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Preface

The 2015 Asia Conference on Economics & Business Research (ACEB) organised
by Aventis School of Management, Asia’s Leading Graduate School, was held
during 18–19 November 2015 in Concorde Hotel Singapore. ACEB aims to bring
together leading scholars, students and practitioners from Asia and the rest of the
world for an academic exchange. The goal of ACEB is to create opportunities for
international research collaborations, scientific information interchange and facili-
tate relationship building in the Economics and Business disciplines.

The conference consisted of two one-hour plenary lectures by Mr. Richard
Jerram, Chief Economist, Bank of Singapore and Prof. Eiji Ogawa, Faculty of
International Finance at Graduate School of Commerce and Management,
Hitotsubashi University, Japan.

A total of 62 registered delegates from the following countries and regions,
namely Singapore, Pakistan, Oman, Philippines, India, Korea, United Kingdom,
Hong Kong, Australia, USA, South Africa, Indonesia, Thailand, Mexico, Malaysia,
China, participated in ACEB 2015.

Participants were invited to submit papers to the present volume. We wish to
thank both Mr. Stanley Goh, Academic Director of Aventis School of Management
and Ms. Vivian Li, Conference Manager of Asia Pacific International Academy for
coordinating the reviewing of the submitted papers.

Asia Pacific International Academy (APIA)

Asia Pacific International Academy (APIA), a subsidiary of Aventis School of
Management, was founded in 2010 with the purpose of promoting academic
research and intellectual development of researchers, academicians and profes-
sionals from various institutions and across different countries in the Asia-Pacific
region and beyond through academic conferences and executive training.
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Aventis School of Management is a Leading Graduate School dedicated to the
development of professional and business leaders. Aventis is a member of the
European Foundation for Management Development (EFMD), European Council
for Business Education (ECBE), Executive MBA Council and United Nations
(UN) Global Compact partnership. Through our close collaboration with profes-
sional bodies, including the Chartered Institute of Marketing (CIM UK) and
American Association for Financial Management (AAFM), Aventis qualifications
are industry-driven and recognised by professional bodies internationally.
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Mexican Entrepreneurial Culture as a Key
Factor of Success for Micro, Small,
and Medium Enterprises

José G. Vargas-Hernández and Mauro Francisco Alatorre Villarruel

Abstract This paper aims to devise a personal dissertation about the impact of the
culture in the Mexican Entrepreneur as a key factor that determines the performance
of Companies/Business, what for its sizes are classified as SMEs, this personal
dissertation is developed through the analysis of several articles published by
diverse authors which address the cultural aspect inside of the organization.

Keywords Corporate culture � Family business � Entrepreneur � Mexico � SMEs

JEL M140 � L250 � L260

1 Introduction

The current research paper starts from an aspect of personal motivation because it is
deeply connected with the research object which at the moment is being con-
ducting. Therefore, this paper intends to present, from a general perspective, the
impact of cultural factors on the development, growth, and continuity of Mexican
companies.

Mexico is a country that is characterized by its high melting pot of cultures
present in each of the regions that comprise it. In this situation, a vast variety of
individuals who share a set of traditions and customs inherited, and where it is
present the cultural influence from civilizations of pre-Columbian times as well as
the influence of beliefs, codes and Spanish institutions set up during the colonial era
which were from the European, such as the Catholic religion.

J.G. Vargas-Hernández (&) � M.F.A. Villarruel
University Center for Economic and Managerial Sciences,
University of Guadalajara, Periférico Norte 799 Edif. G.201-7,
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While these cultural beliefs are shared in some degree of similarity with other
Spanish-speaking countries of Latin America as different continents, it is clear that
society forming a national identity is not such because the individuals in each
region are subject to environmental conditions that differ completely from latitude
to latitude, thereby generating a disparity in the ability of individuals to access
various elements or information of their environment. Based on these settings,
individuals begin to build and adapt informal institutions that have as their for-
mative and cognitive pillars (Scott 1995), giving as a result, the introduction of
behaviors that make individuals in society.

It should be noted, as distinguished Peng (2012) that established institutions by
individuals play an important role in the conditions of performance of organizations
involved as a positive or negative effect on their prosperity.

Following the changes in recent decades, these institutions have gained greater
importance in the development of business activities of economic agents, becoming
a key element to achieve competitiveness and retention of businesses. Businesses
now not only participate in a purely local environment but also are challenged by
foreign organizations from an increasingly internationalized world, where only
those with an entrepreneurial spirit and initiative leverage best business opportu-
nities from the market. Therefore in the XXI century, it becomes essential to
achieve an intellectual revolution that sets new basis for achieving a full renewal of
institutions and organizations in order to adapt to the requirements of the new
millennium.

In the case of Mexico, this transition takes on a new urgency as a result of
serious cultural gaps possessed by individuals, specifically entrepreneurs.
Entrepreneurs tend to move toward an essentially conservative and paternalistic
perspective rather than an entrepreneurial orientation of liberal principles, pro-
ceeding to spread through generations of behaviors that threaten the good organi-
zational practice within companies. This practice leads to refer the behavior of an
individual, the employer, affecting the progress of the organization because its
actions mark strategic and tactical direction in the operations of the company.

Therefore, this research paper tries to make a judgment, based on a review of
previous research from national and Latin American academic institutions focusing
on internal corporate culture of SMEs that reflects the real cultural situation of
Mexican entrepreneurs. The aim is to show the great impact and importance that lie
in those institutional, educational, and cognitive pillars. This, under the vision of
raising awareness regarding the need for a single ideological shift, where the rel-
evance of the optimal preparation and fitness initiative focuses on recognition,
decision risk, cooperation, trust and innovation, and joint elements that make good
use of the opportunities available.

2 J.G. Vargas-Hernández and M.F.A. Villarruel



2 Background

Initially, it should be considered that organizations are made up of individuals
who are subject to social structures established in the environment, and where they
live with the rest of the members that make up their collective and communities.
Higuita (2012) defines the organization as a cultural and socio-structural system
which generates its own corporate culture based on the ideology of its members
who compose it, including individuals who are driven by an entrepreneurial nature
of character and they are especially/entrepreneurial, i.e., homeowners or business
owners. Vaca et al. (2010) note that maturity; experiences and events lived up
personal axes that make up the personality and individual identity.

Such factors have a great importance in understanding the business and the
dynamic action of the employer since these bases, as suggested Cow (2010), define
the capacity and competence of the entrepreneur’s own organizational processes to
generate high quality. Likewise, Saavedra and Tapia (2011) indicate as well that
among the characteristics that provide greater competitiveness to SMEs are found
the experiences, ideas, and aspirations of the employer. By means of which, the
inner structure of companies is defined as the scope of strategic management per-
formed by the company, reaffirming the importance of sociocultural aspects in the
dynamism and permanence of SMEs because they set the behavior of firms
(Saavedra and Tapia 2012).

These institutions can become an obstacle to the development of a high-level
competitiveness, adaptability, productivity, and succession of any organization.
Rodríguez et al. (2013) suggest that the success of SMEs lies, briefly, on two pillars
that serve as cornerstones in the business gestation and perpetuity which are
entrepreneurship and innovation capacity because these axes acquire value theo-
retically coveted enterprise features.

The significance behind the success of SMEs lies in the fact that these economic
agents, as noted by Rodríguez et al. (2013), become units of opportunity for
developing nations in a long period of time. This is evident due to its large dom-
inance not only in the Mexican market but also internationally, reaching an average
value classified as SMEs 85 % worldwide, Out of these, 90 % have a assiduously
family character companies (Rodríguez et al. 2013). In the case of Mexico, there are
3.6 million classified companies in that category by having a number of employees
smaller than 500 people, representing 99 % of firms in the market and employ 78 %
of the workforce economically active existing at local level in the Mexican
Republic (INEGI 2009).

While SMEs account for 99 % of organizations in the market, Morales (2011)
notes that 65 % of companies in that category disappear in less than two years, of
which 50 % goes bankrupt in the first year, generating a result that only 10 % of
organizations may survive for a decade. Morales (2011) argues that the corporate
mortality rate is so high that only 10 out of 100 companies have a chance to take
hold in the market formally. The above event happens on the fact that Mexican
businessmen operating under a limited vision focused directly to a temporary
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short-term period (Saavedra and Tapia 2011). This is added to the culture in
Mexican society characterized by sustained would find in relationships where critics
are hardly accepted due to the constant struggle to attain a significant degree of
authority causing poor teamwork or work commitment (Saavedra and Tapia 2012).

These cultural deficiencies in Mexican society identified by Saavedra and Tapia
(2011, 2012) hinder the action of the employer for the formation of processes that
leverage internal strengths of the organization and opportunities from the envi-
ronment to improve its productivity, competitiveness, and survival.

3 Hypothesis

There is a relationship which involves the cultural variable of Mexican society and
the level of improvement of micro, small, and medium enterprises (SMEs). Since
the entrepreneurial spirit leads the individual on a path of innovation, initiative,
cooperation, communication, and risk taking, it depends directly on the beliefs and
values which are found dominating the subject, and the organization itself.

4 Research Objectives

This paper has as objectives:

A. To review and analyze various research articles focusing on the topic of cor-
porate culture of SMEs in Mexico, from both national and foreign institutions.

B. To discern, through the analysis of different sources and articles which dis-
cussed the possible relationship between the success or failure of companies
classified as micro, small, and medium (SME) with the cultural influence behind
the Mexican entrepreneur.

C. To develop a personal conclusion from the knowledge found during the
preparation of this document that prove or disprove the hypothesis.

5 Research Methodology

The research methodology employed in the process of preparing this research paper
is intended for explanatory purposes and leads to a sense of comprehension and
understanding of the phenomenon (Vásquez 2005). The research is also descriptive
because within its purpose, it identifies ways to conduct or personal attitudes
involving potential association of variables under investigation (Vásquez 2005).
Such methodological process departs as a result of the analysis of the various
empirical, theoretical, and scientific papers that have investigated the cultural
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factors of Mexican society within firms. These have been used as reference for the
implementation and contextualization of the personal ideas expressed in the pos-
terior segments such as judgment or final conclusions.

It should be noted that analyzed research sources come from articles both
originated in Mexican and foreign educational institutions, such as publications of
the University of Talca in Chile or publications of the Universidad Del Norte in
Colombia educational. The use of both local and foreign sources aims to provide a
vision and connotation of the potential for economic success that is displayed in
small and medium-sized Mexican companies from a cultural aspect. The contri-
butions conducted by researchers participating from inside as well as researchers of
the economic environment that have observed from the outside as a means of
understanding the Latin American reality, find possible solutions to local conflicts.
In layman’s terms, this is a knowledge approach based on both sides of a coin.

The literature detailed in this document has been employed under the objective
of developing an argument that seeks to argue a strong cultural relationship in the
success or failure of small and medium firms. This is conducted under the
assumption that the owner and the members participating in the administration that
they are influenced by their values, traditions, and customs, such proposals and
observations are presented below.

6 Theoretical Framework

This article aims to sustain research from institutional theory, also known as the
theory based from the point of view of the institutions. Scott (1995) points out as
one of the theoretical schools of greatest impact in the various administrative dis-
ciplines in their search to understand the impact of institutions on their behavior,
choices, and performance not only of businesses but also of all individuals involved
in the work of an organized society. These theoretical current inquires a more
promising approach to the production variables that define the benefits earned by
organizations in a society because it established a number of action codes.

These codes not only define but also regulate the decisions of all members in a
community (Scott 1995). Scott (1995) likewise points out that the theory of insti-
tutions seeks to understand the reasons why organizations are acting under the
influence from the institutional structures of the environment. Also, how structured
institutions are created, reasons why they set a series of codes of conduct and also
determine the impact of its actions on the practices of the organizations.

One goal of the theory is to recognize the elements that define an institution.
North (1990) defines institutions as “rules” in a society that aim to establish con-
straints that shape the ways in which humans interact, conditions which require
change and the evolution of societies through time to provide various capacities
between individuals. While North (1990) adds that the structures established by the
institutions tend to reduce uncertainty to regulate human interactions in every
feasible operation. Although both organizations and institutions have similar
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features in their constitution both have discordant purposes since the organizations
are seeking to extend their benefits while institutions are seeking the common good.

Institutions affect organizational performance of companies in its sector since its
effects are perceived in the way costs are perceived by firms, ranging from pro-
duction costs to transaction costs, together with technological advances available in
the environment where the organization works (North 1990). So that institutions
play an important role in the functioning of society as well as the performance and
competitiveness of organizations (North and Thomas 1973). Scott (1983) notes that
the differences within organizations are mainly related to operations developed by
the institutions. These determine the various prototypes of regulatory, normative,
and cultural concepts and standards associated with the creation of mechanisms.

These mechanisms seek to maintain order and welfare of all the participants in
the environment. If the elements in the environment evolve institutions are required
to make progress, the conceptual framework developed within which to comply
with the new perspectives available in the society (Scott 1995). In determining the
institutional theory as a starting point in the progress of the current research paper, it
becomes necessary to introduce the term culture, its components, and scope so that
its importance in the company can be understood. Institutional theory establishes
culture as an institution of society, which has an informal and is classified by Scott
(1995) as both normative and cognitive pillars behind the actions of individuals and
businesses.

There are various definitions of culture, one of which is provided by Hofstede
(1997) who defines culture as the various collective features that provide a sense of
identity to all members belonging to a society which make it easy to distinguish
individuals from specific groups. Such characteristics focussed on the degree of
equality among individuals, cooperation, adaptability, as well as the existing level
of strategic vision in the subjects. From culture, start codes of conduct that influence
the decisions of individuals.

One of the first authors to recognize the importance of cultural variable was
Schein (1988) who identifies as a specific dimension in driving and developing an
organization to participate as a primary resource for the implementation of orga-
nizational processes. Further, he indicates that the problems in the business man-
agement of the companies have their origins mainly in cultural variables.

The premise established by Schein (1988) part in the sense that each organi-
zation has its own culture, which sets specific dimensions that affects the way in
which individuals belonging to any community think, feel, and act. The principle
defines the organizational vision of the company and its environment and effects,
Schein (1988), explains that occasionally they are negative and cause conflict.
Vargas-Hernández et al. (2014, p. 46) point out that culture and strategy are similar
to centrifugal and centripetal forces that balance the development and transfor-
mation of organizations.

Culture present in society is introduced into the organization providing a great
influence on the identity and business culture of the firm, establishing, from their
internal structures and the behavior of its members, a number of strategies that seek
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to prevail over the variables of uncertainty and complexity into the environment as
evidenced in the Fig. 1 (Vargas-Hernández et al. 2014).

The diagram shows how the culture of society is introduced into the organization
in conjunction with the factors and internal structures of firms and corporate-defined
actions to combat the uncertainty and complexity of reality strategies.

7 Insight and Analysis of Information

Culture is an institution that establishes the “Rules of the Game” (North 1990) in
human societies which demarcate the behavior of individuals and shape a collective
identity that allows the association or affiliation of their members in order to achieve
related interests. Being organizations or companies, some of the structures are
influenced by the presence of the said human institution in their environment.

All human beings are influenced by the culture and the entrepreneur and busi-
ness man is no exception to the rule, because all development experience
throughout their lives. Then this experience is poured in defining the organization,
based on their rank according to their own organizational culture which finds
members as subjects who are subsequently introduced to the firm. That is, as
already noted Higuita (2012), the organization of the culture of their environment is
directly represented by the current ideological founder/owner. Departing from this
weight and from its own culture within the organization will influence the estab-
lished culture of its members.

Fig. 1 The interrelationships of organizational culture and strategic in components of modern
strategic business model. Source Strategic Management Organizations (Vargas-Hernández et al.
2014)

Mexican Entrepreneurial Culture as a Key Factor of Success … 7



Culture generates culture. Ideological thinking lies behind the Mexican busi-
nessman supported by his own deficiencies and strengths in cultural variables in the
Mexican society, as stated Saavedra and Tapia (2012). He lists a series of visible
behaviors on citizens that generally and directly contradict with desirable charac-
teristics that should be counted for a nation to possess sustainable economic
development to ensure collective welfare in the long term. Such desirable traits
should be focused on a feeling of moving ahead, take risks, cooperate, adapt,
change, innovation, etc., which form an entrepreneurial attitude which can be
conceived where the various pillars of organizational development (Rodríguez et al.
2013) are needed to ensure the perpetuation of the companies regardless of their
size or the structural conditions of the firm itself.

Morales (2011) notes that 90 % of Mexican companies are classified by their
size have a family-owned SMEs status. These organizations have actions and
choices that are determined by prevailing family values in Mexican culture, which
modify the business vision of owners by providing directions based on the
implementation of strategies. This will enable the organization to survive with the
minimum necessary conditions to ensure the legacy of the company to its
descendants, rather than legitimize the succession of the firm in the long run by
creating competitive advantages and productivity (Pérez 2010).

This conflict arises from the owner’s inability to distance the family business
decisions, inability derived from his cultural values. Gómez and Ricardo (2012)
reaffirms that culture defines the performance of organizations arguing that the
failure of companies can occur because the culture remains constant and unchan-
ged, even though their environment is constantly changing. Culture, as the insti-
tutional structure is, if it does not undergo transformations, cannot generate a
welfare state among individuals in a group which leads to a stagnation of economic,
technological, and productive sectors (Morales 2011).

While the culture of Mexican society tends to establish organizations with closed
integration features, impersonal, dominated by individual short-term needs, where a
power struggle and opportunism exhibits, predominantly paternalistic clear vision
and conservative ideology originated in the owner. It is possible to establish a
paradigm shift in owner’s cultural variables. Arias (2004) notes that this is operable
through professional training of future entrepreneurs as these tend to integrate all
the knowledge acquired in their academic preparation. Further, such teachings
changed the vision of their environment, as an example presents the entrepreneurial
vision rooted in Monterrey entrepreneurs, thus, making education a key for adap-
tation element of culture, whereas 50 % of owners do not have optimal studies
(Morales 2011).

