a “self-review threat” might be created if audit firms provide both audit and NAS to the same client.

Research conducted by Ahadiat (2011) on British and Australian audit clients concluded that providing non-audit services makes auditors less likely to issue a qualified opinion. Indirectly, this implies that providing NAS might impair auditor independence. In Malaysia, Abu Bakar and Ahmad (2009) and Abu Bakar, et al. (2005) found that accountants and bank loan officers agree that NAS have a significant effect on auditor independence. In addition, Hariri (2009) found that NAS fees have a positive relationship with the impairment of auditor independence. Thus the current study on NAS and the likelihood of an auditor supporting an audit exemption for SMEs hypothesis the following:


H2:   Audit firms that provide non-audit services will have a greater likelihood of supporting the audit exemption.



Audit Tenure and the Auditor’s Likelihood of Supporting an Audit Exemption for SMEs

Audit tenure has been studied in association with the collapse of large business empires such as Enron Corporation, WorldCom, etc. The duration of the auditor-client relationship is perceived to influence the auditor’s independence and judgement, especially regarding the auditor’s opinion of the truth and fairness of the financial statements of client companies and in issuing the audit report. US regulators have recommended “audit rotation” to maintain auditor independence and reliable audit reports. This means that audit firms are not allowed to audit a client’s company for an excessive period, as this may affect the auditor’s judgement. A relationship that is too long can affect the quality of audit work. Rotation is suggested not only for the audit firm but also for the audit partner. In Malaysia, the MIA has proposed that an audit partner be rotated after having audited a client’s company for five years (MIA, 2012). The effectiveness of this practice, however, remains unclear.


Prior research has reported mixed evidence regarding audit tenure and auditor independence. Auditors tend to issue more qualified reports in the early period oftheir tenure with a client (and hence if not too long). For example, the qualified reports means that the auditor cannot give a true and fair view about the company’s financial report or in other words, the auditors are unable to provide the opinion that the financial statement is correct. Meyer, Rigsby, and Boone (2007) and Geiger and Raghunandan (2002) found that a long audit tenure has a positive relationship with issuing more unqualified reports relative to a short audit tenure. However, Chiang and Lin (2012), in a study on Taiwan, found that audit tenure alone has no impact on the likelihood of an auditor issuing an unqualified report. This means that audit tenure is also influenced by other factors, such as the personal interests of auditors that combined with a long audit tenure will affect the auditors’ independence in issuing an audit report.

Amake and Okafor (2012) found that audit tenure has a positive but not significant relationship with auditor independence. The authors explain this lack of significance through the auditors’ honouring the trust and commitment that they received from the client. Hariri (2009) found that audit tenure has no significant relationship with auditor independence, which contradicts Abu Bakar and Ahmad (2009)’s findings. The latter found that audit tenure has a negative relationship with an auditor’s independence. Therefore, the current study on audit tenure and the likelihood that an auditor will support an audit exemption for SMEs hypothesises that:


H3:   Short audit tenure will lead to a higher likelihood of supporting the audit exemption for SMEs.



RESEARCH METHOD

In this study, the analyses are conducted at the individual level, thus the unit of analysis is the individual auditor. The sample was chosen from the population firms registered as MIA members. Based on the information provided by the MIA, as of 2013 there were 1239 registered member firms that provide audit services.

The data for this study was collected using questionnaires which consists of two parts. Part A consists of the background information about the respondents and part B consists of eight cases. The questionnaire for this study was developed by the researchers. A pre-test of the questionnaire was conducted using five auditors from the MIA list. The purpose of the pre-test is to ensure that the questionnaire is clear and suitable for respondents to answer. The respondents found the questionnaires to be clear. The five respondents in the pre-test have been excluded for the empirical research in order to avoid any bias data.

A total of 600 questionnaires was distributed with self-addressed returned envelopes to randomly chosen audit firms from the list provided by MIA. Finally, 79 usable responses were received which gave a 13% of response rate. According to Sekaran and Bougie (2010), the sample size has to be ranged between 30 to 500 respondents to ensure that the analysis is acceptable and can be tested.

An experimental design is used to achieve the research aims of examining the “effect” of the three variables on the perceptions of auditors’ independence. An experiment involves a researcher manipulating one or more variables to determine the effect of this manipulation on another variable (Kirk, 2013). In essence, the independent variables in this study will be tested at certain levels, namely the treatment levels, to determine their effects on the dependent variable.

The current study assesses the effects of three independent variables, namely audit firm size, the provision of NAS and audit tenure, at two levels as shown in Table 2. The study uses a 2 × 2 × 2 within- subjects design. Each respondent will have to evaluate eight scenarios (see Table 1) that manipulate the independent variables as described in Table 3. The hypothetical case involves an auditor auditing an SME with the following characteristics:



	SME size

	Annual Turnover of between RM400,000 and RM500,000 with 5 permanent employees.




	Nature of business and industry

	Retail and services business




	Other Characteristics commonly faced by SMEs

	No or improper segregation of duties

	Improper record keeping

	Lack of internal control and monitoring in inventory and the collection of sale proceeds




	Other hypothetical scenario

	An auditor assigned to conduct audit faces the dilemma of whether to proceed with an audit of the SME




In other words, a scenario in which a senior auditor faces a dilemma when auditing an SME based on certain SME characteristics will be introduced prior to the manipulation of the variables. The scenario portrays a dilemma faced by the senior auditor concerning internal control issues. In the experimental design, this acts as the control variable, establishing a uniform condition for the respondents to assume before proceeding to complete the set of questions posed in the questionnaire. Respondents are asked to assess the actions of the auditor based on the background of the company provided in paragraphs 1 and 2; the conflict described in paragraph 3; and the manipulated variables described in paragraph 4.


Table  2
Eight Scenarios/Cases
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Table  3
Measurement of Independent Variables



	Independent Variables
	Treatment Levels




	Audit Firm Size
	
a. More than five employees

b. Fewer than five employees





	Non-Audit Services
	
a. Provides NAS

b. Does not provide NAS





	Audit Tenure
	
a. More than five years

b. Fewer than five years






Meanwhile, the dependent variable for this study is perceptions of auditors’ independence. An auditor dilemma scenario was used to examine auditor independence, proxy by ‘likelihood to agree for audit exemption on SMEs. Previous studies on auditor-client conflict have used a scenario to evaluate if an auditor would accede or oppose a client’s resolution such as Gul (1989, 1991); Knapp (1985) and Patel and Psaros (2000).

The example of the one of the eight case scenarios in the questionnaire is illustrated as below.