While the cultural adaptation of a society, such as the Mexican, has a degree of
high difficulty in such a way that requires integral structural reform into all insti-
tutions and at all levels. It is also true, that the barriers that are imposed by culture
can be getting over by the academic preparation of individuals in society (Arias
2004). This can be in conjunction with a behavioral change of the subject, which is
only possible with the opening of information from the environment that allows
them to understand the need to abandon routines and take advantage of external
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opportunities being wasted to act under a conservative mentality (Schumpeter
1963). Morales (2011, p. 43) states that intuition is not enough to create a business.
To create business it is necessary the professional business training, including
organizational capacity, management, and innovation.

It is required a preparation that understands the demands and implications related
with establishing an organization where skills strategies generate action that are
reflected in the success and perpetuation of the companies. This should be aimed at
drawing up to implement a continuum of long-term business projects, to implement
a community that accepts all knowledge from the rest of the members of the
organization, and by creating connections or networks which can transmit accurate
information leading to prudent and feasible elections by senior management
(Rodríguez et al. 2013).

To close the current analysis section it should be noted that SMEs, as economic
units, are an area of opportunity to generate development in Mexico because of the
significant advantages they possess compared to large corporations. Also SMEs are
suffering from fewer administration conflicts. Similarly, their size can innovate to
create new production processes or introduce new market segments because the
cost to implement these strategies require a smaller amount of material, financial,
and human resources (Pérez 2010). Only achievable conditions can achieve an
institutional transition that breaks with the previously established paradigms whose
adaptation goes hand in hand with the environment.

8 Conclusion

The entrepreneur is a rational agent that seeks to achieve its objectives using the
means at its disposal from the environment, which is dominated by the relationships
and institutions, not only regulatory but also educational and cognitive. One of
them, the culture, sets a pattern of collective identity that restricts the behavior,
actions, and choices of individuals within the human society.

The way it is structured, the cultural institution determines the effectiveness of
the decisions of individuals, including the entrepreneur, who through all patterns of
information from his environment and influenced by cultural variables caused by
society to which it is subordinated. He sets his own entrepreneurial attitude which
in turn provides organizational direction within the firm, sentencing future per-
petuation of the company, its success or failure.

The culture of the society can act as a barrier to economic performance not only
of business activities but also in the economic performance of a nation, which in
turn affects the level of social welfare of individuals (Pérez 2010). These limitations
can only be overcome through the educational preparation of a whole generation of
future social individuals who can understand the urgent need to generate innovation
behind, have initiative of working, group unity and teamwork, where the generation
of wealth and authority only result is a superficial consequence to undertake an
activity in a competitive, efficient and effective manner.
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Citing Rodríguez et al. (2013, p. 790) the most important capital for a country is
its people. The entrepreneurial culture as a substantial pillar of the strategic flexi-
bility, it is a relevant, inspiring factor and gives strength to face the attractive
challenges in the history and evolution of the company. If the individuals in a
society have a poor cultural and academic background, their economic activities
will also be deficient.
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How Customer Loyalty Represents
the Future of Banks: Study of Banking
Industry in West Java, Indonesia

Rita Komaladewi, Yuyus Suryana, Budiarto Subroto, Popy Rufaidah
and Marthin Nanere

Abstract Free trade is a big challenge for a company to enhance its organization
performance. Banking industry also faces challenges because of the free trade, since
there have been many companies going bankrupt that it is feared that it will reduce
customers’ savings or deposits in bank. Competitors needs to be aware because only
banks with advantages that are able to create product with high quality services that can
satisfy customers. Challenges become harder particularly when customers are sensitive
to the interest rate, thus loyalty is at stake. This circumstance is very important because
customers define the future of a bank. Having a close relationship between the bank and
the customer can become the strength that could increase customer value. The main
objective of this research was to study how customer loyalty can be constructed using
customer value and relational quality. Data from 178 business customers in 8 banks
were collected using questionnaires. Structural Equation Modelling (SEM) was
employed based on variance Partial Least Square Path Modeling. The unit of this study
was priority customers of banks in West Java, Indonesia. Unlike other studies, the
finding suggests that customer relational quality has a dominant contribution to loyalty
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compared to customer-perceived value. This may be due to the fact that customer
relational quality with emotional touch maintained by employees of the bank may have
caused customers to be dependent to partnership with the bank.

Keywords Customer-perceived value � Relational quality � Loyalty � Bank �West
Java

Contribution of Study Personal relationships between bank’s employees and the
customer are very important. Customer dependence need to be created. Customers
who have been very emotionally attached will feel disloyal when saving their
money is saved elsewhere. This is the first study looking at loyalty at the banking
sector in West Java.

1 Introduction

One of the key strategies for a bank to be able to maintain both growth and market
share in the marketing environment with a high level of competition is the ability of
the bank to identify and satisfy both the needs and the wants of customers, better
and faster than its competitors. According to Yavas and Babakus (2008), if cus-
tomers are satisfied with the services of a bank, then customers will save their
money in the bank. Customer loyalty is the desired expectation of a company from
its customer (Kotler and Keller 2012; Leingpbul et al. 2009). Based on the current
condition in which the competition intensifies, banks compete against each other to
improve their performance by offering products and services. This may attract
customers to choose and remain to be customers of the bank. With the changes in
the annual bank rates due to the rise and fall of customer’s fund, it has shown that
customers have had priority in choosing where to invest or save their money. Fierce
competition between banks may cause customers to have the power to determine
which bank they wish to choose for their business. In a business like banks, service
is a top priority, and customer-oriented banks are the banks that will be selected by
customers, and will win the competition. Banks should be customers-oriented, and
these customers will help to determine the future of the banks.

A study conducted by Kusumawati in 2010 on banking loyalty indicates that
there was a decreased percentage in the number of customers still using bank
services due to the dissatisfaction of the bank service delivery in Bandung city. As a
result, many customers decided to move their funding to other banks. Another study
by Yavas and Babakus (2008) on bank loyalty in Pakistan reinforces that it was
difficult for Small and Medium Enterprises (SMEs) to be loyal to their banks
because customers were still very sensitive to interest rates.
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There is an indication that the change of customer behavior can be marked with
how often the customers move their fund to other banks. This phenomenon of
switching customer behavior often occurs with business customers. In addition,
based on an interview result with individual business customers, it was found that
they did not save their entire endowment in one bank alone. A further study may be
suggested to examine what factors leading to customer loyalty. According to Lages
et al. (2004), clients who are not well-maintained will feel uncomfortable, and in the
end will leave the company. On the other hand, according to Rauyruen et al. (2007),
marketers and customers will have a good quality relationship if each party is
committed to maintaining their relationship.

Junarsin (2010) agrees that service products and services offered by banks were
almost the same for every bank that it was so difficult to find the uniqueness.
Therefore, uniqueness must be created. This may affect loyalty, whereas in the
study it was revealed that some bank customers left the bank that had long been a
place for their investment because it did not meet their desired expectation.
However, a different study conducted by Lien-Li et al. (2012) on
customer-perceived value, shows that customer-perceived value has a very low
impact on loyalty. However, Yunus et al. (2009) in their study find that
customer-perceived value can provide the basis for customer satisfaction and loy-
alty. Based on the existing phenomenon as well as the existing literature gaps, this
phenomenon is worth investigating.

According to this phenomenon, the main objective of this study is to know
whether bank expectation on customer loyalty can be fulfilled by the relational
quality and customer-perceived value.

2 Literature Review

2.1 Customer-Perceived Value

A study by Bojei and Alwie (2010) indicates that cultural differences between
western and eastern countries influence customer behaviors. Eastern countries tend
prefer the high “value” by giving special treatments in maintaining long-term
relationships. Moliner et al. (2006) in their research on a travel agent in Spain find
that relational quality can have a positive impact on customer-perceived value. The
travel agent company conducted a series of efforts so that customers remained loyal.
This was conducted because many regular customers increasingly disappeared.
Their findings suggest that the relational good quality can provide the customer
perceived value.
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2.2 Relational Quality

Rauyruen et al. (2007) in their study state that “the quality of the relationship is
long-lived assets to be maintained as a competitive advantage”. Kuo and Chang
(2011) “relationship quality is very important in maintaining the viability of cus-
tomer and corporate”. Both stated that the relational quality is required in business
to maintain long-term relationships as in the potential competitive advantage. They
examined the relational quality applied to Business to Business companies.

Similarly, Hawkley et al. (2008) find that the relational quality is a final objective
of a relationship that must be maintained by both parties so that the relationship can
last long. Further in the research, the relational quality shows that the relationship
occurred between two individuals indicating the closeness between the two parties.

Wu et al. (2010) suggest that customers believe in the integrity of the sales
persons and entrust things to the future performance of the sales persons, based on
the satisfaction consistently given by the sales persons. In the same fashion, Bojei
and Alwie (2010) define that the relational quality shows customer perceptions in
which the relationship is to meet the expectations, goals, and desires of customers.
Relational quality is an interaction relationship with customers, and interpersonal
skills are required to develop long-term relationships. The components used to
measure relational quality in this study are adopted from Bojei and Alwi (2010), Jap
et al. (1999) and Auruskeviciene et al. (2010) in their study, including communi-
cation effectiveness, friendliness, and trust.

2.3 Loyalty

An expert in loyalty, Oliver (1999) argues that customer loyalty is a very strong
commitment to re-purchase or supports the products or services in a sustainable
manner in the future, although it is influenced by the situation and marketing
aspects that have the potential to switch to buy. Smets et al. (2011) state that the
main focus of customer loyalty is how to keep customers so that they do not switch
to other products or companies. To establish customer loyalty, companies must
build good relations between the company and its products with the customers.

On the other hand, Boohene and Agyapong (2011) argue that customer loyalty is
the behavior of customers trying to keep their promises on the product, buy with a
higher frequency, and re-purchase by recommending to others, as well as being
loyal to the brand in dealing with the company. According to Yavas and Babakus
(2008), one approach to measure purchase behavior is by looking at the dimension
of share of wallet. They find that the share of wallet can be justified, and can be
used in measuring the marketing performance or loyalty measurement in financial
institutions, such as banks.
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Other researchers such as Oliver (1999), Baumman et al. (2005), like Yavas and
Babakus (2008) find that Customer Loyalty is an indicator of the company’s suc-
cess in getting the customers. Customer loyalty consists of three dimensions,
namely Satisfaction, the happy feeling after consuming a product or service com-
pared to expectations, Continued patronage, recurrent expenditure in the same
place, and Share of Wallet, the money being spent or invested in the bank.

Based on the problem phenomenon and literature reviews conducted, a
hypothesis is made: relational quality and value perceived by customers may
simultaneously increase the customer loyalty.

3 Methodology

This research was a verification study is used to reveal the relationship of the
variables in this study. Verification study is a study that uses research hypotheses as
the approach. Survey was conducted to collect data from the relevant population.
Respondents of this study were taken from 8 banks in West Java, Indonesia, that
implement e-banking with a total of 178 of business customers. Interviews and
questionnaires were used to obtain data from business customers in 8 banks. Fifteen
questions were asked to measure the variable of customer-perceived value, 12
questions were asked to measure relational quality, and 8 questions were asked to
measure loyalty. The analysis technique used in this research is Structural Equation
Modeling (SEM) based on variance structure, also known as Partial Least Square
Path Modeling (PLS-PM). This research applied multistage random probability
samplings, namely stratified random sampling for each bank with proportional
allocation, and systematic sampling for the selection of respondents from each
bank, with unlimited population.

4 Findings

In the analysis of the structural model, testing causality between the relational
quality and customer-perceived value towards customer loyalty is presented below
(Fig. 1).

Simultaneous Hypotheses:

H0: β31 = β32 = 0 Customer Relational Quality and Customer-Perceived Value do
not affect simultaneously and partially to Customer Loyalty.

H1: β3i = β32 ≠ 0 Customer Relational Quality and Customer-Perceived Value
affect simultaneously and partially to Customer Loyalty.

F test statistic was used to test these hypotheses with the following results:
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According to Table 1, changes occurred in the variable of loyalty are caused by
changes occurred relational quality and customer-perceived valued simultaneously
of 20.5 %. It can be concluded that null hypothesis is rejected with F count
(49.638) bigger than the value of F table (3.019). This result shows that the rela-
tional quality and customer-perceived value contribute a very strong impact to
customer loyalty. To find out how big is the effect of both variables partially to
customer loyalty, partial testing is conducted as follows:
H0: β31 = 0 Customer Relational Quality does not affect Customer Loyalty.
H1: β31 ≠ 0 Customer Relational Quality affects Customer Loyalty.
H0: β32 = 0 Customer-Perceived Value does not affect Customer Loyalty.

Fig. 1 The influence of customer relational quality and customer-perceived value toward
customer loyalty. Description: Y11 = communication effectiveness, Y12 = friendliness,
Y13 = trust, Z1 = Satisfaction, Z2 = Continued Patronage, Z3 = Share of Wallet,
Y21 = Functional value of establishment, Y22 = Functional value of service purchase (profe-
sionalism), Y23 = Functional value of service purchase (quality), Y24 = Functional value of
price, Y25 = Emotional value, Y26 = Social value

Table 1 Testing of Hypothesis 1: Customer relational quality and customer-perceived value f do
not affect simultaneously and partially to customer loyalty

Hypothesis R2 F F table Detail

H0: β31 = β32 = 0
H1: β3i = β32 ≠ 0

0.205 49.638 3.019 Null hypothesis is rejected
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H1: β32 ≠ 0 Customer-Perceived Value affects Customer Loyalty.

To test the hypotheses above, t student test statistic was used with the following
results:

The structural equation model is as follow:

Customer Loyalty ¼ 0:369 relational quality þ 0:119 customer perceived value þ n:

Table 2 shows that changes in value perceived by customers influence changes
in customer loyalty by 13.6 %. Through hypothesis testing using t student test
statistic, it shows that the customer relational quality contributes positively to
loyalty. On the other hand, the value perceived towards loyalty is not strong. This is
shown by the effect size of 0.011 that is less than 0.15. Values perceived by
customers, such as perceiving the value of interest rate offered, perceiving the value
of all services of Bank’s employees, feeling precious to be a customer for being in
an expected social level, have a small power in affecting loyalty. Customer rela-
tional quality has a bigger effect than values perceived by customers.

5 Discussion

Interestingly, finding suggests that customer relational quality has a dominant
contribution to loyalty compared to customer perceived value. The reason is that
customer relational quality with emotional touch maintained by employees of the
bank may have caused customers to be dependent to partnership with the bank.
Involving personal relationship between customers and bank employees could
create comfort and trust of customers. This condition will stimulate the attachment
and dependency of customers to bank employees, thus it will generate loyal cus-
tomers. On the other hand, the small effect of the customer perceived value may be
due to the fact that banks did not successfully conduct value creation, so that the
added value might not be perceived by customers. With the technology advance-
ment created by banks which provide easiness, customers can now use internet

Table 2 Testing of Hypothesis 2: Customer relational quality and customer-perceived value
affect simultaneously and partially to customer loyalty

Effect Effect
value

R2 Standard
error

T f2 t-
table

Decision

Customer relational
quality → Customer
loyalty

0.369 0.136 0.054 6.815 0.121 1.964 Reject null
hypothesis

Customer-perceived
value → Customer
loyalty

0.119 0.014 0.058 2.033 0.011 1.964 Reject null
hypothesis
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banking more than interact face to face. Thus, customers perceived value did not
contribute changes to the loyal behavior of customers. This result is different from
an empirical study result conducted by Yang and Peterson (2004) who state find
that the customers perceived value affect the customer loyalty to financial institu-
tions. This result is also different from a study result conducted by Roig et al. (2006)
suggesting that the value perceived by bank customers strongly influences loyalty.
Therefore, customer relation quality should become the bank management’s
attention. A good personal relationship between both parties that will lead to
dependency of customers to bank should be maintained. Customers who have been
greatly assisted psychologically will feel unfaithful if they put their savings into
other places. Banks must be periodically monitoring changes in customer behavior
because customers are dynamic, and changes in customer behavior that can lead
customers to move their fund to other banks. If any change is indicated in advance,
then there is a problem, and a further study on personal customers need to be
conducted with a more thorough observation.
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Improving Business Performance Through
Entrepreneur Motivation and Value
Creation on Small and Medium
Enterprises

Yuyus Suryana, Iwan Mulyawan and Rita Komaladewi

Abstract The main goal of government program for Small and Medium
Enterprises (SMEs) is to support SMEs in enhancing their performance, since
SMEs’ performance has not meet government’s expectation. Several indicators
showed that SMEs still have low competitive advantage, high mortality rate, and
slow pace of change from small to medium enterprises and medium to big enter-
prises. The main objective of this research was to study how entrepreneurship
motivation affects value creation and performance of SMEs. The descriptive and
explanatory methods were applied. Data was obtained from SMEs of West Java
Province, Indonesia, which has survived in their business for at least three years.
This study utilized cross sectional time horizon to obtain current situation of the
objects. The hypotheses of this research were tested using statistic methods of
Structural Equation Modeling (SEM) with 217 samples. The results of this study
showed that entrepreneurship motivation positively affected value creation and
value creation affected business performance. Also, entrepreneurship motivation
became a driver to conduct innovation creation. It was also found that, generally,
the performance of SMEs strongly depended on the success of implementing value
creation as a business strategy.