CASE 1:

Background Information

Elite Lightings Sdn Bhd (ELSB) is a family-owned Small and Medium Enterprise (SME) that specializes in home and commercial lighting design and services. ELSB is located in Raub, Pahang and has been in operation for the past 15 years. The firm’s average annual turnover ranges between RM400,000.00 to RM500,000.00. Presently there are 5 permanent employees in the firm.

The owners have little financial knowledge. In addition, due to the small number of employees, ELSB often faced difficulty in segregation of duties. Transaction records were kept but occasionally, several errors were detected by the manager upon inspection. The store clerks often find inventory review of stocks difficult due to improper inventory record. The manager believes items were taken out from the store for installation work but there were no proper record and monitoring of physical stocks by the employees. Collection of sales proceeds was slow at times due to the present manner of record keeping.

Mr Sam is a senior auditor in Ahmad & Associates. Mr Sam has been assigned to conduct the audit and taxation for ELSB this year. Mr Sam has read some articles pertaining to the topic of audit exemption of SMEs in the 2012 issue of Accountants Today. After going through the records of ELSB, Mr Sam is hesitant whether he should proceed with the audit.

Additional Information

Ahmad & Associates is an audit firm with a total number of more than 5 employees. Ahmad & Associates has been providing audit services to ELSB for more than 5 years. In addition to audit services, Ahmad & Associates also offer other non audit services besides taxation.


Instruction:

Based on the scenario in the background and additional information above, please circle the most appropriate response to the questions below.

Question 1:

In your opinion, how likely would Mr Sam proceed with the audit of Elite Lightings Sdn Bhd (ELSB)/not exempt ELSB from being audited?
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Question 2:

Assume you are the auditor for Elite Lightings Sdn Bhd how likely would you proceed with the audit of the firm/not exempt ELSB from being audited?
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RESULTS

The GLM (Repeat Measures) is used to test the hypotheses. The GLM (Repeat Measures) is a statistical tool in SPSS that is able to detect the effects of categorical independent variables on a continuous dependent variable. This includes detecting the main and interaction effects of independent variables on the dependent variable. An ANOVA was conducted to address the research questions.

A total of 79 useable questionnaires were considered in the analysis. The respondent profiles are summarised in Table 4. Regarding age, only 17.7% of the respondents are considered young, that is, less than 25 years old, while only slightly more than 5% are above 55 years of age. Nearly half, 41.8%, of the respondents are between 26 and 35 years old, and 70.9% of the respondents are in the 26–45 age category. Among the 79 respondents, 41.8% are male and 58.2% are female. Regarding the current positions of the respondents, 46.1% are junior/senior auditors, 27.6% are audit managers, more than one-sixth (or 17.1%) and slightly less than one-tenth (or 9.2%) are partners and audit supervisors.


Table  4
Respondent profiles



	Items
	
	n

	%




	Age
	< 25 years old
	14

	17.7




	26–35 years old
	33

	41.8




	36–45 years old
	23

	29.1




	46–55 years old
	5

	6.3




	Above 55 years old
	4

	5.1




	Gender

	Male

	33

	41.8




	Female
	46

	58.2




	Highest Education

	Diploma

	1

	1.3




	Bachelor’s Degree
	35

	44.3




	Master’s Degree
	3

	3.8




	PhD/Doctorate
	0

	0.0




	Professional Qualification
	39

	49.4




	Other Qualification
	1

	1.3




	Professional Certificates

	MICPA

	7

	8.9




	CIMA
	1

	1.3




	CPA (Australia)
	8

	10.1




	ACCA
	23

	29.1




	Others
	4

	5.1




	Not Applicable
	36

	45.6




	Current Position

	Junior/Senior

	35

	46.1




	Audit Supervisor
	7

	9.2




	Audit Manager
	21

	27.6




	Partner
	13

	17.1





A large proportion (49.4%) of the respondents have a professional qualification, while a similar percentage (44.3%) holds a Bachelor’s degree. While none of the respondents have SPM/STPM qualification and only one has a Diploma, none of the respondents are PhD/Doctorate holders. Among the professional certifications that the respondents possess, the plurality (29.1%) of the respondents have an ACCA qualification, 10.1% and 8.9% of the respondents have CPA (Australia) and MICPA qualifications respectively, and only one respondent has a CIMA certificate. The reason why there is a low number of auditors with a low professional qualification is due to the fact that in Malaysia, one of the pathways to be an auditor is to have a Bachelor of Accounting degree by an approved institution accredited by MIA and possess three years relevant working experience. Nearly half of respondents have taken this route. Furthermore, most of the respondents are from the senior group because most of the small firms normally have partners and junior and senior level employees only.

Descriptive Statistics


Table  5
Means of different scenarios



	Case
	Scenarios
	Mean




	1

	<5 firm employees, <5 tenure years, do not offer NAS
	4.02




	2

	<5 firm employees, <5 tenure years, offer NAS
	4.22




	3

	<5 firm employees, >5 tenure years, do not offer NAS
	4.21




	4

	<5 firm employees, >5 tenure years, offer NAS
	4.17




	5

	>5 firm employees, <5 tenure years, do not offer NAS
	4.39




	6

	>5 firm employees, <5 tenure years, offer NAS
	4.46




	7

	>5 firm employees, >5 tenure years, do not offer NAS
	4.48




	8

	>5 firm employees, >5 tenure years, offer NAS
	4.54





Table 5 presents the mean likelihood of supporting an audit exemption for each of the eight scenarios. From the tabulated values, the highest likelihood of supporting an audit exemption is exhibited in case 8 (mean of 4.544), where the scenario includes large firm size, long audit tenure and firms that offer NAS. The lowest likelihood is exhibited in case 1 (mean of 4.019), where the scenario is the opposite of that in case 8, namely, small firm size, short audit tenure and firms that do not offer non-audit services. By examining the differences in mean likelihood (taking case 8 as the reference), case 4 (mean of 4.171), featuring small firm size, has the largest mean difference with case 8, followed by case 6 (mean of 4.456), featuring short audit tenure, and case 7 (mean of 4.475), which concerns firms that do not offer non-audit services. This finding suggests that firm size is the most important among the three factors considered in influencing the likelihood of supporting an audit exemption. The small difference in the mean between cases 8 and 6 and between cases 8 and 7 suggests that the length of audit tenure and firm provision of NAS may not be important factors influencing the likelihood of supporting an audit exemption.


Comparison of the Independent Variables

Another initial method of analysis that can be employed to determine the possible influence of certain factors on the likelihood of supporting an audit exemption is a 2-sample t-test. However, note that for each respondent, the eight scenarios are dependent as four scenarios relate to small firms and the remaining four scenarios relate to large firms. Because all statistical tests, including a paired t-test, require independent samples, the likelihoods obtained in the four scenarios involving small firms and those involving large firms are averaged. A similar procedure is conducted when testing mean differences in likelihoods for firms with different lengths of audit tenure and the mean differences in the likelihoods for firms with different NAS provision.


Table  6
Paired t-test, factors vs. likelihood
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Note: *p<0.05, **p<0.01, ***p<0.001

From Table 6, the means of the likelihood of supporting an audit exemption do not appear to differ substantially between small and large firms (4.155 and 4.467, respectively). However, and surprisingly, the paired t-test yields a significant result at the 5% level (t-statistic of –4.35 with a corresponding p-value of 0.000), indicating that the two means are statistically different. Here, the results imply that the likelihood that auditors at large firms will support an audit exemption is significantly higher than the likelihood that auditors at small firms will do so. In brief, firm size affects the likelihood of supporting an audit exemption.

Similarly, the means of the likelihood of supporting an audit exemption do not appear to differ substantially between firms with a short audit tenure and firms with a long audit tenure (4.272 and 4.350, respectively). Unsurprisingly, the paired t-test does not yield a significant result (t-statistic of –0.75 with a corresponding p-value of 0.454), indicating the two means are not statistically different. Thus, the results imply that the likelihood that auditors at firms with a short audit tenure and those at firms with a long audit tenure will support an audit exemption can be regarded as the same. At this stage, the length of audit tenure cannot be considered a factor affecting the likelihood of supporting an audit exemption.

Regarding firm provision of NAS, the likelihood of supporting an audit exemption does not appear to substantially differ between firms with respect to whether they offer NAS (4.348 and 4.274 for firms that offer and do not offer NAS, respectively). The result of the paired t-test (t-statistic of 1.30 with a corresponding p-value of 0.197) supports this observation, implying that auditors from these two types of firms have the same likelihood of supporting an exemption. In brief, firm provision of NAS is also not a factor in determining auditor support for an audit exemption.

Hypothesis Testing


Table  7
Multivariate main effect of firm size, non-audit services and audit tenure on an auditor’s support for an audit exemption



	Source
	F

	df

	p-value

	Partial Eta Squared




	Firm Size
	23.05

	1

	***0.000

	0.230




	Non-audit Services
	0.38

	1

	0.539

	0.005




	Audit Tenure
	0.46

	1

	0.498

	0.006





Note: *p<0.05, **p<0.01, ***p<0.001

Regarding the tabulated values in Table 7, the F-statistic (23.05) and the corresponding significance level (p-value) of 0.000 suggests that there is a statistically significant difference between the likelihood of supporting an audit exemption among auditors at large firms (more than five employees) and that for auditors at small firms (fewer than five employees). Despite the significance of audit firm size as a factor determining support for an audit exemption, the magnitude of partial eta squared is rather small (0.230), indicating that the strength of association between firm size and the likelihood of supporting an audit exemption is relatively weak.

Meanwhile, regarding firm provision of NAS, the F statistic of 0.38 with a corresponding p-value of 0.539 suggests that the null hypothesis of H3 stating that firm provision of NAS does not influence the likelihood of supporting an audit exemption cannot be rejected. This implies that there is no evidence to support the hypothesis that firm provision of NAS influencing the likelihood of supporting an audit exemption. The insignificance of the main effect of the firm provision of NAS is supported by the very small magnitude of partial eta squared of 0.005.

However, regarding the length of audit tenure as the main effect, the F statistic of 0.46 with a corresponding p-value of 0.498 indicates that the null hypothesis of H2 stating that audit tenure does not influence the likelihood of supporting an audit exemption cannot be rejected. This finding implies that there is no sufficient evidence to support the claim that the length of audit tenure is a significant factor influencing the likelihood of supporting an audit exemption. The result suggests the likelihood of supporting an audit exemption when the length of audit tenure is less than five years (short audit tenure) is not statistically significantly different from the likelihood of supporting an audit exemption when the length of audit tenure is more than five years (long audit tenure). The insignificance of length of audit tenure as a determinant of support for an audit exemption is further supported by the very small magnitude of the partial eta squared of 0.006, indicating that the association between the length of audit tenure and the likelihood of supporting an audit exemption is very weak.

DISCUSSION OF FINDINGS

H1 was supported at the 5% significance level. Therefore, the study concludes that working at a large audit firm will lead to a higher likelihood of supporting an audit exemption compared to an individual at a smaller audit firm. This is consistent with the findings reported by Abu Bakar and Ahmad (2009); Amake and Okafor (2012) and Shockley (1981). The larger the firm size is, the greater the tendency to support an audit exemption. This could be because larger audit firms have the resources to provide NAS and have greater opportunities to provide audit services and NAS to other audit firms than do small audit firms. This is generally the argument advanced for why SMPs do not support an audit exemption, as they are of the opinion that it would adversely affect their revenue. The paired t-tests revealed that there is a significant difference between auditors from small and large audit firms in this respect.

The study found that working at firms that provide NAS does not affect the likelihood of supporting an audit exemption. Thus H2 is rejected. This is consistent with the findings of Goldman and Barlev (1975), who suggested that providing NAS would increase the auditor’s independence, as most NAS are non-routine and that the auditor would directly benefit the client firm when conducting his audit work. Thus, it would not be an issue to simultaneously provide NAS and an audit. However findings by Abu Bakar and Ahmad (2009); Hariri (2009) and Shockley (1981) indicated a significant relationship between NAS and auditor independence. They concluded that simultaneously providing NAS and an audit impair the auditor’s independence. The different findings in this regard in the present study may result from the different measurement methods employed.

The professional independence of an auditor in Malaysia is considered to be impaired if the total fees arising from providing NAS to a client represent 20% or more of the audit firm’s total annual fees for two or more consecutive years (Ahmad, Shafie, & Yusof, 2006). However the MIA By-Law does not state a maximum limit for NAS received from a single client. This could be because the MIA is of the opinion that there is no conflict between offering NAS and an audit. In practice, audits and NAS services are offered by different divisions of the audit firms and are headed by different auditors, and thus audit firms might be of the opinion that providing both types of services would not impair their independence. Paired t-tests indicated that there is no significant difference between firms that provide and do not provide NAS. Furthermore, auditors will charge lower non-audit fees if the firm provides audit services and NAS to the same client (Craswell & Guest, 2000).