Keywords Entrepreneurship motivation � Value creation � Business performance �
Small and medium enterprise
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1 Introduction

The economy in the third millennium is now including not only international but
also global economy, where traffic circulation of goods and services commodity is
massive and fast, supported by ICT (Information Communication Technology) and
rapid, reliable transportation system; so it is true what Thomas Friedman (2006)
suggests that “the world is flat” and eventually becomes a “global Village.” A
country can be said to participate in international trade if it has an indicator showing
an increase in the rate of export and import reflected from the increase of export
share in global market and the increase of import ratio to its gross domestic product
(GDP). The more active the process of production that involves many countries, the
greater flow the foreign investment into the country, or the greater investment from
the country to other countries.

Furthermore, Forsman and Temel (2011) argue that SMEs are the engine of
economic growth, and innovation as a form of value creation is a tool for SMEs to
improve competitiveness, as well as improving business performance.

Alam et al. (2013) conducted a research on SMEs and suggested that there is
a connection between innovation and competitiveness, and the performance
improvement proposed. On the other hand, Heunks (1998) argues that innovation
also improves financial performance, as the success indicator for SMEs.

As explained by Kasali (2010), economy that relies on conglomerate business
was proven to be unable to overcome multi-dimensional crisis, including economy,
which also caused unemployment. On the other hand, small and medium enter-
prises including micro enterprises were proven to be reliable. They also were
considered as resilient, independent, flexible in mobility, efficient, does not rely on
debt, and are based on local resources. SME doers are mostly both the owners and
managers, and they are innovative, willing to take risk, and proactive businessmen
(Wiklund and Shepherd 2005).

Related to West Java, according to the Department of Cooperation, micro, small,
and medium Enterprises of the Province of West Java (2011), there are 8,731,790
business units of micro, small, and medium enterprises (MSMEs), whereas the
number of micro enterprises is 8,616,254 units, small enterprises of 10,692 units,
medium enterprises of 7408 units, and large enterprises of 1536 business units.
According to the result of a specifically conducted survey in 2012, the most
dominant constraint for SMEs is the inability to compete and capital.

Mortality problem that occurred in small and medium enterprises (SMEs) is not
only a problem for Indonesia, but also for other countries. It is stated that the ups
and downs of SMEs depend on the business motivation, including the character-
istics and persistency of SME doers individually. There were well-developed
SMEs, but there are also SMEs that went bankrupt, only 50 % of SMEs left that
still survive and develop after they are 10 years old. In addition, Chupp (2010) from
Toledo University of Canada also argued that for the past decades, SMEs have
contributed to economic growth by 70 %, the creation of employment by 70 %,
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99.5 % of employers work in this sector (SMEs), but more than 60 % of them
failed in 6 years of period. This was due to the inability to compete.

Based on the explanation of the research background, this topic is worth
studying because the role of small and medium enterprises is very important and
strategic, particularly in the national economy and in the level of the province of
West Java, because of their role in overcoming unemployment.

It can be pointed that motivation of entrepreneurs is one of the causes of the
declining ability to compete as well as the ability of entrepreneurs in creating value.
Value creation can be seen by emphasizing the innovation aspect, not only the
product, process, or organization (as an independent variable), but also its impli-
cation for business performance.

The unit analysis of this research is small businesses in the Province of West
Java, focusing on processing or manufacture and trade industries considering that
this is the most reliable sector with the most population in business area, both
nationally and in West Java. Therefore, the objectives of this research are (1) Does
entrepreneurial motivation affect positively the value creation of the company’s
innovation? (2) Does innovation value creation affect positively the business per-
formance? (3) Does entrepreneurial motivation affect the innovation value creation
that implicates business performance?

Based on the explanation given above, the objective of this research is to create a
model which has the ability to explain the problems in SMEs performance in the
Province of West Java and to predict the variables tested.

2 Literature Review

2.1 Entrepreneurial Motivation

Entrepreneurial motivation is important because failure is an integral part or
attached to business behavior, particularly in the process of becoming a successful
entrepreneurship. Bessant and dan Tidd (2011) argues that an entrepreneur may fail
but not the person, because an entrepreneur will learn from the failure or the failure
will become a part in the process toward success. Next, Bessant and Tidd (2011)
propose that entrepreneurship will be a driving force to innovate in creating value
for customers, businesses, and socials. In addition, Kemelgor and Bruce (2002),
Wiklund and Shepherd (2005) state that there is a positive and significant relation
between entrepreneurship orientation (innovation, risk taker, and proactive) to
business performance. On the other hand, Smith, Guthrie, and Chen (1989) state
that business performance is not influenced by entrepreneurship orientation. Then,
Wiklund (1999) state that several studies have shown that entrepreneurship ori-
entation affects innovation in long term, not in the short term. Shane et al.
(2003) argues that the will to achieve high performance in business is an important
motivation to be a reliable entrepreneur.
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2.2 Value Innovation

Furthermore, Bessant and Tidd (2011) argue that entrepreneurship will be a driving
force to innovate creating value for customers, businesses, and socials. This is
confirmed by Bessant and Tidd (2011) that creating value is the meaning and
purpose of an innovation that is expressed in financial, growth, employment,
business continuity, or the increase of social welfare. Gunday et al. (2009) states
that innovation is an instrument of growth strategy in entering new market, which is
used to increase market share and to make the company more competitive. In
globalization context, innovation business is a component in corporation strategies.

2.3 Business Performance

A study by Covin (1991) measured business performance of its financial perfor-
mance with a 5-point Likert scale. Financial performance can be seen from sales
level, sales growth rate, cash flow, ROE, gross profit margin, net profit from
operation, profit to sales ratio, ROI, and the ability to fund business growth from
profit. This study employs the measurement of ability to generate profits or how far
business can be managed effectively and efficiently. These measurements do not
question the business scale. Hughes (2002) concludes that the success of innovation
and its impact to business performance will last depending on managerial skills and
competence of the company. Gunday et al. (2009) confirms that the effect of
innovation to business performance has a positive correlation. The innovation
includes product, process, and organizational innovations. According to the
research plan, hypotheses can be drawn.

Hypothesis 1
Entrepreneurial motivation affects innovation value creation of small and medium
enterprises in the Province of West Java.

Hypothesis 2
Innovation value creation affects business performance of small and medium
enterprises in the Province of West Java.

3 Methodologies

This was a causality research, testing the cause–effect relationship between inde-
pendent and dependent variables. Analysis unit of this research was organizations,
the small and medium enterprises in the Province of West Java, with the doers
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particularly the leaders of SMEs in manufacture and trade industries as the unit of
observation. This was a cross sectional research, where survey was conducted in a
period of time. Samples were taken from companies that had been run-
ning ≥3 years, where they had survived with all entrepreneurship motivations and
orientations. Samples were taken randomly and 217 samples were used. Structural
Equation Modeling (SEM) was used as statistic method for analysis.

4 Finding

To test the hypotheses, statistic of the student test was used with the test result as
shown in Table 1.

Based on the test result, it can be seen that the value of tcount of entrepreneurial
motivation variable (9.850) is bigger than tcritical (1.96). Therefore, based on the rest
result, it can be concluded that entrepreneurial motivation affects the value creation
or innovation of the small medium enterprises in West Java positively (Table 2).

There is an effect of entrepreneurial motivation to value creation with a coeffi-
cient of determination R2 of 73.7 % in SMEs in West Java Province, while the
remaining 26.3 % is the effect of other factors not examined by this study. On the
other hand, the effect of innovation value creation to business performance is
65.5 % in SMEs, while the remaining 34.5 % is the effect of other factors not
examined in this study. High innovation value creation of SME doers will increase
business performance of small and business enterprises in West Java (Table 3).

Table 1 The test result of the effect of entrepreneurial motivation to innovation value creation

Path coef. Tcount Tcritical Ho Ha

0.859 9.850 1.96 Rejected Accepted

Table 2 Structural model

Sub structure Path Coefficient Tcount
a R-Square

First EM → VC 0.859 9.850 0.737

Second VC → BP 0.809 10.315 0.655
atcritical = 1.96
Source Processed data, output result of AMOS 20

Table 3 Test result of the effect of innovation value creation to business performance

Path Coef. Tcount Tcritical Ho Ha

0.809 10.315 1.96 Rejected Accepted
*tcritical = 1.96
Source Processed data, output result of AMOS 20
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Based on the test result, it can be seen that the value of tcount of entrepreneurial
motivation variable (10.315) is bigger than tcritical (1.96). Thus, based on the test
result, it can be concluded that value creation affect business performance of small
and medium enterprises in West Java positively.

This condition strengthens the previous study by Forsman and Temel (2011),
Tidd and Bessant (2011) that the aspect of innovation affects business performance
significantly. This becomes clear because innovation will increase competitive
advantage, both directly and indirectly, for companies as well as create value for
consumers (Cravens and Piercy 2013) (Fig. 1).

Government’s program is the most dominant in supporting entrepreneurial
motivation is the availability for both good infrastructure and access to model in
developing business. The marketing strategy by Igor Ansoff Matrix (Kotler 2006)

Fig. 1 Model structure of the influence of entrepreneur motivation toward innovation value
creation and impact to performance
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can be used in this matter, namely marketing penetration strategy where existing
products are allocated for the market at a price lower the average prices of com-
petitors on the assumption that SMEs are innovation in the process with an
emphasis on efficiency. Companies carry out innovation-based product develop-
ment both incremental and radical innovation. In addition, SMEs can also imple-
ment the concept of marketing strategy by Michael Porter (Craven and Piercy
2013), namely the innovation of process aimed at building low cost so that the
output price is cheaper, or by attempting to create differentiated product whose
difference is considered important by the consumer. Finally, in marketing the
products, SMEs have to focus on their targeted markets, and market segmentation is
needed in the process so that the marketing effort become more focused.

5 Discussion

From the hypotheses, it is revealed that entrepreneurial motivation and value cre-
ation of motivation are dominant factors in increasing business performance. Based
on the formulation of the problems, the factors needed to be considered to enhance
business performance, including Government’s Program (forming factors of
entrepreneurial motivation), are infrastructure, education and training, and mar-
keting and R&D aspects for internal empowerment. Next, innovation value creation
is the product that uses alternative and innovative materials, innovation in delivery
process, innovation in promotion and pricing technique, and everything should be
within the framework of innovation organizationally so that all can be facilitated
well structurally, in management of procedural innovation and information system.

For Research and Development or R&D, although it only has produced the
incremental products and not the radical one, this department is important and
strategic in sustaining business continuity, particularly in sustaining competitive
advantage. This is impossible because innovation value creation will only grow and
be developed by R&D’s effort.

Entrepreneurial motivation also becomes a driven force for the creation of
innovation.

Regarding the variable innovation creation value, it can be seen from the veri-
fication research that generally the high performance of SMEs strongly depend on
the success of running the innovation value creation as a business strategy. The
creation of innovation value includes product, process, marketing, and organiza-
tional elements. The effectiveness of innovation value creation will be realized if
organizational innovation is built first so that the creation of product, process, and
marketing innovation can run effectively, considering that organizational aspect is
the platform for the effectiveness of company program implementation.

To develop innovative products and processes for SMEs, the cooperation
between universities in West Java should be improved, considering they have been
doing a lot of applied researches, which can be developed into prototypes of pro-
duct for marketing test, in addition to carrying community service. On the other
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hand, collaboration researches or joint researches can be conducted in order to reach
a mutually beneficial cooperation.

SMEs also need to develop business on the basis of innovation value creation
because it is very important and strategic to build competitiveness and achieve
superior business performance. Therefore, in business management, HRD, mar-
keting, financial, and production should be developed. Business management is
important, particularly in the aspect of how to develop a competitive business
through product, production process, marketing, and organizational innovations.
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Analysis of Expectation Disconfirmation,
Students Satisfaction, and University
Image Toward E-WoM Intention Through
Social Media: A Case Study
of an Entrepreneurial University
in Jakarta

Puji Rahayuningtyas and Liza Agustina Maureen Nelloh

Abstract Since the number of entrepreneurs is still 1.65 % from the total popu-
lation in Indonesia, several universities in Jakarta begins to boost entrepreneurial
spirit to young people through implementing entrepreneurial-based university. The
research contributes to service recovery and improvement of marketing strategy to
grab upcoming students. Thus, this research aims to analyze expectation discon-
firmation (EDT), students’ satisfaction and University image toward WoM inten-
tion on social media in an entrepreneurial university in Jakarta. To answer research
aims, the researchers use Structural Equation Model (SEM) analysis with Partial
Least Square (PLS) technique. The questionnaires were distributed to 121 students
who have joined the university at least for a year by using purposive sampling
technique. The result of this research indicates that all variables tested are related to
each other, yet the lowest loading factor was on EDT. Thus, the entrepreneurial
university should improve the promotional strategy to avoid over promising.

Keywords Expectation disconfirmation (EDT) � Students’ satisfaction �
University image � E-WoM � Entrepreneurial university

1 Introduction

Litbang Kompas/12032015/h.18/RH on Marketing Research Indonesia, stated that
total entrepreneurs in Indonesia is still 1.65 % from 25,361 million total population
in Indonesia. To compare, Japan has 10 %, Singapore 7 %, Malaysia 5 %, and
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Thailand 3 % in the same period. This means that Indonesia needs big effort to
boost the number of entrepreneurs because it is believed that economics are quite
dependent on entrepreneurial spirit. Whereas, in the result of the Global
Entrepreneurship Monitor survey in 2013, it is revealed that Indonesia holds second
rank in the willingness to become an entrepreneur.

One of the factors why Indonesia has a lack of entrepreneurs, especially young
entrepreneurs, is that there is no entrepreneurial character building since young age;
they tend to be trained to work rather than create a job field. To support, Witjaksono,
Finance Director of PT. Dwi Aneka Jaya Kemasindo stated that “Kebanyakan para
orang tua selalu menanamkan dan mempersiapkan anak mereka menjadi pekerja
ketimbang menjadi pengusaha,” (Most of parents train their child to be an employee
instead of hiring employees). This mindset becomes a concern for some academics.

Hence, the government takes a responsibility to change the mindset of the
society. It is proved by a regulatory in curriculum 2013 that entrepreneurship must
be taught in senior high school. Viewing this phenomenon, universities as the
highest level of formal education take a chance also. Some universities in Jakarta
are competing in creating entrepreneurial-based programs to produce young
entrepreneurs and to educate them with the soul of entrepreneurship with all
facilities offered.

Since the students are living in the high-tech era and are very critical, they tend
to easily share their experience to the world through Internet. The Internet has
changed the way customers communicate by providing a common space to share
opinions and reviews (Goldsmith and Horowitz 2006) and their opinions are freely
read by others around the world, thus, have hug potential reach (Hennig-Thurau and
Walsh 2004). This kind of communication process is known as electronic
word-of-mouth (E-WoM). Therefore, treatment for them in facilities or service is
the key to their satisfaction; fulfill their expectation through positive performances
as it is strongly related to building an image of university. Since customers can
easily post visual information (e.g., pictures, videos) to convey product information
and consumption-related experience powered by email, blogs, interest, experiences,
these E-WoM are seen as more credible, because customers tend to trust inter-
personal sources rather than non-personal or commercial sources. Customers often
rely on informal E-WoM when they seek information. As a result, generating
positive E-WoM becomes crucial technique to build and maintain strong brand
relationship with highly engaged customers (Smith et al. 2007).

2 Literature Review

2.1 Expectation Disconfirmation Theory (EDT)

EDT has long been a dominant marketing paradigm for studying customer satisfaction
across many products and services (Tse and Wilton 1998). In an EDT literature
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overview, Oliver (1977) divides into two, they are: (1) simplified expectation dis-
confirmation model (hereafter called as simplified model) which includes expectation,
disconfirmation and satisfaction (Fig. 1); (2) complete expectation disconfirmation
model. This model contains performance as an additional variable (Fig. 2).

Simplified expectation disconfirmation model describes that expectation is
potential to create negative influence in disconfirmation and satisfaction. Higher
expectation is more likely to be negatively disconfirmed. It usually happened when
reality is lower than expectations.

Performance as an additional variable on complete expectation disconfirmation
model shows that expectations tend to give positive influence on performance. The
difference between simplified and complete is the inclusion of performance and its
relationship with the other EDT variables. Furthermore, in the complete discon-
firmation model performance is positively related to disconfirmation, how perfor-
mance is converted into psychological (disconfirmation) (Oliver 1989). It is said
that the higher the performance, the more likely performance will exceed expec-
tations, resulting in positive disconfirmation. Trust grows when trust is positively
confirmed or declined, but is destroyed or declined when trust is negatively dis-
confirmed (Lewicki and Buncker 1996).

EDT itself can measure customers’ satisfaction from the difference between
customers’ expectation and customers’ experience in perceived products and ser-
vices in multiple manners of customers. Figure 2 consists of four components:

Expectations Satisfaction

Disconfirmation

Fig. 1 The simplified expectation disconfirmation (Oliver 1977)

Expectations

Disconfirmation

Perceived 
Performance

Satisfaction

Fig. 2 The complete expectation disconfirmation model (Oliver 1977)
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expectations, perceived performance, disconfirmation, and satisfaction which are
discussed as follow:

Expectations define the customer’s anticipations about performance of product
and services (Churchill and Surprenant 1982). Since EDT is capable of defining
multiple manners of customers, there is an initial expectation of customers that use
specific product or service is based on previous experience and also an initial
expectation of customers that belong to new customers, they have no specific
previous experience of quality or performance of products or service they tend to
purchase. These two kind of initial expectations create a difference. The initial
expectation of such new customers consists of feedbacks that they receive from
other customers, advertisement, and mass media. On the other hand, another initial
expectation of customers who have previous experience is close to reality.
Therefore, they do repurchasing (Haistead and Hartman 1994).