The study found that audit tenure does not have an effect on the likelihood that an auditor will support an audit exemption for SMEs. Thus, H3 was rejected. This could be because audit firms with a short audit tenure have yet to establish a good relationship with the SME client company and are not familiar with the SME’s systems and problems. Such audit firms would like to better understand the SME client company and realise that auditing services could represent an additional source of revenue for their companies. This also implies that a short audit tenure does not necessarily mean that the audit firm is more independent. The findings of this study are consistent with those of previous studies reporting that audit tenure does not affect auditor independence. Through paired t-tests, the present study found that there is no significant difference between a short and long audit tenure. This is consistent with Hariri (2009) and Carcello and Nagy (2004). However, in contrast, Abu Bakar and Ahmad (2009) and Meyer et al. (2007) found that a long audit tenure will improve audit quality and improve auditor independence. The difference between these findings could be due to the different research designs employed in conducting the studies. This study adapted an experimental design which focus on the cause and effect relationship by manipulating the factors while past studies utilised a correlational study.

Auditing standards require that the auditors of a given client company be rotated every five years (MIA By-Law section 290: Independence and audit review and engagement). However, as found by Mohamed, Ismail, Nazri, and Hariri (2007), this is not followed in practice—companies in Malaysia tend to retain their auditors for more than five years. The findings of the study accord with those of Shockley (1981) and Teoh and Lim (1996), who reported that tenure did not impair independence. In practice, a single auditor continues to perform audit services but rotates auditors after five years. In Malaysia, although there is no mandatory audit firm rotation, there is mandatory audit partner rotation which requires that partners rotate every five years when auditing PLCs and public interest entities (MIA, 2012; Siregar, Fitriany Amarullah, Wibowo, & Anggraita, 2012).

In summary, only the size of the audit firm was found to affect the likelihood that an auditor supports an audit exemption for SMEs. The results of this study do not support the hypotheses that NAS and audit tenure affect an auditor’s likelihood of supporting an audit exemption. This indicates that small audit firms do not support an audit exemption for SMEs because they might believe that this represents their main source of revenue. It is also possible that such audit firms lack the necessary skills, knowledge and competencies to devote greater attention and focus to non-audit services, such as consultancy and taxation (Haron, et al., 2010).

CONCLUSIONS AND LIMITATIONS

This study found that large audit firms tend to support an audit exemption for SMEs and that small audit firms hold the opposite opinion. This could be because small audit firms lack the necessary skills, knowledge and competencies to offer non-audit services. Some of the explanations cited in the past literature include a lack of resources to train staff. If this is the issue, a possible remedy would be for the MIA to recommend that small audit firms merge or expand their capacity by increasing the size of their staff. For example, audit firms could collaborate with legal firms, and when a client requests legal work, the small audit firm could channel the work to legal experts working for their audit firm. There could also be a consortium or a network of small audit firms which would “pass on” work to other members in the consortium if the service requested is not available in a particular audit firm.

Although issue of audit exemption has been the subject of much debate in the literature, there is little empirical evidence on the issue. As the issue of this study had examine using an experimental design which is different from past studies, it is able to enhance the knowledge of scholars and provide the empirically evidence in the field of study.


As in other research, this study has limitations. The principal limitation of the study is its small sample size which might be attributable to the length of the questionnaire. Although the sample size in the study was 79, this is sufficient to meet the study’s objectives (according to Roscoe’s rule of thumb), but ideally, a larger sample size would have been obtained. The sample also includes big-four firms, but in reality, firms outside of the big four typically audit SMEs. However, the proportion of large firms is quite small in this study. Nevertheless, this is acceptable, as this study merely aimed to examine the perceptions of all auditors with respect to the issue of audit exemption. Future studies could only include small audit firms and conduct interviews to obtain more detailed reasons that such firms do not support an audit exemption.
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ABSTRACT

Salespersons are the key marketing agent and they play a significant role in determining business successes of firms. In today’s highly competitive business environment, firms are attempting to outperform each other. Product quality and performance are no longer the key differentiating factor. The competitive edge of competing firms has shifted to the performance of the salespersons and the effectiveness of managing them. Nevertheless, achieving salesperson performance remains as one of the most challenging tasks of sales management today. This study aims to examine the effect of supervisory control on salesperson performance and the mediating role of salesperson’s adaptive selling behaviour in the relationship between supervisory control and salesperson performance. Based on a sample of pharmaceutical salespersons in Malaysia, the results revealed that supervisory control of activity control has a significant positive relationship on salesperson performance, and adaptive selling behaviour significantly mediates the relationship between activity control and salesperson performance. Implications, limitations of the research and improvements for future studies were discussed.

Keywords: salesperson, salesperson performance, supervisory control, adaptive selling behaviour


INTRODUCTION

Businesses are getting more dynamic and competitive, as there are a wide variety of choices of products and services being offered by firms. Due to the intense competition in the market, there is a threat that products and services may decline into a commodity business in which products and services are getting harder to be differentiated. Consequently, in order to gain a competitive edge, firms have to shift their competitive differentiation to the uniqueness of their human capital and the effectiveness of managing their human capital.

It has been a long history that firms have been using salespersons as the marketing agent of businesses. Salespersons are key in the promotion of products and services, as well as building relationships with customers. It has been reckoned that the single most effective way to promote products and services to the prospective customers is the use of salespersons (Zoltners, Sinha, & Lorimer, 2008, 2009). Being at the forefront of any firms, salespersons play several important roles. First and foremost, salespersons are the financial contributors of the firms as they are entrusted to bring in revenue and profit for firms’ long-term sustainability. They are also responsible to foster and grow the business relationships with the customers (Zoltners et al., 2009). Second, salespersons are seen as the change agent of businesses as they use their salesmanship skills to trigger the buying decision in the selling process. While other marketing efforts aim to create the ‘pull’ effects, salespersons are responsible to ‘push’ the products to the target customers (Zoltners et al., 2008). Third, salespersons are the boundary spanner of the selling and buying firms by matching the supply and demand of both parties (Stan, Evans, Arnold, & McAmis, 2012). Last but not the least important, salespersons are an effective communication agent who convey up-to-date information between their firms and the customers (Ingram, LaForge, Avila, Schwepker, & Williams, 2012).

Knowing the important roles played by the salespersons, businesses are spending to invest in hiring and maintaining salespersons. Unless the salespersons can truly perform, otherwise maintaining and managing salespersons becomes a cost burden to businesses. The budgets to maintain a sales force can be as high as 20% of the firm’s sales revenue (Zoltners et al., 2008). In revealing the truth, performance of salesperson has been generally far from satisfactory. According to the global surveys conducted by Accenture (Accenture, 2010a, 2010b, 2012), Chief Sales Officers of countries including Malaysia, who participated in the global surveys, revealed that typically only the top 20% of the salespersons bring in more than 60% of the firm’s revenue. The surveys implied that the remaining 80% of the salespersons are considered ineffective and can be a cost burden to the firms (Accenture, 2010a, 2010b, 2012).


Past research examining salesperson performance has been largely focused on factors related to individual salesperson’s personal characteristics and attributes (Verbeke, Dietz, & Verwaal, 2011). Even though supervisory control has been extensively researched, the findings are still inconclusive (Fang, Evans, & Zou, 2005; Flaherty, Arnold, & Hunt, 2007). Besides, past studies examining the salesperson’s adaptive selling behavior (ASB) and salesperson performance have also reported inconsistent or mixed results, while a majority of the studies reported results supporting the positive relationship between the salesperson’s ASB and salesperson performance (Kidwell, McFarland, & Avila, 2007; Spiro & Weitz, 1990). Due to the observed inconsistencies and mixed results reported in the relationship between the supervisory control and salesperson performance, as well as the relationship between salesperson’s adaptive selling behaviour and salesperson performance, this study propose to introduce salesperson’s adaptive selling behaviour as a mediator with the aim of filling the gaps on the above mentioned.

In view of this performance issue, the study of salesperson performance has become more important today than it has been in the past, as what influence the performance of salesperson needs to be clearly understood. However, the number of past studies examining factors that influence the performance of salesperson in Malaysia has been very limited. Therefore, the purpose of this study is to contribute to the extant literature by examining the following two questions:



	To what extent does supervisory control influence salesperson performance?


	To what extent does salesperson’s ASB mediate the relationship between supervisory control and salesperson performance?


LITERATURE REVIEW

Salesperson Performance

Salesperson performance refers to the financial and non-financial accomplishments achieved by the individual salesperson with respect to the roles and responsibilities set forth by the firm. It indicates how well the individual salesperson performs his or her sales related tasks when carrying out the assigned job responsibilities (Babakus, Cravens, Grant, Ingram, & LaForge, 1996).

As salespersons largely contribute to firm’s revenue, performance of the salespersons greatly affects the overall performance of the firm. Due to the important contribution of salespersons to firm’s business and profitability, research into what drive salesperson performance has attracted attention from scholars and sales researchers (Zoltners et al., 2008, 2009).

Past research in examining salesperson performance has been primarily on factors related to individual or personal characteristics as salespersons are often the ones blamed for firm’s lackluster sales performance (Verbeke et al., 2011). However, examining direct influence of factors related to individual or personal characteristics on salesperson performance has not been able to explain a large variance in salesperson performance. Subsequently, scholars proposed that studies related to salesperson performance should be examined by exploring management practices (Avlonitis & Panagopoulos, 2007) as the determinant of managerial practices is one of the controllable organizational factors which can influence salesperson’s motivation, attitude, behavior, commitment, satisfaction and performance (Churchill, Ford, Walker, Johnston, & Tanner, 2000).

Hence, scholars proposed that the focus should be shifted to managerial factors because sales management is known to play an influencing role in a salesperson’s behaviors and attitudes (Cravens, Le Meunier-FitzHugh, & Piercy, 2011). Based on a literature search using the available online databases on managerial practices, a large proportion of past research examining salesperson performance was related to supervisory control (Guenzi, Baldauf, & Panagopoulos, 2014). However, the mechanism of how supervisory control influences salesperson performance remains a black box. Scholars believed that managerial practices of supervisory control influence salesperson’s own behaviors, which in turn, lead to salesperson performance (Evans, McFarland, Dietz, & Jaramillo, 2012).

Supervisory Control

Supervisory control is the mechanism used by the sales management of the firm to manage and control their sales resources efficiently (Anderson & Oliver, 1987; Piercy, Cravens, & Lane, 2012). Supervisory control can be seen as a process by which the firm regulates or adjusts the behavior of its salespersons in the direction of meeting the firm’s business objectives (Challagalla & Shervani, 1997).

Based on the original conceptualization of Jaworski (1988) which was refined by Challagalla and Shervani (1996), supervisory control consists of 3 dimensions: (a) output control, (b) activity control and (c) capability control. Output control aims to drive salespersons to achieve end-results. Activity control focuses on how salespersons execute and accomplish their selling-related tasks. Capability control intends to enhance the quality of selling by improving salesperson’s skills and abilities. Both activity control and capability are often being referred to as behavior control as they aim to influence the behavioral performance of salespersons (Challagalla & Shervani, 1996). Behavior control involves relatively close supervision from the sales management in specifying the tasks, activities, abilities and skills, that are expected to be achieved or completed (Miao, 2007). In contrast to behavior control, in output control, salespersons are given the freedom to achieve the sales outcomes and salesperson performance is directly measured based on their sales revenue achievements (Challagalla & Shervani, 1996).

Salesperson’s Adaptive Selling Behavior

Salesperson’s selling behaviors have been described as the behavioral aspect of the salesperson in expending effort in the course of working and they are found to have an influence on firm’s sales effectiveness (Cravens, Ingram, LaForge, & Young, 1993; Wren & Simpson, 1996) and salespersons’ performance (Boles, Brashear, Bellenger, & Barksdale, 2000). Among all these selling behaviors examined, the salesperson’s adaptiveness in selling encounters has been identified as the most significant contributor to sales effectiveness (Wren & Simpson, 1996). The concept of applying adaptiveness in selling behaviors is known as Adaptive Selling Behavior (ASB) (Weitz, Sujan, & Sujan, 1986).

Salesperson’s adaptive selling behaviour refers to the salesperson’s behaviour in adapting, experimenting with different selling approaches from one customer to another, varying selling styles from one situation to another, and being flexible in selling approaches used. It also refers to the salesperson’s altering of sales behaviors during a customer interaction or across customer interactions based on the perceived information about the nature of the selling situation (Weitz et al., 1986). Subsequently, salesperson’s ASB has been widely studied by many scholars (Park & Holloway, 2003; Roman & Iacobucci, 2010; Spiro & Weitz 1990).

RESEARCH FRAMEWORK

Based on the literature review and the discussion in the preceding section, the following research framework is developed to incorporate the influence of supervisory control and salesperson’s ASB on salesperson performance.


[image: art]

Figure  1. The research framework




The research framework is developed based on Social Exchange Theory (SET). In SET (Blau, 1964), there is a feeling of personal obligation within the employee to reciprocate to the organisation (or management) and that develops a workplace commitment and the behaviour to perform. When the employee feels that the managerial practices are beneficial and useful, the employee is more likely to reciprocate by showing high levels of organizational commitment which leads to positive work performance even to the extent of engaging in certain positive behaviors that can benefit the organizations (Blau, 1964). Based on this underlying theory, the research framework intends to investigate if supervisory control influences salesperson performance directly or through the mediating variable of salesperson’s ASB.