Perceived performance investigates the customers’ experience after using
products or services that can be better or worse than customers’ expectation (Spreng
and MacKenzie 1996). Both types of customers who have previous experience and
who do not have such experience will use purchased products or service for a while
and realize its actual quality.

Disconfirmation is defined as the difference between custmers’ initial expec-
tation and observed actual performance (Bhattacherjee and Premkumar 2004).
According to literature, disconfirmation is divided into three types. They are:
positive disconfirmation, negative disconfirmation, and simple disconfirmation. It is
said as a negative disconfirmation when actual performance of the product or
service cannot meet customers’ expectation, and it will lead to customers’ dissat-
isfaction. On the other hand, positive disconfirmation will occur if perceived per-
formance of certain product or service meet or even exceed customers’ satisfaction.
In the end, if there is no difference between customer’s expectation and actual
performance then the perceived performance equals the expectation; as a result,
simple disconfirmation occurs (Oliver 1989; Santos and Boote 2003).

According to McKnight (2005), EDT is measured through several dimensions
such as, functionality, reliability, helpfulness, usefulness, and easy to use. However,
the term of service would not be suitable for the easy to use which is suitable for
intangible product (McKnight 2005). Functionality is defined as the degree to
which the technology will have the capability, functions, or features needed to
accomplish one’s task(s). Therefore, reliability is defined as the degree to which the
technology will continually operate properly, or will operate in a consistent and
flawless manner. McKnight (2005) defined helpfulness as the degree to which
technology will provide adequate and responsive help, and users with helpfulness
trusting expectation will anticipate that a system has an adequate help function.
Helpfulness bears a slight similarity to benevolence trusting beliefs in interpersonal
trust relationships in which the trustee cares about one’s needs and acts in one’s best
interest. Thus, places usefulness as a characteristic of automation trust, as indi-
viduals can rely on or trust that a useful system is beneficial (Sheridan 1988).
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2.2 Students’ Satisfaction

Customer satisfaction has been defined by Rust and Oliver (1994) as the “cus-
tomer’s fulfillment response,” which is an assessment and an emotion-based
reaction to a service provided. Nicolescu (2005) believed that students are the
customers of the university and survival. In short, student satisfaction will be the
important term for the university to survive. Many researchers defined how
important customer satisfaction is. Regarding EDT concept, if customers realize
that perceived information of product or service can satisfy their initial expecta-
tions, then the occured positive disconfirmation leads to the satisfaction. Yet, if the
perceived information they obtained does not match with their initial satisfaction,
then negative disconfirmation leads to customer’s dissatisfaction.

Expectations itself are defined as a set of standards that predict expectations and
perceptions of customers about specific product or service (Bearden and Teel 1993).
Figure 3 below shows on how expectations affects perceived performance in EDT
model. According to Fig. 3, expectations have positive impact on perceived per-
formance and make positive relationship toward disconfirmation. Then, disconfir-
mation generates positive effects on overall satisfaction that consist of both positive
and negative disconfirmation (Yi 1990). To conclude, this figure proves that per-
formance has direct impact on overall satisfaction. Overall satisfaction is under-
stood as customer’s satisfaction of previous purchase experience from websites that
such a satisfaction can include all different aspects, like: customer’s information
satisfaction, online facilities satisfaction, and purchase satisfaction.

To summarize, EDT has two crucial variables that are expectation and experi-
ence or perceived performance. These two variables function to divide the time
periods. Expectation is related to pre-purchase time period that a customer has an
initial expectation toward specific or certain performance, such as quality of product
or service. Experience or perceived performance is related to after purchase time

Expectations

Perceived 
Performance

Desires

Overall 
satisfactionDisconfirmation

Fig. 3 Expectations and disconfirmation model
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period that the customer gets experience after perceiving a real performance of the
product or services. To highlight, the underlying difference between initial expec-
tation and perceived experience or performance is termed as disconfirmation of
expectation (Bhattacherjee and Premkumar 2004).

Again, when customer’s perceived performance about the quality of products or
services are higher than customer’s satisfaction, will lead to positive disconfirmation.
In the same way, when the customers perceived the performance worse than what they
expected, negative disconfirmation occured. Based on Yi (1990), positive disconfir-
mation leads to customer satisfaction and negative disconfirmation will not lead to
customer’s satisfaction. Santos and Boote (2003) explains that positive disconfirma-
tion and customer’s behavior along satisfaction or dissatisfaction transparently.

A conceptual framework that consists of expectations, customer’s satisfaction, or
dissatisfaction and customer’s behavior is clearly discussed by Santos and Boote
(2003). The relationship is illustrated on Fig. 4. It is obviously seen that different
kinds of expectations lead to customers’ satisfaction and failure in meeting that
different kinds of expectations causes dissatisfaction feeling in customers that
results to customer’s behavior.

On Fig. 4, it is explained that customers’ expectations have different levels
consisting two zones: intolerable and tolerable. In tolerable zone, the small dif-
ference between customer’s expectations and perceived performance will create

Fig. 4 Conceptual framework of EDT
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dissatisfaction which is shown in part 2, while three variables stated in tolerable
zone are predictable. First, when perceived performance is adequate and acceptable
compared to customer’s expectation will create an acceptable result but negative
disconfirmation. It is caused by the inability to produce higher level of satisfaction
for customers. Second, when perceived performance is getting very close to desired
will create satisfaction or delight feeling of customers, and disconfirmation of this
will be positive as its performance makes high level of satisfaction. Last but not
least, on third part indicates customer’s behavior which is based on perceived
satisfaction or dissatisfaction. High satisfaction or even delight feeling of customers
will lead to compliment behavior and as it is seen, dissatisfied customers lead to
complain behavior. According to the explanation earlier, the researchers proposed
the first hypothesis as follows:

Hypothesis 1: The Expectation Disconfirmation has a positive effect on stu-
dents’ satisfaction.

Therefore, there are lots of studies which conclude that customer satisfaction is
initiated by brand image or corporate image. However, Helm et al. (2007) focus on
balance theory. Balance theory states that individuals strive for consistency in their
knowledge system, their perceptions of themselves and their environment and they
try to avoid any inconsistencies in this regard. In more detail, Heider conceptualizes
social relations as a triad, consisting of two individuals and one impersonal entity
both individuals are related to such as an idea or an object. Whether a structure is
balanced or not depends on the combination of positive and negative relations
among the triad’s constituents. Thus, it is concluded that if a consumer makes a
positive experience with a company’s product, she is supposed to perceive a feeling
of satisfaction. If then she is asked to indicate the reputation of the company that
made a product (a company otherwise hardly known to the individual) she is very
likely to rank it highly. Ascribing the company a bad image or reputation would
create a state of imbalance and therefore cause cognitive dissonance. In order to
avoid this disequilibrium and maintain/reestablish cognitive consonance, the con-
sumer will be likely to adapt her opinion about the company’s reputation to the
already existing level of satisfaction (Helm et al. 2007). Hence, it could be applied
also on higher education sector. If students have a positive experience with the
university or they felt satisfied with the university then simultaneously they felt the
university has a good reputation. Based on those explanations the second
hypothesis proposed as follows:

Hypothesis 2: Students satisfaction has a positive effect on university image.

University Image

University image derived from the famous term of image. Based on Sevier
(1994), an image is a set of attitudes or beliefs that a person or audience holds about
an institution. An image is how you look, and an image is who you are (Sevier
1994). Image is a notion which an individual holds with regards to another
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individual, group or organization. In other words, image is an impression which an
individual or a group seeks to create or strike upon others regarding himself/herself/
itself. On the basis of these explanations, corporate image, shortly, can be explained
as all kinds of impressions that the community makes about a corporation.
Corporate image is a valuable, tangible entity which is hard to imitate and it can
help to obtain superior, sustainable financial performance (Marteson 2007).
Kazoleas et al. (2001) proposed image as the organizational, personal, and envi-
ronmental factors in the processing of the public’s perception on the university
image shows that receiver-oriented and audiencE-specific corporate image may
vary. Brown and Dacin (1997) claim university’s image derives from customers’
perceptions of capability and social responsibility. Hence, it is concluded that
university image is perceptual conception in the mind of customer such as students
itself.

Word-of-mouth is a highly desirable sponsorship outcome, since it is widely
recognized today as one of the most effective communication tools (Jiewanto et al.
2012). Thus, Jiewanto et al. (2012) concluded that a positive image can influence
the intention of student to spread the word-of-mouth. Institutions can build positive
emotional attachment such as university image toward the students and the students
will spread a positive electronic word-of-mouth which is famous in today’s busi-
ness. Therefore, based on those explanations, the researchers proposed the
hypothesis as follows:

Hypothesis 3: University image has a positive effect on electronic word-of-mouth
intention.

Electronic Word-of-Mouth Intention (E-WoM)

Word-of-mouth intention correlated with behavioral intention as proposed by
Naik et al. (2010). Word-of-mouth has been frequently addressed in the business
literature especially in service literature. Classically, it has been viewed as an
element in the framework that constructed from satisfaction-profit relationship
(Ghorban and Tahernejad 2012). According to Mikalef et al. (2013) stated that
electronic word-of-mouth intention is the sharing of information that a consumer
will proceed to after he has engaged in the shopping process.

Mikalef also concluded that E-WoM as it is referral marketing is also termed is
an aspect that is cited by practitioners and scholars at an increasing rate. This fact is
attributed the importance which it is gaining, since more empirical studies reveal
that positive word-of-mouth has an impact on new consumers attraction. Therefore,
users tend to share information on a product that they have seen and would be of
interest to friends and peers, a typical action of post-browsing. Being familiar with a
product and aware of recent product trends also leads to relatively high levels of
word-of-mouth activity (Mikalef et al. 2013).
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Generally, WoM has been found to provide an easy, credible source of infor-
mation and more effective than ads since customers cannot know anything and so
should turn to others for information even recommendation. Customers may fall on
negative word-of-mouth if service failure occured. Participating in negative
word-of-mouth or complaining behavior is lessened by a company’s reaction to
complaint. In addition, a company’s reaction to complaints influences the degree to
which customers participate in negative WoM.

Comparing traditional WoM, electronic WoM (E-WoM), especially on social
media is more useful due to its speed, convenience, onE-to-many reach, and its
absence of facE-to-face pressure (Phelps et al. 2004). Traditional WoM commu-
nication consists of spoken words exchange with someone else in a facE-to-face
situation, while E-WoM involve transmitting personal experiences and opinions
through the written word (Bickart and Schindler 2001). Chu (2009) has found that
customer’s satisfaction with purchasing experiences has effect on customer’s
commitment and positive word-of-mouth intentions.

The advance of technologies has enabled customers to share product-related
information via Internet, thereby increasing the impact of WoM, E-WoM itself is
defined as “any positive or negative statement made by potential, actual or former
customers about a product or a company, which is made available to a multitude of
people and institutions via the Internet” (Hennig-Thurau and Walsh 2004, p. 60).
Because of this, customers are really borderless and can share opinions through
different platforms which facilitate the creation and exchange of user-generated
content or usually referred as social media (Kaplan and Haenlein 2010). Social
media includes Web channels, such as blogs, social network sites and forums, and it
is claimed that E-WoM communications are more persistence and accessible
(Hennig-Thurau and Walsh 2004). Besides, E-WoM communications are more
measurable and observable comparing to traditional WoM communications (Lee
et al. 2008).

3 Methodology

A total of 19 observed variables constitute the measurement of exogenous and
endogenous variables. The independent variable of expectation disconfirmation
consist of seven items, university image as a mediating variable consist of four
items, hence students’ satisfaction consist of four items. E-WoM intention as
dependent variable in this study consisting four items scale. The scaling applied in
this study is the 5-point Likert scale of 5-strongly agree, 4-agree, 3-neutral,
4-strongly disagree, and 1-strongly disagree.

A purposive technique of sample distribution was applied in this study. The
authors also convinced that each of the questionnaires from previous studies lit-
eratures. It was distributed to 163 students and it returned for 121 questionnaires
which contained 74.23 % in response rate. Furthermore, this study used Structural
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Equation Model (SEM) and Partial Least Square (PLS) method of its robustness
against distributional constraints as compared to covariancE-based analysis meth-
ods (Chin 1998). Thus, PLS also a useful tool for estimating the measurement
model of latent constructs by means of linear combinations of their empirical
indicators and the structural models between constructs, then, PLS has flexible
assumptions for a sample distribution, the smaller sample size required for model
estimation is the crucial advantage of PLS when only a relatively small sample size
is available (Chin et al. 2003).

4 Results and Discussion

The respondents’ profile in this study would be kindly seen in Table 1. Table 1
represented the gender, major, and one descriptive question “Does the university
enjoyable for you?”

4.1 Respondents’ Profile

The table reports the respondents in this study are more on females (55 %) than
males (45 %). The respondents are dominated from Entrepreneurship Department
(28 %) and Hotel Business Program (26 %). Thus, this study confirmed the
entrepreneurial university would be entitled as enjoyable campus which is 85 % of
students felt happy to study there.

Table 1 Respondents’ profile

Characteristics Total Percentage (%)

Sample = 121

Gender

Male 54 45

Female 67 55

Major

Entrepreneurship 34 28

Hotel business program 31 26

Construction engineering and management 25 21

Architecture 17 14

Accounting 14 12

Enjoyable campus

Yes 103 85

No 18 15
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4.2 Validity and Reliability Testing

The validity and reliability were tested by PLS through the measurement model
(outer model). The measurement model was evaluated by examining the individual
loadings of each item which are called internal composite reliability (ICR) and
average variance extracted (AVE) per variable to test validity of variables (Chin
1998; Roostika 2011). Thus, The PLS analysis produces composite reliability
measure which is similar to Cronbach’s alpha, but preferred in structural equations
modeling because it estimates consistency on the basis of actual measurement
loadings. The internal consistency values should exceed the 0.60 (Roostika 2011).

Table 2 indicates that all of the variables fit with the requirements such as AVE
that are greater than 0.5 (Chin 1998; Ghozali 2006) and each of the variables
contains ICR which are more than 0.6 (Chin 1998; Fornell and Lacker 1998). Thus,
Table 2 informed that each of the items has significant t-value at the p < 0.001 level
(T-statistics > 1.96) which is confirmed the statistical requirement stated earlier.
Table 2 also confirmed that each of the variables containing Cronbach Alpha which
is greater than 0.7. It is concluded that this study meet the requirements of validity
and reliability as required by PLS analysis.

Table 2 Validity and reliability testing

Variables Indicators Standardized
loading
factor

T-statistics Internal
composite
reliability
(ICR)

Average
variance
extracted
(AVE)

Cronbach
alpha

Expectation
disconfirmation
(McKnight
2005)

edt1 0.80744 19.302322 0.940023 0.691402 0.925472

edt2 0.848164 19.572979

edt3 0.853296 20.387793

edt4 0.847746 19.977288

edt5 0.795021 14.450056

edt6 0.843507 18.637929

edt7 0.823484 23.095989

Students’
Satisfaction
(Naik et al.
2010)

cs1 0.852964 20.950148 0.918507 0.738103 0.881689

cs2 0.843612 24.056075

cs3 0.864857 26.726822

cs4 0.874759 21.856603

University
image
(Kazoleas et al.
2001)

ui1 0.882352 19.004578 0.910235 0.717215 0.86848

ui2 0.876396 23.82421

ui3 0.880798 21.378906

ui4 0.831073 17.258349

E-WoM
(Mikalef et al.
2013)

ewom1 0.832305 14.805649 0.924272 0.753276 0.890623

ewom2 0.842942 14.870003

ewom3 0.87804 19.100939

ewom4 0.833441 15.07163
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4.3 Hypothesis Testing

To test the hypothesis, PLS analysis required the structural model (inner model) to
be assessed by examining the path coefficients, t-statistics and R2 value (Chin 1988;
Roostika 2011; Nelloh and Liem 2012).

At the first, hypothesis 1 proposed that expectation disconfirmation
(EDT) significantly and positively effect on students’ satisfaction by seeing path
coefficient and T-statistics through Figs. 1 and 2. Figure 2 concluded that expec-
tation disconfirmation significantly and positively effect on students’ satisfaction
(t = 47.649) which is greater than statistical requirement (>1.96) it is related to
Bhattacherjee and Premkumar (2004) which is stated that EDT will impact on
Overall satisfaction is understood as customer’s satisfaction of previous purchase
experience from websites that such a satisfaction can include all different aspects,
like: customer’s information satisfaction, online facilities satisfaction, and purchase
satisfaction.

Thus Fig. 1 concluded that 0.888 is the path coefficient between expectation
disconfirmation toward students’ satisfaction. Expectation disconfirmation
explained students’ satisfaction by 78.9 %. Figure 2 also explained path coefficient
of students’ satisfaction toward university image containing 0.848 as stated in
hypothesis 2. University image is explained by students’ satisfaction by 71.8 %.
Thus, hypothesis 2 is accepted by seeing the T-statistics = 29.605 it is related to
balance theory (Helm et al. 2007) which is previously explained that if the students
experienced the university through their satisfaction of the university then students
will have a good reputation on the university. Furthermore, hypothesis 3 is accepted
with T-statistics = 21.877 (university image toward E-WoM).

Figure 1 concluded that university image explain E-WoM by 61 %. It supported
the results of previous studies by Jiewanto et al. (2012) that concluded that if the
students have a good reputation or image of the university then they tend to spread
good news about the university to the society. Hence, it is related to study of
Mikalef et al. (2013) which is resulting on electronic word-of-mouth intention.

5 Conclusion

The main objective of the present study is to measure EDT and university image
and to prevent E-WoM influence by focusing on students’ satisfaction. Previous
research stated that E-WoM is more influential than firm-generated information
(Bickart and Schinder 2001) so, actively making efforts to stimulate and manage
E-WoM is needed. Therefore, it is extremely important for both academics and
practitioners to understand how E-WoM works. In this paper, the authors have
demonstrated that happy or delight feeling affects on how students say about the
university. Students feeling should be maintained since it affects the way they
study.
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Since EDT is significantly and positively affect on students satisfactions, and
students’ satisfaction will influence on how high E-WoM would be for creating
university image, as a result image will affect customers’ decision making (Fig. 5).
Additionally, university should bear in mind that E-WoM has a great impact on
customer behavior. Special attention should be devoted to students’ satisfaction.
Students’ satisfaction should be constantly monitored in order to identify problem
areas and make necessary improvement and modifications. These actions will
enhance students’ satisfaction so as to generate positive EDT with positive E-WoM.

6 Research Implications

There are some implications of this research including theoretical implications and
managerial implications. For theoretical implications, EDT is significantly applied
in the university context. Herewith, the academician should aware that EDT is one
of the important antecedents of student satisfaction and university image. This
research also confirmed balance theory as proposed by Helm et al. (2007) as the
part of visa versa relationship between university image or reputation and student
satisfaction. Thus, this research proved nowadays, electronic word-of-mouth to be
the important factor in the perspectives of academic entrepreneurship.

For managerial implications, since this research confirmed four hypotheses, then
the researchers suggested the head of institutions at entrepreneurial university
should consider about expectation disconfirmation toward the students. The man-
agerial should consider the marketing department and all the people included in the
university to make an honest and professional promotion toward the students or
parents in order to avoid over promising to them. Furthermore, as the result of this
research, the managerial should consider about making an interactive social media
promotion, increasing the viral marketing or referral through the internet so that
existing students will have positive perceived image and or satisfied toward the
university. Hence, the entrepreneurial university should build its own branding
strategy to elaborate the emotional or affective sources of the students.

Fig. 5 Structural model (T-statistics)
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7 Limitations and Future Research

This research contains some limitations. Firstly, the number of students as the
respondents should be more elaborated. Even though it is avoided by using Partial
Least Square (PLS), the future research should include more students as respon-
dents. Thus, this research only focuses on psychological or mindset of the students
does not include the real behavior as word-of-mouth behavior. So, the further
research should include more variables such as university service quality in order to
test subjectively about the university. Hence, the future research include not only
from behavioral intentions but also behavioral actions of the students.
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Large Controlling Shareholder, Corporate
Governance, and Cross-Border M&A
Decision: An Empirical Study Based
on Listed Companies in China

Kai Liu and Chaohong Na

Abstract Based on domestic M&A and cross-border M&A events in China from
2007 to 2013, we investigate the large shareholder’s agency problem on domestic
and cross-border M&A decision-making, then analyze the governance effects of
internal and external governance mechanism on the agency problem.The results
show that large shareholder’s agency problem exists in the Chinese listed com-
pany’s cross-border M&A decision-making, the SOE or large shareholder are
unwilling to carry out cross-border M&A. Further study found that, the equity
balance degree, the international background of board chairman, and foreign sales
level can alleviate the equity agency problem on cross-border M&A, but the pro-
duct market competition will aggravate the equity agency problems on cross-border
M&A. This paper complements and expands the cross-border M&A theory, pro-
vides a theoretical and empirical evidence to formulate relevant M&A policies for
regulators and to promote the internationalization strategy for listed companies in
China.

Keywords Cross-border M&A � Large controlling shareholder �Agency problem �
Corporate governance

1 Introduction

In recent years, driven by rapid economic growth, the Chinese economy is changing
from bringing into going out and from product exporting to capacity transferring
and capital outputting. China’s M&A market shows a trend of explosive growth,
the listed companies have to optimize the allocation of resources, expand the scale
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of enterprises, achieve strategic transformation and accelerate the internationaliza-
tion process by M&A, both the number and the size of the transaction increase
sharply, cross-border M&A accounts for more than half of the total transaction
volume, compared with domestic M&A, which is more conducive for listed
companies to acquire the key assets like brand, market, technology, and manage-
ment skills, to enhance their international competitiveness, and to make more
positive effects on the future innovations (Bena and Kai 2014). It has become an
important tool for the implementation of international strategy in china. However,
due to the complexity of integration after the merger, and the lack of enterprise
innovation and multinational management ability, the difficulty and risk of
cross-border M&A is much higher than domestic M&A. Cross-border M&A only
accounts for about 10 % of the total number of M&A, so there exists the problem
on insufficient power of cross-border M&A. With the deepening of the interna-
tionalization and cross-border M&A gaining a more and more important position in
the market, the primary problem which Chinese listed companies need to solve in
order to increase international competitiveness is how to guide and promote the
implementation of cross-border M&A effectively. Therefore, research on the key
drivers of cross-border M&A has very important practical significance.

Many scholars have done lots of researches, using Chinese enterprises
cross-border M&A as the research object, and have achieved abundant results,
separately on M&A motivation (Xianming and Zhiwen 2014), the factors
influencing M&A implementation success or failure (Jianhong et al. 2010), over-
seas expansion mode (Qinqin and Yanyan 2014) and whether M&A can create
values, and decision factors of value creation (Lulu and Robert 2011),while the
studies of cross-border M&A decision-making are limited.

In view of this, using 2066 M&A events of Chinese listed companies from 2007
to 2013, based on agency theory, this paper introduces the large controlling
shareholder in the study of cross-border M&A decision-making, and further analyze
large shareholder’s agency problem on cross-border M&A decision-making and the
governance effect of internal and external governance mechanism, from the internal
and external governance factors reflecting the “intention” and “ability” of the
cross-border M&A, so as to provide empirical support to enrich cross-border M&A
decision-making theory and guide listed companies advance the strategy of inter-
nationalization actively and steadily.

2 Literature Review and Research Hypothesis

Due to the particularity of Chinese institutional environment, in recent years,
scholars began to introduce company internal and external governance factors, such
as equity structure, board governance, and product’s market competition into the
M&A decision-making research. However, most study use domestic M&A events
as the research object, and they generally believe that the internal governance
structure of listed companies and the external governance environment will directly
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or indirectly affect the M&A decision-making (Bing et al. 2011). While in the
research field of the company internationalization drivers, scholars mainly use the
theory of institutional factors and organizational learning to explain how the
domestic institutional environment, industry environment and the enterprises’
learning ability influence the companies’ internationalization process, selection of
the overseas investment mode, and implementation effects of cross-border M&A
(Deng 2009; Jianhong et al. 2012). The above research all show that company
governance factors will affect the M&A decision-making and internationalization,
but they fail to study the driving factors of the listed companies’ M&A
decision-making from a micro perspective of the company internal and external
governance mechanism, which can reflect the listed companies’ intention and
ability to implement cross-border M&A. Therefore, this paper tries to base on the
agency theory, from the perspective of company governance, and disclose the
“black box” of cross-border M&A decision-making.

2.1 Large Shareholder’s Agency Problem
in the Cross-border M&A Decision-making

A large number of documents show that the nature of the ultimate controller is the
key factor, which influence the process of internationalization and the effect of
cross-border M&A. Viewing from the domestic policy environment, on the one
hand, SOE’s good relations with the government are helpful to obtain the relevant
support from industrial policies and finance, and also have a greater competitive
advantage in system and industrial environment, compared with the private listed
companies (Hui and Shanmin 2011). On other hand, as the domestic M&A market’s
reform bonus continue to release, SOE behave very actively in the domestic M&A
events. But as the cross-border M&A is a high-risk investment, SASAC introduce
several policies to strictly examine, approve, and supervise SOE’s cross-border
M&A events, in order to control the investment risk and realize the preservation and
appreciation of the state-owned assets. Such remarkable advantage based on prop-
erty rights will sharply undermine the SOE’s intrinsic motivation to implement the
internationalization strategy (Jinhui et al. 2014). Viewing from international envi-
ronment, in recent years, with the “sinophobia” mood growing in commercial
activities, SOE’s decision of cross-border M&A is generally considered to be made
by government for some political purposes (Ramasamy et al. 2012). Its state-owned
identity will cause the host country to worry about the nation security threat and the
lack of international management ability. While private listed companies with its
flexible autonomous management mechanism and strong ability of international
management are favored by foreign enterprises, their cross-border M&A strategies
are also viewed as reasonable behaviors to look for the biggest value space of
international market. Such international environment will increase the SOE’s
political cost of cross-border M&A, and constitute the institutional barriers for their

Large Controlling Shareholder, Corporate Governance … 47



implementation of the international strategy. As a result, SOE are inclined to make
domestic M&Awhich has lower risk and higher success rate, taking advantage of the
domestic institutional environment. In the corporate governance mode where the
company is mainly controlled by large shareholder, the proposal of M&A is basi-
cally the will of the large shareholder. Especially in emerging market countries, large
shareholder’s control and cash flow rights diverge severely, and conspiracy with
managers is easy to appear, then decisions which encroach on minority shareholders’
benefits will be made, and tunneling effect is obvious here (John 2008). Research has
found that large shareholders are more tend to make lower risk investment to obtain
more private benefit. Because large shareholders in emerging market countries lack
experience of transitional operation and deep understanding of oversea market,
internationalization usually bring high risk and high cost. As a result, they are not
willing to enter the more complex oversea market, and at the same time force their
CEO to make investment decisions which avoid risks. The above discussion leads to
our first hypothesis:

H1 company has large shareholder agency problem on cross-border M&A
decision-making.

H1a SOE are more unwilling to carry out cross-border M&A.
H1b listed company with higher large shareholder’s ownership proportion is more

unwilling to carry out cross-border M&A.

2.2 Governance Effect of the Corporate Governance
Mechanism in Equity Agency Problem on Cross-Border
M&A Decision-making

2.2.1 Internal Governance Mechanism

In corporate enterprise with separation of two rights, the large quantities of agency
cost are usually caused by performance decline arising from wrong decision.
Therefore, improving decision-making efficiency and strengthening supervision
mechanism can reduce the enterprise moral hazard and adverse selection behavior.

The board of shareholder is a major factor to supervise the significant
decision-making behavior in company under large shareholders’ control. In the
board of shareholders’ governance structure, the other major shareholders of listed
companies, unlike the first big shareholders, mainly play the role to supervise,
check, and balance big shareholders’ behavior. It is a kind of important mechanism
to protect the interests of outside investors in this structure. To some extent, the
more powerful the other large shareholders are, the more obvious the effect of
supervision and checks and balances on its largest shareholder is, the more helpful
to alleviate the equity agency problem in cross-border M&A decision-making
problem.
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In addition to representing the general meeting of shareholders to supervise the
management behavior, board of directors’ more important job is to provide
resources and make strategic decision, in order to improve the efficiency of major
investment and financing decision, and take on the role to make an enterprise
strategic decision (Liangyong and Xiaoling 2014). In this structure, the board can
form an ability complementary effect where many people involved in decision-
making, and the greater the board’s size is, the more able it is to play a role in
important strategic decision-making. Compared with domestic M&A, uncertainty
of cross-border M&A makes the decision more difficult, while the strategic
behavior of the board has more importance in a more complex investment decision.
At the same time, overseas experience of members of the board is helpful to
cultivate global thinking mode and cope with the uncertainty of international capital
operation, so as to promote the integration of resources on a global scale through
cross-border M&A, foster international competitive advantage, and improve the
efficiency of cross-border M&A decision-making (Giannetti submitted for publi-
cation). Therefore, a greater size of the board and oversea background of the
chairman help the company to carry out cross-border M&A, and alleviate large
shareholder equity agency problem on cross-border M&A decision-making.

2.2.2 External Governance Environment

Viewing from the industry environment of the company, based on the agency cost
theory, product market competition can be seen as its external governance and
adjustment mechanism, when the internal governance mechanism is relatively
weak. On the one hand, it can alleviate the generally existed agency problem in
listed companies. Research has found that product market competition can make
positive effect to promote SOE to carry out cross-border M&A. On the other hand,
it will urge listed company to carry out cross-border M&A to get rid of the limit and
restrain of the fierce domestic competition, and construct international competitive
advantages (Chunxiang and Dunli 2013).

Viewing from the international environment, the internationalization usually
starts from exporting in domestic companies. From a certain extent, company’s
overseas sales level can reflect its internationalization degree and represent its
“reputation” and “ability” it enjoys in the international market. Also, its interna-
tionalization process is a process of constant learning and experience accumulation,
which can lower the cost and risk of the cross-border M&A activity (Liang 2012). In
examining the role of international relations on China’s foreign direct investment,
we find that Chinese investors choose to invest in high-risk environment abroad. It is
mainly decided by its good international relations, and such a good international
environment is conducive to accumulate overseas business experience and reduce
the risk of integration after the merger. Therefore, a higher level of overseas sales
helps to alleviate the large shareholder agency problem in cross-border M&A
decision-making. The above discussion leads to our second hypothesis:
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H2 A good internal governance mechanism and external governance environment
can make the company more willing to carry out cross-border M&A,
and alleviate large shareholder agency problem on cross-border M&A
decision-making.

3 Research Design

3.1 Sample Selection and Data Sources

This paper uses Chinese listed companies which carried out M&A from January 1,
2007 to December 31, 2013 as samples, and chooses Zdatabase and CSMAR
merging and reorganization database as the sample source of the Chinese listed
company cross-border M&A and domestic M&A data. Company governance data
and international background data used in the empirical test are mainly from the
CSMAR database. The standards of the sample selection are as follows: (1) Sample
companies are A-share listed companies, excluding those from finance and insur-
ance industry and ST company. (2) Date of announcement of the M&A is between
January 1, 2007 and December 31, 2013, and the scale of the M&A needs to
outnumber 1 % of the company’s scale. (3) Several domestic or cross-border M&A
events occurring in the same sample and on the same day counts as one event, and
if the sample carries out domestic M&A and cross-border M&A on the same date,
then this sample should be eliminated. (4) Samples with missing data should be
eliminated. Final sample includes 2066 M&A events, with 1877 domestic M&A
and 179 cross-border M&A.

3.2 Variable Selection

3.2.1 Explained Variable

Whether this company carries out cross-border M&A is the explained variable in
this paper. Number 1 means cross-border M&A, and 0 means domestic M&A.

3.2.2 Explanatory Variable

In this paper, we setup 7 explanatory variables, such as company equity agency
problem, company governance structure, and external governance environment
variables, and the value of the explanatory variables are the last year’s annual report
data of the sample before the M&A announcement, which is more conducive to
verify the impact of the company’s cross-border M&A decision-making.
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3.2.3 Control Variable

This paper uses related articles about influencing factors of M&A decision-making
as reference, and selects the size of the company, financial leverage, profitability,
and growth indicators as control variables. The value of the above control variables
are the last year’s annual report data of the sample before the M&A announcement,
and in the empirical analysis, the industry and the year of the M&A are controlled.
The specific definition and measurement of variables are in Table 1.

3.3 Model Specification

As the explained variable in this paper is a binary virtual variable, we choose a
binary logistic regression model to test the influencing factors of the listed com-
pany’s cross-border M&A decision-making.

We set up model 1 to test the large shareholder equity agency problem in listed
companies on cross-border M&A decision-making and direct influence of the
internal governance mechanism and external governance environment on
cross-border M&A decision-making.

log P MAtþ 1 ¼ 1ð Þ=P MAtþ 1 ¼ 0ð Þ½ � ¼ aþ b1SOEþ b2Top1þ b3Zindþ b4BSize

þ b5FExpþ b6FSalesþ b7CNum

þ b8Sizeþ b9Levþ b10Roeþ b11Q

þ b12Growþ ei

We set up model 2 to test whether company governance mechanism will have
different governance effect on cross-border M&A decision-making of companies
who have different nature of the ultimate controller, introducing separately
cross-product term of the nature of the ultimate controller with internal governance
variable and the one of the nature with external governance variable. CG represents
internal governance variable and external governance variable in the model, and
SOE_CG stands for the cross-product term of the nature of ultimate controller with
different governance variable separately.

log P MAtþ 1 ¼ 1ð Þ=P MAtþ 1 ¼ 0ð Þ½ � ¼ aþ b1SOE CGþ b2CGþ b3Size

þ b4Levþ b5Roeþ b6Qþ b7Growþ ei

We set up model 3 to test whether the sound internal and external governance
mechanism can alleviate the large shareholder equity agency problem on
cross-border M&A decision-making, keeping the nature of ultimate controller and
introducing the cross-product term of the large shareholder’s ownership proportion
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Table 1 Definition and measurement of variables

Variable
type

Variable
symbol

Variable
definition

Variable measurement

Dependent
variable

MA Whether is
cross-border
M&A or not

When the sample carries out cross-border
M&A, value 1, and when it carries out
domestic M&A, value 0

Explanatory
variable

Equity agency problem variable

SOE Nature of ultimate
controller

When the actual controller is state-owned,
value 1, or else value 0

Top1 Large
shareholder’s
ownership
proportion

Largest shareholder stake

Internal governance structure variable

Zind Equity balance
degree

The number of shares of the second
largest shareholder divided by the number
of shares of the first largest shareholder

BSize Board size Number of the board members

FExp Overseas
background of the
chairman

When the chairman has a foreign
nationality or overseas studying or
working experience, value 1, or else
value 0

External governance structure variable

FSales Overseas sales
level

Company’s internationalization degree,
100*overseas sales revenue/total sales
revenue

CNum Product market
competition

Industry competition degree, number of
the listed company in the same industry

Control
variable

Size Company scale Sampling natural logarithm of the
company’s total assets

Lev Asset-liability
ratio

Sample company’s total debt/total assets

Roe Return on equity Net profit/average net assets

Q Tobin’s Q (the market value of equity + the market
value of net debt)/final total assets

Grow Revenue growth
rate

(past year’s operation revenue before
M&A-past two years’ operation revenue)/
last two years’ operation revenue

Ind Industry control
variable

Set industry virtual variable according to
Industry classification guidance of listed
companies

Year Year control
variable

Set year virtual variable when carries out
M&A
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with equity balance degree, overseas background of chairman, overseas sales level,
and product market competition.

log P MAtþ 1 ¼ 1ð Þ=P MAtþ 1 ¼ 0ð Þ½ � ¼ aþ b1SOEþ b2Top1þ b3Top1 Zind

þ b4Top1 FExpþ b5Top1 FSales

þ b6Top1 CNumþ b7Sizeþ b8Lev

þ b9Roeþ b10Qþ b11Growþ ei

This paper has tested the correlation of the independent variables, and it turns out
that all correlation coefficients are lower than 0.5, and the VIF of all models is
smaller than 2 at the same time. There is no problem of multi-collinearity.