RESEARCH HYPOTHESES

In general, supervisory control, in the form of involvement and supervision by the sales management should provide guidance and motivation to the salespersons to perform better (Baldauf, Cravens, & Piercy, 2001). Based on the underlying SET, salespersons should react in a positive manner and reciprocate the influence of supervisory control. In examining each individual dimensions of supervisory control, there are sufficient empirical supports for a positive relationship between output control with salesperson performance (Guenzi et al., 2014; Jaworski & Kohli, 1991; Miao, 2007), activity control with salesperson performance and capability control with salesperson performance (Oliver & Anderson, 1994; Babakus et al., 1996). Hence, it is logical to suggest that:


H1a: Output control is positively related to salesperson performance.

H1b: Activity control is positively related to salesperson performance.

H1c: Capability control is positively related to salesperson performance.



Based on the same logic as mentioned, salespersons who reciprocate the influence of supervisory control should engage in smart-selling approach in order to achieve the improvement in their performance. Past studies revealed that there has been substantial empirical support for a positive relationship between supervisory control (output control, activity control and capability control) and the salesperson’s ASB, which is a form of behavioral performance (Babakus et al., 1996; Baldauf et al., 2001; Grant & Cravens, 1996; Guenzi et al., 2014; Oliver & Anderson, 1994, 1995; Piercy, Cravens, & Morgan, 1998, 1999; Piercy, Low, & Cravens, 2004; Rouzies & Macquin, 2003). Hence, it can be hypothesized that:


H2a: Output control is positively related to salesperson’s ASB.

H2b: Activity control is positively related to salesperson’s ASB.

H2c: Capability control is positively related to salesperson’s ASB.



ASB influences adaptive skills, which are consistently associated with increased salesperson performance (Franke & Park, 2006; Keillor, Parker, & Pettijohn, 2000; Sujan, Weitz, & Kumar, 1994; Verbeke et al., 2011). Past studies examining adaptive selling behavior on salesperson performance have largely supported the notion that ASB improves salesperson performance (Miao & Evans, 2013; Park & Deitz, 2006; Park & Holloway, 2003; Roman & Iacobucci, 2010; Singh & Das, 2013; Spiro & Weitz 1990; Weitz et al., 1986). Hence, based on the strong empirical support, it is proposed that:


H3:   ASB is positively related to salesperson performance.



While there has been a lot of studies examining the direct relationship between supervisory control (output control, activity control and capability control) and the salesperson’s adaptive selling behavior (Babakus et al., 1996; Baldauf et al., 2001; Grant & Cravens, 1996; Piercy et al., 1998, 1999; Piercy et al., 2004; Rouzies & Macquin, 2003) and between adaptive selling behavior on salesperson performance (Park & Holloway, 2003; Roman & Iacobucci, 2010; Spiro & Weitz 1990; Weitz et al., 1986), the mediating effect of adaptive selling behavior received relatively lesser attention. Adaptive selling behavior has been examined by Pelham (2009) as a mediator in the relationship between firm-level orientation and salesperson consulting behaviors. Jaramillo, Grisaffe, Chonko, and Roberts (2009) also found that adaptive selling behavior fully mediated the relationship between customer orientation and outcome performance. Their findings correlate with the outcome from the study of Franke and Park (2006) which revealed that adaptive selling behavior fully mediates the relationship between customer orientation and performance. Although ASB has not been studied as a mediator between supervisory control and salesperson performance, based on similar past research examining ASB as a mediator and the past studies of antecedent and outcome variables involving ASB, it can be proposed that:


H4a: ASB mediates the relationship between activity control and salesperson performance.

H4b: ASB mediates the relationship between capability control and salesperson performance.

H4c: ASB mediates the relationship between output control and salesperson performance.




RESEARCH METHODOLOGY

Measures

Based on the extant literature, a total of 39 measurement items were adopted. Out of these 39 items, 12 items were on demographic information, 15 items measured supervisory control practices, 5 items measured salesperson’s ASB, and 7 items measured salesperson performance. Measure of supervisory control practices was adapted from Challagalla and Shervani (1996), which has a Cronbach’s alpha of 0.94 (for output control), 0.86 (for activity control) and 0.92 (for capability control). Measure of salesperson’s adaptive selling behavior was adapted from Robinson, Marshall, Moncrief and Lassk (2002), which introduced the shortened version measure of the full adaptive selling behavior scale with a comparatively high Cronbach’s alpha of 0.84. Measure of salesperson performance was adapted from Behrman and Perreault (1982), which had been used by several past studies (Cravens et al., 1993; Piercy et al., 1999; Piercy et al., 2012), which has a Cronbach’s alpha of 0.87. To reduce potential common method variance issue, supervisory control and salesperson performance were measured using a 7-point Likert scale whereas salesperson’s ASB was measured using a 6-point Likert scale.

Sample and Data Collection

The research method employed was of quantitative and cross-sectional in nature, in which individual salesperson is the unit of analysis. The quantitative research was administered in the pharmaceutical industry where the use of salespersons to promote pharmaceutical products and services to the healthcare professionals is a common marketing practice. Salespersons engage in personal selling which is a form of business-to-consumer (B2C) marketing approach. In this B2C marketing approach, the pharmaceutical salespersons interact directly with the healthcare professionals who are the decision-makers in recommending the types of pharmaceutical products to their patients. The research involved distribution of survey questionnaires to individual salespersons working as full-time employees in the pharmaceutical firms in Malaysia. The Human Resource Managers of the 42 pharmaceutical firms listed in the PhAMA (Pharmaceutical Association of Malaysia) website were contacted and sought for their cooperation to get their salespersons to participate in the survey. Out of the 42 firms, 3 firms did not have any sales activities and had to be excluded. Six firms had no response despite voice messages and letters sent. Out of the remaining 33 firms, 24 firms refused to allow their salespersons to participate due to internal policy reasons. Thus, only 9 firms’ agreed to participate in the survey. Based on the number of salespersons provided by the participating firms, a total of 320 hardcopies of questionnaires were mailed to the 9 participating firms. In a period of three months, a total of 154 responses were received. This yielded a response rate of 48.12%.

Control Variables

In order to understand if any demographic differences of the respondents has any influence on the study variables, control variables of respondents’ demographics of gender, martial status, age, race, educational level, work experience and organisational tenure were examined. SmartPLS software version 3 was used to examine the relationships between these control variables with the endogenous variables (ASB and salesperson performance).

Mediation Analysis

The mediation analysis of this research was based on the structural equation modeling’s (SEM) two-steps mediation approach of Preacher and Hayes (2008). Even though Baron and Kenny’s (1986) basic approach for testing empirical evidence of mediation effect has been widely used for the past several years, the Preacher and Hayes’ (2008) two-steps approach is better as it estimates everything simultaneously instead of assuming all the three steps of Baron and Kenny’s approach independently (Hayes, 2009; Zhao, Lynch, & Chen, 2010).