4 The Empirical Results and Analysis

4.1 Descriptive Statistical Analysis

Table 2 is the results of descriptive statistical analysis of all variables in a complete
sample. We can see from the table that the average value of MA is 0.09, which
means number of cross-border M&A account for 9 % of number of the whole
M&A. Viewing from the proportion of the M&A, proportion of cross-border M&A
of listed companies is basically the same as that of all other companies, and this
means that samples of cross-border M&A in listed companies have good repre-
sentativeness throughout the country.

Table 2 Descriptive
statistical result of complete
sample

Variable Obs Mean Std. Dev. Min Max

MA 2066 0.09 0.28 0 1

SOE 2066 0.44 0.50 0 1

Top1 2066 0.36 0.15 0.09 0.75

Zind 2066 0.34 0.29 0.01 0.99

BSize 2066 8.94 1.80 5 15

FExp 2066 0.11 0.31 0 1

FSales 2066 11.44 20.94 0 99.65

CNum 2066 159.97 120.06 15.00 478.00

Size 2066 21.56 1.15 18.73 25.18

Lev 2066 0.42 0.22 0.03 1.06

Roe 2066 0.10 0.11 −0.40 0.47

Q 2066 1.75 1.13 0 7.96

Grow 2066 0.58 2.19 −0.75 17.45
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4.2 Single Variable Variance Analysis Results

According to the medians of the nature of ultimate controller reflecting the equity
problem and equity of stock holdings, as well as the medians of the chairman’s
overseas background, equity balance degree, board size, overseas sales level, and
product market competition, we divide samples into 7 groups for the average T-test
of cross-border M&A decision-making, in order to verify whether there is signif-
icant difference.

Table 3 shows that SOE are more unwilling to carry out cross-border M&A, and
listed companies with high large shareholder’s ownership proportion have weak
will too, which is not remarkable. Table 4 shows higher equity balance degree,
bigger board size, chairman’s overseas background, and higher overseas sales level
have positive effect on cross-border M&A decision-making, while higher product
market competition degree will restrain cross-border M&A decision-making, which
is not obvious. It means that sound internal and external governance mechanism can
encourage it to carry out cross-border M&A, while market competition can restrain
its willingness to carry out cross-border M&A.

4.3 Test Results of Logistic Regression Model

4.3.1 Test Result of Large Shareholder Equity Agency Problem
on Cross-Border M&A Decision-making

Table 5 is the regression result of model 1, and it shows that large shareholders’
ownership proportion and nature of ultimate controller have remarkable negative
correlation with cross-border M&A decision-making. It means SOE and listed
company with higher larger shareholder’s ownership proportion are more unwilling
to carry out cross-border M&A, and it proves the existence of the large shareholder
equity agency problem in cross-border M&A decision-making, which supports for
hypothesis H1. Equity balance degree, chairman’s overseas background, and
overseas sales level all have remarkable positive correlation with cross-border
M&A decision-making, and board size has un remarkable correlation with

Table 3 Difference examination of cross-border M&A decision-making grouped by equity
agency problem

Cross-border M&A Nature of ultimate controller Large shareholder’s
ownership proportion

State-owned Private Higher Lower

Average 0.068 0.101 0.079 0.093

T-test value 2.657*** 1.099
*, **, and *** denote significance at the 10 %, 5 %, and 1 % level respectively
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cross-border M&A decision-making, so this is partial support for hypothesis H2. It
means that a sound board, board governance mechanism, and overseas governance
environment are helpful for cross-border M&A decision-making. Product market
competition degree has negative correlation with cross-border M&A
decision-making, which does not go with agency cost theory. According to the
management risk theory, when domestic competition of the industry is more
intense, the management risk it faces is higher (Irvine and Pontiff 2009). But
cross-border M&A is different from the general foreign trade or overseas marketing

Table 5 Empirical result of model 1

(1) (2) (3) (4) (5) (6)

MA MA MA MA MA MA

SOE −0.705*** −0.673*** −0.774*** −0.763*** −0.715*** −0.731***

(−3.34) (−3.17) (−3.63) (−3.62) (−3.30) (−3.49)

Top1 −1.017* – – – – –

(−1.83) – – – – –

Zind – 0.773*** – – – –

– (2.80) – – – –

BSize – – 0.064 – – –

– – (1.30) – – –

FExp – – – 0.728*** – –

– – – (3.33) – –

FSales – – – – 0.026*** –

– – – – (7.58) –

CNum – – – – – −0.006**

– – – – – (−2.10)

Size 0.714*** 0.696*** 0.671*** 0.696*** 0.728*** 0.695***

(7.32) (7.20) (6.87) (7.20) (7.31) (7.22)

Lev −2.025*** −1.802*** −1.927*** −1.828*** −1.759*** −2.057***

(−3.85) (−3.42) (−3.67) (−3.45) (−3.27) (−3.89)

Roe 2.559*** 2.254** 2.351** 2.311** 2.510** 2.342**

(2.64) (2.33) (2.43) (2.38) (2.56) (2.43)

Q −0.060 −0.030 −0.041 −0.018 0.004 −0.047

(−0.62) (−0.32) (−0.43) (−0.19) (0.04) (−0.49)

Grow −0.039 −0.042 −0.040 −0.046 −0.044 −0.045

(−0.62) (−0.66) (−0.64) (−0.73) (−0.73) (−0.72)

_cons −18.301*** −18.604*** −18.340*** −18.364*** −19.226*** −18.112***

(−8.55) (−8.69) (−8.55) (−8.57) (−8.76) (−8.45)

N 2066 2066 2066 2066 2066 2066

pseudo R2 0.145 0.149 0.144 0.151 0.187 0.146

chi2 177.097 181.371 175.354 183.881 227.977 178.007
*, **, and *** denote significance at the 10 %, 5 %, and 1 % level respectively
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agency, it is a stratified capital operation method. Therefore, this feature makes its
integration risk and management cost much higher than other international opera-
tion methods and domestic M&A, which will make the management risk increase
exponentially when the company is already in a fierce competition, so as to restrain
the cross-border M&A decision-making.

4.3.2 Test Result of Governance Effect of Equity Agency Problem
on Cross-border M&A Decision-making

Nature of Ultimate Controller, Corporate Governance and Cross-border
M&A Decision-making

Table 6 shows the regression result of model 2, and it turns out that large share-
holder equity agency problem on cross-border M&A decision-making is quite
remarkable in SOE, which will be more unwilling to carry out cross-border M&A
with a higher large shareholder’s ownership proportion. The cross-product term of
the nature of ultimate controller with internal and external governance variable is
remarkable negative, which means that sound board governance, shareholders’
governance and overseas governance environment have more positive effect on
cross-border M&A decision-making in private listed companies, while SOE have
poor governance effect on cross-border M&A decision-making. Intense product
market competition will remarkably decrease listed company’s willingness to carry
out cross-border M&A, especially in SOE.

Large Shareholder’s Ownership Proportion, Corporate Governance,
and Cross-border M&A Decision-making

Table 7 shows the regression result of model 3, and it turns out that the
cross-product terms of large shareholder’s ownership proportion with equity bal-
ance degree, chairman’s overseas background and overseas sales level all have
positive correlation with cross-border M&A decision-making. This means that
sound board, board governance mechanism, and overseas governance environment
are conducive to improve large shareholder’s enthusiasm to carry out cross-border
M&A and alleviate the equity agency problem. While the cross-product term of
large shareholder’s ownership proportion with product market competition is
negative, explained by management risk theory, the fiercer the industry competition
is, large shareholders are more unwilling to carry out cross-border M&A with high
risk, in order to avoid risks. As a result, product market competition environment
cannot be an effective external governance mechanism of cross-border M&A
decision-making, while in turn it will aggravate large shareholder equity agency
problem. So it partially support hypothesis H2.

The regression coefficients and statistical indicators of control variables in
Tables 5, 6, and 7 all show that company size and ROE have remarkable positive
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Table 6 Empirical result of model 2

(1) (2) (3) (4) (5) (6)

MA MA MA MA MA MA

SOE _ Top1 −1.515*** – – – – –

(−2.94) – – – – –

Top1 −0.452 – – – – –

(−0.77) – – – – –

SOE_Zind – −1.051** – – – –

– (−2.53) – – – –

Zind – 1.226*** – – – –

– (4.09) – – – –

SOE_BSize – – −0.080*** – – –

– – (−3.60) – – –

BSize – – 0.104** – – –

– – (2.00) – – –

SOE_FExp – – – −0.525 – –

– – – (−1.26) – –

FExp – – – 0.899*** – –

– – – (3.36) – –

SOE_FSales – – – – −0.017*** –

– – – – (−2.83) –

FSales – – – – 0.032*** –

– – – – (8.12) –

SOE_CNum – – – – – −0.002*

– – – – – (−1.74)

CNum – – – – – −0.006**

– – – – – (−2.11)

Size 0.701*** 0.670*** 0.665*** 0.604*** 0.670*** 0.625***

(7.18) (7.04) (6.84) (6.56) (7.05) (6.69)

Lev −2.092*** −1.909*** −1.972*** −1.991*** −1.808*** −2.116***

(−4.00) (−3.64) (−3.76) (−3.81) (−3.40) (−4.03)

Roe 2.553*** 2.438** 2.343** 2.609*** 2.817*** 2.519***

(2.62) (2.54) (2.42) (2.74) (2.92) (2.64)

Q −0.061 −0.040 −0.043 −0.048 −0.022 −0.061

(−0.62) (−0.42) (−0.45) (−0.50) (−0.22) (−0.63)

Grow −0.041 −0.041 −0.040 −0.045 −0.043 −0.042

(−0.64) (−0.65) (−0.64) (−0.73) (−0.71) (−0.68)

_cons −18.280*** −18.354*** −18.529*** −16.664*** −18.310*** −16.919***

(−8.43) (−8.58) (−8.57) (−8.04) (−8.59) (−8.01)

N 2066 2066 2066 2066 2066 2066

pseudo R2 0.143 0.146 0.144 0.141 0.185 0.138

chi2 174.244 177.646 174.904 171.625 225.149 168.381
*, **, and *** denote significance at the 10 %, 5 %, and 1 % level respectively

58 K. Liu and C. Na



correlation with cross-border M&A decision-making, while asset-liability ratio has
negative correlation with cross-border M&A decision-making. This means listed
company with large scale, high profitability, and low debt levels are more inclined
to carry out cross-border M&A for its stronger anti-risk capacity.

5 Conclusion and Revelation

This paper empirically tested large shareholder equity agency problem on
cross-border M&A decision-making, and further analyzed the governance effect of
board, board governancemechanism, and external governance environment on equity

Table 7 Empirical result of model 3

(1) (2) (3) (4) (5)

MA MA MA MA MA

SOE −0.714*** −0.775*** −0.749*** −0.768*** −0.761***

(−3.38) (−3.67) (−3.47) (−3.65) (−3.48)

Top1 −0.737 −1.352** −2.243*** 0.595 −0.764

(−1.30) (−2.40) (−3.71) (0.68) (−0.80)

Top1_Zind 2.348** – – – 2.167**

(2.23) – – – (2.02)

Top1_FExp – 2.021*** – – 1.173**

– (3.79) – – (2.01)

Top1_FSales – – 0.056*** – 0.051***

– – (6.97) – (6.17)

Top1_CNum – – – −0.009** −0.008*

– – – (−2.30) (−1.92)

Size 0.697*** 0.711*** 0.751*** 0.706*** 0.737***

(7.34) (7.42) (7.63) (7.42) (7.42)

Lev −1.670*** −1.780*** −1.743*** −1.873*** −1.465***

(−3.16) (−3.39) (−3.29) (−3.60) (−2.70)

Roe 2.451** 2.742*** 2.772*** 2.839*** 2.480**

(2.52) (2.82) (2.84) (2.95) (2.49)

Q −0.031 −0.048 −0.033 −0.077 −0.001

(−0.32) (−0.50) (−0.34) (−0.79) (−0.01)

Grow −0.041 −0.043 −0.039 −0.040 −0.040

(−0.65) (−0.67) (−0.62) (−0.63) (−0.64)

_cons −18.319*** −18.195*** −18.845*** −18.606*** −19.238***

(−8.77) (−8.64) (−8.79) (−8.79) (−8.86)

N 2066 2066 2066 2066 2066

pseudo R2 0.164 0.171 0.198 0.165 0.207

chi2 206.433 214.665 248.514 207.115 260.498
*, **, and *** denote significance at the 10 %, 5 %, and 1 % level respectively
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agency problem in cross-border M&A decision-making. The results have shown,
first, equity agency problem does exist on cross-border M&A decision-making, and
SOE and large shareholder are unwilling to carry out cross-border M&A. Second,
high equity degree, chairman’s overseas background, and high overseas sales level
will impel cross-border M&A decision-making and will help large shareholders to
make scientific decisions in an effective balance mechanism, alleviate large share-
holder equity agency problem and remarkably improve large shareholder’s enthusi-
asm to carry out cross-border M&A. Third, higher equity balance degree, bigger
board size, chairman’s overseas background, and higher overseas sales level have
poor governance effect on cross-border M&A decision-making in SOE, while they
have stronger governance effect in private listed companies. Finally, high product
market competition degree has negative effect on cross-border M&A decision-
making, and high management risk caused by industry competition restrains listed
companies’ willingness to carry out cross-border M&A and aggravate large share-
holder equity agency problem on cross-border M&A decision-making.

In the current environment where our country pushes forward “going out”
strategy, to improve listed companies to carry out cross-border M&A, the con-
clusion above has the following revelation: first of all, Chinese listed companies
should consistently improve internal governance structure like shareholders’
meeting and board of directors. On the one hand, they should form the corre-
sponding supervision and checks and balances mechanism in large shareholder
controlling governance mode, in order to reduce the occurrence of opportunistic
M&A. On the other hand, they should constantly improve the ability of scientific
decision-making and cross-border management, in order to reduce the risk after the
cross-border M&A. In the next place, in order to solve the listed companies’
insufficient power problem in fierce industry competition, government should
promote domestic mergers and reorganization of such industry, forming an orderly
competition between enterprises and sharply increasing superior companies’ com-
petitiveness and anti-risk capacities. Accumulation of experience and improvement
of strength in M&A can improve companies’ enthusiasm to increase international
competitive advantage through M&A. Finally, Companies should speed up the
construction of international management team, by combination of bringing in
international talents and top management going out, in order to enhance the
company’s international vision and improve scientific decision-making ability. At
the same time, companies can accumulate international management experience by
establishing overseas branch and sales net to improve the ability and level of
cross-border M&A, and finally realize the global resource and market allocation
and improve the value of the company.
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Forecasting Patent Filings at the European
Patent Office (EPO) with a Dynamic Log
Linear Regression Model: Applications
and Extensions

Peter Hingley and Walter Park

Abstract We describe the application of a structural econometric model to forecast
annual and quarterly total filings of patents at the EPO, amid cyclical shocks. Such
models are applicable for national, regional, and international patent offices for
budgetary planning purposes. We also provide out-of-sample forecasts out to 2019.
The exercise predicts strong further growth in EPO filings from China. The fore-
casts appear largely optimistic out to 2019. Other findings are that quarterly data do
not exhibit as much sensitivity to cyclical influences as do annual data, consistent
with the view that innovation decisions are made based upon longer term factors.
Furthermore, filings respond more directly to market fluctuations rather than indi-
rectly to deviations in research and development (R&D) spending from trend. The
estimates also vary by technological field. Further possibilities for an extension of
the approach are discussed, including the usage of country-to-country correlations
of forecasts to unearth communalities in patenting behaviour between countries.

Keywords Total filings (Euro-direct filings plus Euro-PCT international phase
filings) � Lognormality � Business cycles � Gross domestic product (GDP) � Patent
offices � Research and development expenditure (R&D) � Linear model � Variance

1 Introduction

Planners at the European Patent Office (EPO) make forecasts for future patent
filings in order to power business planning for all the major points of the patent
granting process, such as searches, substantive examinations, grants and renewals.
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There is an annual cycle that proceeds from the forecasts via the business plan that
is finalised in a budget document (Hingley and Nicolas 2006). Academic scholars
are interested in patent forecasts in order to better understand the determinants of
innovation and productivity, which are fundamental influences on economic growth
and human progress.

The purpose of this study is to model EPO filings behaviour and derive the
implications for forecasting EPO filings out-of-sample, over the medium and longer
term. The motivation for this is a study on forecasting EPO filings by Park (2006),
in which only long term trends were taken into account. The report was conducted
amid an economic boom around the world, driven by the housing market, relatively
low energy prices, and the expansion of multinational firm activity, such as out-
sourcing and offshoring, particularly by the leading technology companies. The
earlier study did not anticipate, nor allow for, the effects of a major economic
downturn that has come to be known as the Great Recession. Consequently Park
(2006) produced rather optimistic projections of real gross domestic product
(GDP) and EPO filing activity. Instead, there were decreases in EPO filings by
leading source countries, like the U.S., Japan, and Germany, particularly in 2009,
the critical year of the Great Recession. Thus, business fluctuations seem to have
some effect on patenting. However, there also was a relatively quick recovery in
filings during 2010–2011. Moreover, for the other countries, their patent filings
changed relatively little during the period of the global financial crisis. China’s
filings actually rose during the Great Recession period. Thus, this raises the issue of
how significantly business fluctuations affect patenting and matter to forecasts of
future patenting. What is the direction of effect: is patenting pro-cyclical (moves
positively with business cycles) or counter-cyclical (moves inversely with business
cycles)? How much do business cycles really contribute to changes in patenting?
How lasting are the effects of business cycle shocks on patenting? What is the
value-added of forecasting business cycles to forecasting EPO filings and
applications?

A variety of econometric regression based approaches exist.1 One of those
methods will be considered here, that is based on a dynamic log-linear model (see
Hingley and Park 2015a; Park 2006). In an endeavour to improve the model, a
business cycles component has been included to supplement trend GDP.

Business cycles refer to fluctuations of output around some average or long run
trend path. The trend path of output is usually determined by productivity, tech-
nology, or resources. The deviations of output from trend are usually due to
nominal shocks, such as aggregate demand shifts in the presence of wage and price
rigidities. The reason business cycles are a concern is that when output is below
trend, resources are underutilized and unemployment may increase. When output is
above trend, inflationary pressures tend to arise. However, there is much debate

1See Hingley and Nicolas (2004, 2006), Hidalgo and Gabaly (2012), and Meade (2006) for
historical data analyses and European Patent Office (2013) for the survey approach.
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about how long lasting business cycles are. One school of thought (for example, the
old-Chicago school) is that markets self-correct relatively quickly and that most of
the output fluctuations are equilibrium movements or shifts in trend output itself.
Another school (for example, the old-Keynesian school) is that economies expe-
rience persistent disequilibria. The findings in this chapter present a view that is
intermediate between these two schools: output deviations from trend are neither
permanent nor equilibrium phenomena.

The chapter is organized as follows. The next section outlines our empirical
framework. Section 3 presents estimates of the model and some out-of-sample
forecasts. Section 4 re-examines the model from some alternative perspectives, and
Sect. 5 discusses other applications. Section 6 concludes. Overall, the study
demonstrates the desirability and feasibility of forecasting EPO patent filings under
uncertainty about future movements in GDP or the market outlook. The signifi-
cance is that, to the extent that innovation activities are attuned to market condi-
tions, market fluctuations should affect the capacities and incentives to seek patent
protection. Furthermore, the frequency of cycles matters. EPO filings are affected
by business cycles when yearly data are considered. For shorter data frequencies—
namely quarter to quarter—EPO filings are not as sensitive to business fluctuations.
A reason discussed is that significant innovation decisions are not likely to be made
on the basis of short-lived circumstances. But on a yearly scale, fluctuations can
affect budgetary and other cost factors that impinge upon innovation plans.

2 Empirical Framework

The following regression model is used for EPO filings from a source country:

ln
P
L
¼ a0 þ a1 ln

P
L

� �
�1

þ a2 ln
P
L

� �
�2

þ a3 ln
R
L
þ a4 ln

YT

L
þ a5 u þ e

where P is the number of EPO filings filed by a source country,2 L is the number of
workers in the source country,3 subscripts −1 and −2 indicate lags of one year and
two years respectively, R is R&D expenditures,4 usually lagged by 5 years, and ε is

2EPO filings refers to the sum of Euro-direct and Patent Cooperation Treaty (PCT) international
phase filings (see Hingley and Nicolas 2006), excluding divisional filings. Euro-direct are obtained
from the EPO production database and PCT are as reported by the World Intellectual Property
Organization (WIPO).
3Number of workers data are provided by the World Bank World Development Indicators: http://
data.worldbank.org/data-catalog/world-development-indicators.
4R&D expenditures are business enterprise research and development expenditures (BERD) from
OECD MSTI 2013 edition 2 (see OECD 2014), at constant 2005 PPP international dollars.
Comparable data are taken from UNESCO for countries that are not given by MSTI.
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an error term, assumed to be normal with constant variance. ln denotes natural
logarithm. The GDP of the source country (Y) is split into two components: YT the
“trend” level of output, and u a business cycle indicator (namely, the ratio of
cyclical GDP to trend GDP).5 The Hodrick and Prescott (2007) filter method was
used to separate cycles from trend (and is further explained in Hingley and Park
2015b).

Filings P are transformed as indicated to ln(P/L). This allows for a standardis-
ation between countries because L is a proxy for country size, and for stabilising the
error by using the logarithmic transformation. Based on Ditka (2006), the value of
R is lagged by five years in order to incorporate the concept that R&D expenditures
take time to produce patentable inventions. The effects of possible booms and/or
recessions within the forecast period can be assessed by manipulating u. Table 1
shows some sample statistics associated with the calculated u. The table illustrates
that business cycles vary by country. Of course, there are common global shocks.
But not all of these shocks are transmitted to national economies in the same way.
Some economies are better insulated against external shocks, depending upon on
their policy or institutional regimes. Furthermore, different countries may be in
different phases of the business cycle. Hence, our decomposition method has been
applied separately to each of the countries in the sample.

The model is fitted over a group of countries that includes a rest-of-the-world
(ROW) class. We forecast total filings usually up to 6 years beyond the training
data period. In order to obtain the forecasts for filings in a future year, the individual
forecasts derived from the model by country are summed across countries. At the
level of filings P, the assumed distribution of the error ε, and hence also that of
P itself, is assumed to be lognormal. The technique for estimation takes this into
account. Other reported studies have often not done this kind of transformation and
have therefore worked with imprecise confidence intervals. Let v = P/L, with log
(v) distributed N(μ, σ2), a normal distribution with mean μ and variance σ2. The
model contains fixed effects—a separate intercept for each of 28 countries (α01, α02,
…, α028)—and common slope parameters (α1, α2, α3, α4 and α5). The linear model
is fitted to the transformed data for the various countries simultaneously to deter-
mine the estimates of l̂ and r̂2 for each country. This is done in the usual way by
gathering the data underlying the independent variables, including the {0, 1}
dummy variables for the intercepts, into an (n × p) design matrix Z. The parameters
to be estimated are themselves stacked into a (p × 1) parameter vector B. Let T

indicate transposition:

5GDP expenditures are obtained from the World Bank’s World Development Indicators and Penn
World Tables https://pwt.sas.upenn.edu for Taiwan, standardised to real constant 2005 PPP
international dollars.
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Table 1 Sample statistics of the business cycle variable, u

Country Mean of
‘u’

Standard
deviation

Coefficient of
variation

Minimum Maximum

Australia −0.0041 1.0368 −252.0 −3.006 2.389

Austria −0.0038 1.0803 −281.5 −2.357 2.319

Belgium −0.0042 0.9825 −235.8 −2.076 2.229

Brazil −0.0186 2.3141 −124.7 −5.733 6.845

Canada −0.0091 1.3563 −149.2 −2.625 2.551

China incl.
Hong Kong

0.0239 1.7829 74.6 −4.102 4.748

Denmark −0.0087 1.3356 −153.6 −3.213 2.823

Finland −0.0274 2.1292 −77.7 −4.936 4.864

France −0.0049 0.9082 −187.1 −2.161 1.828

Germany −0.0051 1.2824 −249.5 −3.634 2.369

Greece −0.0231 1.4292 −61.9 −3.931 2.798

Ireland −0.0239 1.7995 −75.3 −3.542 5.188

Israel −0.0088 1.4782 −168.5 −2.747 4.436

Italy −0.0050 1.1286 −223.8 −3.133 2.315

Japan −0.0073 1.2073 −165.8 −3.868 2.329

Korea, Republic −0.0025 2.0373 −802.1 −6.688 4.039

Netherlands −0.0063 1.1360 −179.3 −1.772 2.619

New Zealand −0.0117 1.1756 −100.4 −3.343 1.880

Norway −0.0071 1.1159 −157.8 −2.527 2.328

Portugal −0.0217 1.6022 −73.9 −2.746 2.933

Singapore −0.0110 2.4053 −217.8 −5.976 5.154

Spain −0.0140 1.0673 −76.0 −1.667 2.389

Sweden −0.0102 1.5008 −146.9 −5.095 2.964

Switzerland −0.0065 1.0879 −167.2 −1.695 2.693

Taiwan 0.0016 1.6706 1068.9 −5.143 3.414

United
Kingdom

−0.0133 1.2229 −92.0 −2.612 2.756

United States −0.0084 1.2254 −145.2 −3.400 1.860

World_ROW −0.0059 1.1772 −199.4 −2.738 2.159

Notes u = 100 × (cycle/trend), where GDP = trend + cycle; i.e., using the Hodrick-Prescott filter,
real GDP has been decomposed into its trend and cylical components
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BT ¼ ½a01; a02; . . .; a028;; a1; a2; a3; a4; a5�
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where ai,j is the value of the independent variable i for the jth observation in the
dataset. The parameter estimates B̂ are calculated by least squares and the associ-
ated error variance of ε is calculated as r̂2:

B̂ ¼ Z � ZTZ
� ��1 � ZT � logðvÞ

r̂2 ¼ ðlogðvÞ� ZB̂ÞT � ðlogðvÞ� ZB̂Þ=ðn� pÞ

where log(v) is the (n × 1) vector log (v1,1, v1,2, …, v1,24, v2,1, …, v28,672)
T, that is

the string of transformed observations (or differences in transformed observations)
from each country by years in the training set, laid out with years within countries
repeating faster than countries.

On the logarithmic scale, the fitted values of the observations are given by the
matrix inner product ZB̂ within the training set. The forecasts for each country for
each future time point are given by projecting further (1 × p) rows z that are
equivalent to rows of Z but taking independent variables beyond the data set and
calculating the inner product zB̂.

The lognormal distribution of v has mean γ = exp(μ + σ2/2) and variance
Var[γ] = γ2 (exp(σ2) − 1) (see Johnson et al. 1994). The fitted values on the scale
of v are therefore taken from the linear model as ĉ ¼ expððzB̂Þþ r̂2=2Þ. The
estimated number of filings from a country at a given time point is then w ¼ L ĉ,
with an estimated variance, Var[w] ¼ L2 ĉ2ðexpðr̂2Þ � 1Þ.
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It should be noted that, during the forecast period beyond the training data set, it
is necessary to forecast L and also the independent variables YT, u and R.6 This is
usually done by straight line regression projection from the 10 most recent available
years of data in the training set, and is a source of additional variability for the
forecasts. The goal is to forecast Total filings as the sum of the forecasted filings per
country of origin. This is ŵTOTAL ¼ P

w ¼ P
Liĉi, where

P
indicates summa-

tion over countries. ĉi is the filings estimate for country i.
In the following, Ξ is the (28 × 28) covariance matrix between countries on the

log scale, that is estimated from the linear model by N̂ ¼ ZTZð Þ�1
r̂2. Two alter-

native approaches are taken to estimate the variance of ŵTOTAL:

1. The sum of the estimated variances for the countries.

Var½ŵTOTAL� ¼ Var
X
i

Li � ĉi
" #

¼
X
i

L2i � ĉ2i ðexpðN̂iiÞ � 1Þ

The summation is over all countries i: 1, …, 28.
2. The sum of the estimated covariances for all pairs of countries i and j.

Var½ŵTOTAL� ¼ Var
X
i

Li � ĉi
" #

¼
X
i

Li
X
j

Lj � ĉi � ĉj ðexpðN̂ijÞ�1Þ

This uses a formula for the variance of a sum that is based on an extension of the
formula for the variance of the mean of the lognormal distribution (Soderlind
2013). The summation is over all country pairs i and j. The country pairs include
each country paired with itself, in which case the covariance term is the same as
the term that feeds into expression 1 above.

Approach 1 is slightly easier to calculate than approach 2, but the covariances
are likely to be relevant effects, since the model is fitted simultaneously over
countries with some common parameters between countries, with international
common developments affecting patent filings in many countries at the same time,
and because of possible non-stationarity of the historical training set data (Ditka
2006). Approach 2 helps to take account of these factors. Here Var½ŵTOTAL� will be
calculated by both approaches. The estimates will be compared to get an idea of
stability of the model and to assess the attempts to assure stationarity by differ-
encing both the variables.

As was already mentioned, a linear trend approach is used to forecast the
independent variables YT, u, and R, that are then included as inputs to Z in order to
use the estimated parameter matrix B̂ to find the fitted values ĉi for each country
i for each forecasted year outside the training data set. In the case of R, the assumed

6Forecasts for YT and u are obtained from the HP filter. Since R is lagged 5 years, observed
historical values can be used for the first few future forecasted years before trending is required.

Forecasting Patent Filings at the European Patent Office (EPO) … 69



5 year lag means that historical known values can be used for the forecasts of the
next few years in the future. Since the model includes autoregressive terms that
relate to lags of filings at one and two years, the forecasts for more than two years
out themselves use inputs of filings forecasts from one and two years previously.
These inputted forecasts are subject to variability by the same error process, and the
other inputs are also subject to error because of the usage of a trend to estimate
them. Therefore it is likely that Var½ŵTOTAL�, as given directly either by method 1 or
2 above, is not great enough to cover all the variability that is inherent in this
approach. In order to cope with this to some extent, a pragmatic compound variance
method is used. The variance of the filings forecast for a future year is taken as the
sum of the variances, by either method 1 or 2, taken over all the forecasted years up
to and including s:

Var½ðŵTOTALÞs� ¼
Xs

l¼1

var(ŵTOTALÞl

From this variance, 95 %confidence limits for the forecast of totalfilings in a future
year are calculated by the usual normal assumption, ðŵTOTALÞs � 1:96�
SE½ðŵTOTALÞs�, where SE indicates standard error and is the square root of
Var½ðŵTOTALÞ�. The confidence limits are appropriate for the predicted values of the
mean. The mean is forecasted because the process uses essentially unchanging his-
torical training data for all years up to the last year in the data set, with only one added
data point per country in each successive annual forecasting exercise.7

3 Results

3.1 Model Estimates

The model is fitted to a 28 source country-of-origin data set using their annualised
EPO total filings from 1990 to 2013.8 The linear model is fitted both to the levels

7Alternative confidence interval/prediction interval formulae are given in the literature (Draper and
Smith 1981), depending whether the intervals are sought for the mean or for an individual new
observation.
827 individual countries were the following, together with a residual 28th group “ZZ” that rep-
resented the residual between the measured total filings in a year and the sum from the 27
countries, as described at European Patent Office (2015): Australia (AU), Austria (AT), Belgium
(BE), Brazil (BR), Canada (CA), China & Hong Kong (CN-HK), Denmark (DK), Finland (FI),
France (FR), Germany (DE), Hellas (GR), Ireland (IE), Israel (IL), Italy (IT), Japan (JP), Republic
of Korea (KR), The Netherlands (NL), New Zealand (NZ), Norway (NO), Portugal (PT),
Singapore (SG), Spain (ES), Sweden (SE), Switzerland (CH), Taiwan (TW), United Kingdom
(GB), United States of America (US), Others (ZZ). The analysis reported here was done in mid
2014, before GDP data were updated to give results in Hingley and Park (2015a).
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data and to the first-differences data. The parameter estimates and standard errors
obtained by both approaches are shown in Table 2. Following Park (2006), the
intercept α0 is allowed to vary from country to country while the other parameters
α1 to α5 are considered as common over countries so that pooled estimates are
obtained The 5 slopes appertaining to α1 to α5 are shown in Table 2. The standard
deviations of a data point estimate at the bottom of the table are similar for the two
approaches. In terms of formal significance testing, several of the parameter esti-
mates are not statistically different from zero under an assumption of normality, in
that the absolute value of the estimate is more than 1.965 times its estimated
standard error.

For the model in levels, all parameter estimates are significant by this approx-
imate test except for the second order autoregression (AR2) and R. But for the
model in differences, all the country intercepts are not significant except those for
BR, CN-HK, KR, NZ, PT, SG and ES. AR1, AR2 and R are technically not
significant as well, although AR1 is almost significant. However, we believe that all
the included variables are useful structural descriptors of the process and should
remain in the model to assist in making the forecasts. The structural dependency of
the model on the parameters is manifested for the model in levels, where the
non-stationary process is adequately described. What is not guaranteed for levels is
the extent to which the set of independent variables is causal for the filings process.

For the model in differences, the significance is also assessed at the level of
differences, and it may be that effects are in fact significant when the data are
transformed back to levels. We do not succumb to the temptation to remove
parameters in order to obtain a reduced model where every remaining parameter is
statistically significant. There are 672 observations for the model in levels and 644

Table 2 Estimates of the log-linear model

Parameter Model in levels Model in differences

Estimate Standard error Estimate Standard error

α1 AR1 0.823 0.038 −0.072 0.039

α2 AR2 0.043 0.036 −0.045 0.037

α3 R −0.013 0.027 −0.050 0.103

α4 YT 0.444 0.075 2.145 0.395

α5 u 0.860 0.414 1.109 0.356

Error variance 0.0228 0.0247

Data point
standard
deviation

0.151 0.157

Notes Model for EPO filings with training data set from for Levels (1990–2013) and Differences
(1991–1990 to 2013–2012). Country fixed effects are included (not shown). AR1 and AR2 are one
year and two year lags respectively for standardised patent filings, R is standardised R&D
expenditure by business sector, YT is the trend level of standardised GDP, u is the business cycle
variable). Also shown are Error variance and its square root, data point standard deviation. See
Footnote 8 for the key to the country names
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observations for the model in differences, so the removal of 33 degrees of freedom
for estimation does not seriously degrade the quality of the residual sum of squares
that is used to estimate the error terms.