In Preacher and Hayes’ (2008) two-steps approach, to establish if the mediator mediates the relationship between predicting and outcome variables, both the relationships of the predicting variable to the mediator (βa) and of the mediator to the outcome variable (βb) must be significant. The mediation pathway is inferred as significant if the indirect path coefficients (βa * βb) are significant at least at the 0.05 level (MacKinnon, Fairchild & Fritz, 2007).

The strength of the mediation can be determined from the value of Variance Accounted For (VAF). VAF value represents the ratio of the Beta Coefficient of the indirect effect (βa * βb) to the total effect (βa* βb + βc′). A VAF value bigger than 80% represents full mediation, a VAF value of between 20% and 80% means a partial mediation, while a value below 20% means no mediation (Hair, Ringle & Sarstedt, 2011). In addition, according to Preacher and Hayes (2008), a mediation is confirmed to be present when the lower and upper limits of the confidence interval (CI) do not straddle a zero in the range.


ANALYSIS AND RESULTS

Descriptive Statistics and Control Variables

Data screening was conducted to check for incomplete response, missing data and outliers. Sixteen responses were found to be incomplete with a lot of missing data, thus had to be discarded. Five responses were found to consist of outliers above the +3 standardised values and had to be dropped. The final number of usable responses was 133. All the 133 responses were checked for common method variance issue using Harman’s Single Factor test in SPSS and confirmed no serious issue of common method variance based on the guidelines (Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). Out of the 133 respondents, 61.7% were female and 38.3% were male respondents. About 60.9% of the respondents were still single while 32.3% were married. Majority of the respondents were below the age of 35, where 34.6% were 26 to 30 years, 24.8% were 31 to 35 years and 13.5% were 21 to 25 years. Data showed that 39.1% of the respondents possessed between 5 to 10 years of sales experience and 28.6% of the respondents were having less than 5 years sales experience. A large majority of the respondents (63.2%) worked for their company for less than 5 years and only 26.3% worked between 5 to 10 years in their respective companies. In terms of academic qualification, 57.9% possessed a Bachelor’s degree while 7.5% were Master’s degree holders.

In examining the influence of the control variables of respondents’ demographics on the endogenous variables, it was found that the changes in the R2 values were generally negligible (not more than 0.005) on the endogenous variables. All the t-values of the control variables were not significant at p < 0.05 level (based on the two-tailed test). This concludes that the control variables do not have any statistical significance on any of endogenous variables (adaptive selling behavior and salesperson performance).

Results of the Measurement Model

SmartPLS version 3 software was also used to perform the tests on the measurement model to check for the reliability and validity of the items. Factor loadings of each items, Average Variance Extracted (AVE), Composite Reliability (CR) were checked for each constructs. Items with loadings less than 0.5 were removed to make sure the AVE values achieved at least 0.5 and CR values were at least 0.7 (Hair, Black, Babin, & Anderson, 2010). Based on this rule, one item each from the construct of output control, activity control and adaptive selling behavior was deleted. As a result, all latent constructs modelled in this research demonstrated significant convergent validity that ranges from 0.504 to 0.591 (Table 1). Salesperson performance has the lowest correlation among indicators (AVE=0.504), output control has the highest correlation among indicators (AVE=0.591). The latent construct in this model has shown the substantial homogeneity reflects by above 0.7 threshold value (Hair et al., 2010) that ranges from 0.809 to 0.876 (Table 1). This assumed that all indicators within the latent construct measures the same latent construct.


Table  1
Summary of SmartPLS – Convergent Validity and Item Reliability



	Construct
	Items

	Main Loadings

	AVE

	CR




	Output Control (OC)
	OC1

	0.847

	0.591

	0.850




	OC2

	0.748

	

	




	OC3

	0.845

	

	




	OC4

	0.610

	

	




	OC5

	Deleted

	

	




	Activity Control (AC)

	AC1

	0.667

	0.584

	0.848




	AC2

	0.786

	

	




	AC3

	0.777

	

	




	AC4

	Deleted

	

	




	AC5

	0.817

	

	




	Capability Control (CC)

	CC1

	0.728

	0.542

	0.855




	CC2

	0.692

	

	




	CC3

	0.751

	

	




	CC4

	0.729

	

	




	CC5

	0.779

	

	




	Adaptive Selling Behavior (ASB)

	ASB1

	Deleted

	0.518

	0.809




	ASB2

	0.792

	

	




	ASB3

	0.639

	

	




	ASB4

	0.619

	

	




	ASB5

	0.807

	

	




	Salesperson Performance (SP)

	SP1

	0.731

	0.504

	0.876




	SP2

	0.803

	

	




	SP3

	0.773

	

	




	SP4

	0.660

	

	




	SP5

	0.723

	

	




	SP6

	0.708

	

	




	SP7

	0.543





Note : Main loadings > 0.5; AVE > 0.5; Composite Reliability > 0.7 ; R2 (Performance) = 0.523


The discriminant validity is assessed by observing the correlation between indicators associated in a latent construct and the inter-correlation between latent constructs as known by Fornell-Larcker Criterion (Fornell & Larcker, 1981). Accordingly, the square root of AVE must be larger than the correlation between latent construct (Fornell & Larcker, 1981). Table 2 depicted that all measured latent construct demonstrated convincing discriminant validity manifests by higher correlation among indicators in a latent construct represents by squared AVE values (in bold) as compared to the inter-correlation among latent constructs.


Table  2
Summary of SmartPLS - Discriminant Validity of Constructs based on Fornell-Larcker Criterion

[image: art]

Note : Diagonals (in bold) represent the square root of the AVE, while off-diagonals represent the correlations.

In summary, the results as shown in Table 1 and Table 2 confirmed that the convergent validity and discriminant validity of the measurement model were established.

Results of the Structural Model

Subsequently, a bootstrapping analysis of 1000 subsamples was performed using the SmartPLS version 3 software to test the structural model in order to find out the path coefficients, the significance of the paths and the VAF value of the indirect effect. The results of bootstrapping are shown in Table 3 and Table 4.

The structural assessment revealed that the direct relationship between activity control and saleperson performance (β = 0.156) was positively significant. On a similar note, activity control was also found to be positively associated with ASB (β = 0.248). Besides, ASB was positively and significantly related to saleperson performance (β = 0.251). On the contrary, capability control (β = –0.031), and output control (β = –0.071) were insignificant to saleperson performance. And also, both capability control (β = -0.157), and output control (β = –0.174) were found insignificant associated with ASB.


Table  3
Summary of SmartPLS : Path Coefficients and Hypothesis Testing of direct relationships

[image: art]

Note : ** = p < 0.01 (t-value > 2.33), * = p < 0.05 (1.65 < t-value < 2.33) for 1-tailed test


Table  4
Summary of SmartPLS : Path Coefficients and Hypothesis Testing of indirect relationships

[image: art]

Note : ** = p < 0.01 (t-value > 2.58), * = p < 0.05 (1.96 < t-value < 2.58) for 2-tailed test
VAF < 0.20 (No mediation), 0.20 < VAF < 0.80 (Partial mediation), VAF > 0.80 (Full mediation)


To address the mediation effect of ASB, three hypotheses have been tested with regards to the mediation effect of ASB to the relationship of activity control (H4a), capacity control (H4b), and output control (H4c), towards saleperson performance. Notably, it was found that ASB demonstrates significant mediation effect to the relationship of activity control and saleperson performance (β = 0.062).

The lower limit and upper limit of the indirect effect were calculated and shown in Table 5. As indicated by Preacher and Hayes (2008), the indirect effect 95% boot confidence interval [LL=0.03, UL = 0.121] did not straddle a zero in between indicating there is valid mediation. Thus, it can be concluded that the partial mediation effect is statistically significant.


Table  5
Summary of SmartPLS: 95% Bootstrapped Confidence Interval Calculation for the mediation path



	Hypothesized Path
	Std Beta Coef of indirect path (a*b) (β)

	Standard Error (SE)

	Lower Limit LL = (β) – Z(SE)

	Upper Limit UL = (β) + Z(SE)




	AC➔ASB➔PERF
	0.062

	0.030

	0.003

	0.121





Note: Z = 1.96 for α = 0.05 (2-tailed test)
Z(SE) = 1.96*SE = 0.059

Next, blindfolding technique was performed to check the predictive relevance of the proposed model. The results of blindfolding as shown in Table 6 indicated that the proposed model had good predictive relevance. Specifically, the Q2 value for ASB and salesperson performance were 0.176 and 0.240 respectively. In essence, the model in this study has predictive relevance as the endogenous latent contructs’ Q2 value is larger than zero (Chin, 2010; Hair, Hult, Ringle & Sarstedt, 2013).


Table  6
Summary of SmartPLS : Predictive Relevance of the Model



	Exogenous Variable
	EndogenousVariable

	R2

	Q2

	Predictive Relevance




	Output Control (OC)
Activity Control (AC)
Capability Control (CC)
	Adaptive Selling Behavior (ASB)

	0.386

	0.176

	Yes




	Adaptive Selling Behavior (ASB)
	Salesperson Performance (SP)

	0.523

	0.240

	Yes





Note : Blindfolding Omission Distance = 6


DISCUSSION, IMPLICATIONS AND LIMITATIONS

Based on the empirical results of the research, it was found that activity control has a direct significant positive relationship on salesperson performance as well as on salesperson’s ASB. This lends support to hypotheses H1a and H2a. As expected, similar to past studies, salesperson’s ASB was found to be positively related to salesperson performance. This finding supports the hypothesis H3. In examining the mediating effect, salesperson’s ASB was found to partially mediate the relationship between activity control and salesperson performance. The result provides support to hypothesis H4a.

A review of the results conclusively showed that activity control is an important managerial practice that can effectively drive higher level of salesperson performance in the present context of pharmaceutical sales. Activity control also influences salespersons to engage in ASB. In the context of the present study where the majority of the respondents were young and less experienced salespersons, it was expected that activity control would serve as a guidance to the young sales force to achieve better performance and encourage the young sales force to work smarter and become more adaptive and creative in their interactions with customers in different situations. More often than not, ASB is seen as the crucial cognitive factor where salespersons would reciprocate the guidance and coaching sessions by engaging in positive selling behaviours that are beneficial in accomplishing the required selling activities and tasks, which then leads to attainment of their performance goals.

In the present study, output control and capability control were found to be not significant and their relationships with salesperson performance and salesperson’s ASB were negatively related. This is because young salespersons viewed output control as a form of management pressure, which does not benefit them. Capability control, which aims to improve salespersons’ selling skills and abilities may be perceived as less important and does not bring any significant results to the near term. Hence, both output control and capability control practices by the sales management did not seem to motivate the young salespersons to engage in adaptive and innovative approaches in their current sales interactions with customers.

Based on the findings of this research, a few inferences can be drawn for the benefit of the academics and researchers. From the theoretical perspective, this research framework was developed based on SET to address how salespersons engage in adaptive selling behavior to reciprocate the supervisory control of activity control, which in turn improve the salespersons’ performance. Secondly, this research manages to reveal that ASB is a mediating variable between supervisory control of activity control and salesperson performance. From the practical perspective, this study serves as a finding to sales management that more activity control such as coaching and mentoring should be practiced to guide less experienced salespersons and encourage the practice of ASB among salespersons.

In terms of managerial implications that can be drawn, this research revealed that the salesperson’s perception of the firm’s managerial practices of activity control increases the engagement of ASB which then leads to improvement in performance. Activity control practices are task-oriented selling activities set by sales management on salespersons (Challagalla & Shervani, 1996). In making sure these task-oriented selling activities are being followed and executed correctly by the young salespersons, experienced sales managers should provide guidance and gauge the salesperson’s progressive achievement through regular meetings. Sales management should provide coaching, mentoring as well as individualised guidance to the young salespersons, more so for fresh graduates without any sales experience. Informal communication and facilitation by the sales management are crucial to keep the salespersons motivated and execute the correct strategies. High degree of managerial attention will not only makes the salespersons feel respected, but also gives them valuable strategic insights.

Similar to other research, this study has its limitations. Firstly, this research is being limited by the cross-sectional nature of the study in which only the correlation among variables were studied and not their causal effects. Secondly, this study was a self-reported study, which was subject to a certain amount of common method variance issue. Future research can explore if data can be obtained from the salespersons as well as from the sales managers. In additional, data should also be collected over a longer period of time to examine the causal effects of the other managerial control practices of capability control and output control.

CONCLUSION

While there are several challenges in managing salespersons in the Business-to-Consumer marketing approach, with the appropriate managerial practices, effectiveness and performance of the salespersons should produce positive outcomes. This empirical research managed to shed light to confirm that activity control is an important supervisory control practice that should be given emphasis, specifically on young sales force as activity control was found to influence a salesperson to engage in ASB, which ultimately produces positive sales performance. Based on this empirical research, ASB is confirmed to play a mediating role between supervisory control and salesperson performance.
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