At least for the model in differences, no particular importance should be given to
the sign (positive or negative) of a parameter estimate, even when it is significant.
A process by which differences of an independent variable have an effect on dif-
ferences in filings, particularly after transformation, can look negative when it
would in fact be positive back on the scale of levels.

Common economic factors that affect patenting in several countries at the same
time, as well as the pooling of parameter estimation over the countries, induces
some correlations between the parameter estimates. Table 3 shows simplified
parameter correlation matrices for both levels and differences. Since the 28 inter-
cepts behaved rather similarly to each other in terms of correlations, examples are
shown only for countries from the four important sources: China, Germany, Japan
and US.

Table 3 Correlation coefficients for parameter estimates

Models in levels

Parameter CN-HK DE JP US AR1 AR2 R YT u

CN-HK 1 0.996 0.996 0.996 0.260 0.068 0.100 −0.951 0.072

DE 0.996 1 0.999 0.999 0.254 0.066 0.085 −0.953 0.072

JP 0.996 0.999 1 0.999 0.254 0.069 0.074 −0.949 0.071

US 0.996 0.999 0.999 1 0.255 0.068 0.075 −0.949 0.072

AR1 0.260 0.254 0.254 0.255 1 −0.910 0.004 −0.224 −0.041

AR2 0.068 0.066 0.069 0.068 −0.910 1 −0.188 −0.008 0.046

R 0.100 0.085 0.074 0.075 0.004 −0.188 1 −0.376 0.067

YT −0.951 −0.953 −0.949 −0.949 −0.224 −0.008 −0.376 1 0.067

u 0.072 0.072 0.071 0.072 −0.041 0.046 0.067 0.067 1

Models in differences

Parameter CN-HK DE JP US AR1 AR2 R YT u

CN-HK 1 0.093 0.093 0.130 −0.138 −0.137 −0.283 −0.615 0.002

DE 0.093 1 0.020 0.022 −0.035 −0.038 −0.057 −0.093 0.006

JP 0.093 0.020 1 0.025 −0.072 −0.070 −0.103 −0.075 0.001

US 0.130 0.022 0.025 1 −0.036 −0.039 −0.052 −0.152 0.005

AR1 −0.138 −0.035 −0.072 −0.036 1 0.060 0.028 −0.111 0.017

AR2 −0.137 −0.038 −0.070 −0.039 0.060 1 −0.003 −0.092 0.029

R −0.283 −0.057 −0.103 −0.052 0.028 −0.003 1 −0.027 0.034

YT −0.615 −0.093 −0.075 −0.152 −0.111 −0.092 −0.027 1 −0.047

u 0.002 0.006 0.001 0.005 0.017 0.029 0.034 −0.047 1

Notes From the model for EPO filings with the training data set in Levels and First-Differences. Country
intercept correlations are shown for China, Germany, Japan and US, and are similar for the other 24
countries (See Table 2 for keys to parameter symbols)
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For the model in differences, 21 out of the 36 distinct correlation coefficients
have negative signs, while for the model in levels only 9 have negative signs. In
general, the correlation coefficients between parameters are far less significant for
the model in differences than for the model in levels. This is an indicator of
stationarity for the model in differences. Looking more deeply at the model in
differences, the correlations between country intercepts are positive but generally
not significant, although there are relatively high correlations between CN-HK and
US; and between CN-HK and KR (0.340 not shown), although not especially
between KR and US (0.083 not shown). R has negative correlations with country
intercepts, including quite a high negative value with CN-HK and with KR (−0.175
not shown). The EPO filings from CN-HK and KR have been growing more
strongly over the period than from most other countries, which may have led to
these effects. Rapid development of EPO patenting from CN-HK and KR may also
be reasons for their significant intercepts in Table 2 in terms of the model in
differences.

3.2 Model Forecasts

Table 4 shows the fitted values or forecasts for total filings ŵTOTAL, for years 2014–
2019, together with estimates of their variances Var½ŵTOTAL� by the two methods.
The forecasts depend on the future levels of the independent variables R, YT and
u that are assumed.9

Table 4 Total filings forecasts by the model in levels and first-differences

Year Actual
total
filings

Model in levels Model in differences

Total
filings
forecast

Standard
error 1

Standard
error 2

Total
filings
forecast

Standard
error 1

Standard
error 2

2013 257,457 261,929 (3105) (3487) 263 342 (3144) (3204)

2014 271,987 3256 3699 267,554 4520 4832

2015 287,637 4806 5510 286,476 5586 5935

2016 304,826 6184 7181 307,337 6603 7010

2017 323,868 7561 8874 331,276 6751 8094

2018 344,939 8036 10,694 358,284 7914 9232

2019 368,272 10,683 12,715 388,887 9127 10,461

Notes Standard error 1 and Standard error 2 refer to the square roots of variance methods 1 and 2
respectively for Var½ŵTOTAL�, as explained in Sect. 2. The results for 2013 show the model fit to
the last year in the training data set, with standard errors in brackets. The cumulation of variances
starts in 2015

9For more technical details about the methodology, see Hingley and Park (2015a).
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Figure 1 shows a comparison between the actual and predicted values in levels
and differences for the years 2014–2019. The total filings numbers are reported first,
and then the filings from the important countries of origin CN-HK, DE, JP and US
(as in Table 3). 95 % confidence intervals are calculated for each individual fore-
casted year, using the second variance method discussed in Sect. 2, and the fore-
casts and limits are connected over time by smoothed lines using Excel. Both
models give optimistic forecasts for total filings. The model in levels proposes
368,272 in 2019, a compound annual growth rate of 6.1 % from 257,747 in 2013.
The model in differences proposes 388,887 in 2019, which represents a compound
annual growth rate of 7.1 % from 2013. Both models suggest low growth from
2013 to 2014 however (1.7 % for the model in levels and 3.9 % for the model in
differences). Thereafter the two models roughly agree until about 2016, after which
point the model in differences starts to move ahead. Forecasts towards the end of
the period are of course very uncertain, so details of differences between the models
out there should not be over-interpreted.

Fig. 1 Filings forecasts by the model in levels and the model in differences. Notes Black lines are
the forecasts and grey lines are the 95 % confidence intervals for the forecasts. a Total filings by
model in levels. b Total filings by model in differences. c Filings from China. d Filings from
Germany. e Filings from Japan. f Filings from United States of America
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The confidence intervals widen towards the end of the forecasting period in both
models. Standard error 1 is always less than standard error 2, which may indicate a
tendency for positive covariances between forecasted filings for countries. At the
beginning of the period, the relative sizes of the standard errors 1 and 2 are more
similar for the model in differences than for the model in levels (in 2014 the ratio is
1.14 for levels and 1.07 for differences), but this situation is reversed at the end of
the period (in 2019 the ratio is 1.19 for levels and 1.15 for differences). This may be
related to the improved stationarity of the times series when using the model in
differences.

Regarding the country forecasts in Fig. 1, there are some variations between the
models for levels and differences, with levels giving higher forecasts than differ-
ences for China and United States, but differences giving higher forecasts than
levels for the other two countries that are shown. For Japan (Fig. 1e), the forecasts
for the model in levels decline while those in differences increase after experiencing
a downward “kink” in 2014. However, this difference may not be significant
because of the overlap between the confidence intervals until 2019. The strong level
of projected growth for China in Fig. 1c should be noted, where about 39,000
additional filings per year are expected by 2019 compared to 2013, according to the
model for differences, which makes a strong contribution to the overall increases of
total filings that are envisioned in Fig. 1a, b.

4 Alternative Perspectives

This section briefly addresses some open issues, with the goal of checking for
robustness and of suggesting extensions to this study. In particular, it examines
three alternative ways to study the effects of business fluctuations on patenting
filings at the EPO. The first is to examine quarterly data. The second is to capture
cyclical movements in R&D. The third is to examine data by technological field (or
sector).

Table 5 reports the results from estimating the EPO filings per-worker model on
quarterly data. Column 1 shows the results for the period 1978–2011 and column 2
for a truncated period. For the quarterly data analysis, seasonal effects are controlled
for by using quarterly dummies. Quarterly data are relatively noisier than annual
data. Cyclical fluctuations may be small year to year, but within each year, there
may be quite a bit of economic disturbances from month to month or quarter to
quarter. However, what the results seem to indicate is that while patenting can vary
with the business cycle, it does not vary strongly with short frequency business
cycles. The ‘u’ variable is insignificant at explaining EPO filings.

The reason that short frequency business cycles are not a strong determinant of
EPO filings is that quarter-to-quarter disturbances are relatively transient and
unpredictable. It does not seem prudent for businesses to make innovation decisions
based on such events. The objective of innovation is to develop new products and
processes to improve efficiency or productivity, maintain or expand market share,
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and strengthen the brand and core competencies of the firm. Innovation therefore
typically targets a firm’s long run profitability, which is why patenting and inno-
vation are expected to depend, in general, on longer run factors, but as was seen
with the results earlier with the annual data and discussion of the theory,
year-to-year business cycles can nevertheless affect the availability of resources for
innovation (or potentially the opportunity cost of innovation)—hence the sensitivity
of annual patent filings to long frequency business cycles.

But at the quarterly data level, the time interval is fairly short. Firms typically seek
other means to gain or maximize shorter run profits, such as financial or portfolio

Table 5 Main regression model estimated using quarterly data

Sample period (1) (2)

EPO filings

1978–2011 1978–2011

L.pl 0.400*** 0.354***

(0.023) (0.025)

L2.pl 0.339*** 0.339***

(0.022) (0.025)

yl 0.435*** 0.255**

(0.110) (0.116)

rl 0.108*** 0.195***

(0.026) (0.032)

u 0.149 0.140

(0.099) (0.104)

year 0.004** 0.005**

(0.002) (0.002)

1st Quarter −9.480**

(4.486)

2nd Quarter 0.093*** −9.392**

(0.014) (4.486)

3rd Quarter −0.004 −9.487**

(0.013) (4.486)

4th Quarter 0.117*** -9.361**

(0.014) (4.485)

Country fixed effects Included Included

Observations 1590 1431

Dependent Variable: pl = ln(patents/worker)
Standard errors in parentheses: *p < 0.1, **p < 0.05, ***p < 0.01
Notes pl denotes natural log of patents per worker, L one-period lag, L2 two-period lag, yl denotes
real GDP per worker, rl real business enterprise R&D (BERD) per worker, ‘year’ denotes the time
trend, and ‘u’ the business cycle measure where u = cycle/trend of GDP. 1st, …, 4th quarter are
dummy variables for their respective quarters
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investments, derivatives, swaps, pricing strategies (such as discounts, non-linear
pricing, price discrimination), or employment strategies (using contractors and
temporary workers). Firms generally do not use R&D investments to manipulate and
influence short run profits. Principally, R&D and patenting strategies are for time
horizons longer than a few quarters—hence the reason why business cycles are more
likely to affect patenting across years rather than across quarters.

The next issue is whether other aspects of the model also undergo cyclical
shocks. In the analysis thus far, only GDP was separated into its trend and cyclical
components. It may also be possible for business R&D expenditures to have a
cyclical and a trend component. This was investigated, and the results are shown in
Table 6. The table introduces two new variables upon applying the Hodrick-
Prescott (HP) filter to R&D: trend R&D per worker and the ratio of cyclical R&D to
trend R&D (uR). The uR variable is statistically insignificant at conventional levels,
whether the sample period is 1978–2011 or the shorter one of 1990–2011. It is also
insignificant whether we omit or control for business cycles in GDP. Thus, for now,

Table 6 Extensions: cyclicality of research and development

Sample period (1) (2) (3) (4)

1978–2011 1990–2011 1978–2011 1990–2011

L.pl 0.685*** 0.783*** 0.684*** 0.783***

(0.030) (0.040) (0.030) (0.040)

L2.pl 0.131*** 0.043 0.132*** 0.044

(0.025) (0.038) (0.025) (0.038)

ln (GDP per worker) 0.456*** 0.475***

(0.078) (0.089)

ln (Trend GDP per worker) 0.444*** 0.449***

(0.079) (0.093)

u 0.768 0.928**

(0.597) (0.458)

ln (Trend R&D per worker) 0.078** 0.066* 0.080** 0.071*

(0.037) (0.037) (0.037) (0.037)

uR −0.005 0.216 −0.051 0.158

(0.202) (0.146) (0.219) (0.157)

year 0.001 0.001 0.001 0.001

(0.002) (0.002) (0.002) (0.002)

Country fixed effects Included Included Included Included

Observations 890 615 890 615

Dependent Variable: pl = ln(EPO Filings/worker)
Standard errors in parentheses: *p < 0.1, **p < 0.05, ***p < 0.01
Notes pl denotes natural log of patents per worker, L one-period lag, L2 two-period lag,
u = cycle/trend of ratio of real GDP and uR = cycle/trend ratio of Real Business R&D per worker,
year denotes the time trend
Separate intercepts for each country (or country fixed effects) were included but the estimates are
not reported to conserve space
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cyclical movements in R&D do not seem to affect patent filings at the EPO. This
suggests that patentable innovations are a function of long run R&D programs and
are not influenced by short run boosts or declines in R&D funding. But these results
are for all countries and sectors pooled. It remains to be seen whether the EPO
filings of individual source countries or individual sectors are more sensitive to
short run movements in R&D.

A third issue is whether different technological fields are affected differently by
business cycles. Table 7 offers a preliminary look using the International Patent
Classification (IPC) sectors. According to the results shown, EPO filings in Human
Necessities (IPC A), Physics (IPC G), and Electricity (IPC H) are mildly procyclical
(i.e., the coefficient of ‘u’ is statistically significant at the 10 % level), but filings in
Chemistry (IPC C) are strongly procyclical (where the positive coefficient of ‘u’ is
significant at the 5 % level). For all the IPC sectors except textiles (IPC D), EPO
filings are strongly influenced by trend GDP. Still, the eight IPC sectors A to H are
nonetheless very broadly defined. Each of these sectors consists of diverse fields of
technology. Thus, future research could study the effects of cyclical shocks at a
more disaggregated IPC level.

Another related issue is whether business cycles affect the EPO filings of different
source countries differently. For good country-by-country analyses, more time-series
observations are needed. Tentatively, therefore, this section provides a sample of
results for the U.S., a major contributor to EPO filings. As shown in Table 8,
business cycles have a positive and statistically significant effect on total U.S. filings
at the EPO, where by ‘total’ it is meant aggregate sectors (see column 1).
By individual sector, U.S. EPO filings in Performing Operations and Transportation
(IPC B), Mechanical Engineering, Physics, and Electricity (IPC F, G, and H) are all
significantly pro-cyclical. These results are for the annual sample. The quarterly
sample results are quite similar (results not shown); the only difference is that the
filings in Human Necessities are also significantly pro-cyclical in the quarterly
sample. For EPO applications, the business cycle variable ‘u’ is only statistically
significant for Electricity (IPC H), and only at the 10 % level (the results are also
not shown to conserve space). With more data, a richer analysis of business cycles at
the national level can and should be pursued.10

5 Other Applications

A side benefit of the modelling approach taken here is that the common effects over
source countries for EPO filings can be analysed. Table 3 looked at correlations
between countries in terms of their estimated intercept parameters. Another way is

10For U.S. domestic patenting, the longer time-series data of the United States Patent and
Trademark Office (USPTO) could be exploited. For other countries, WIPO has very long
time-series data on resident patenting. Lessons could be learned from these datasets as well.
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to determine the correlation matrix of transformed filings estimates between
countries (N̂ in Sect. 2). This may indicate common behavioural patterns between
applicants in groups of countries that could be associated with the overall degree of
industrialisation, possession of common industries with similar patenting beha-
viours, geographic proximity, and so forth. Table 9 shows the derived country
correlation matrix for 2013 between the major source countries for the model in
differences.

The correlations between these forecasts for total filings in 2013 from the most
important countries are low and can be considered to be non-significant. From the
full 28 country set, pairs of countries that have the largest positive correlations are
those of Ireland with Greece (0.29) and with Spain (0.21); Portugal with Singapore
(0.15); and China with Denmark (0.14). Pairs of countries with negative correla-
tions are less prominent, the largest in size being Greece with Other countries
(−0.13 – 0.09). While it may be tempting to suggest causal inferences about the
relationships between these countries, one should be cautious about the power of
the analysis and the lack of clarity regarding possibilities for common external
causes for the associations. At any rate, such interesting questions about deter-
mining communalities of patenting behaviour between countries of origin go
beyond the narrow requirements of forecasting for EPO’s budgetary purposes.

6 Concluding Thoughts

The usefulness of the selected type of models has been demonstrated on historical
EPO total filings data, and we recommend applying the model to year-to-year
differences rather than to levels. We caution that the apparent widths of the 95 %
confidence limits in diagrams such as Fig. 1 are somewhat too low, especially for
the later parts of the forecasted horizon. In general, the quality of the forecasts

Table 9 Correlation
Coefficients between
countries for one-year ahead
‘transformed’ filings

Model in differences

Parameter CN-HK DE JP US

CN-HK 1 0.019 −0.006 0.020

DE 0.019 1 −0.022 0.015

JP −0.006 −0.022 1 −0.006

US 0.020 0.015 −0.006 1

Notes From the model in first-differences for EPO filings, using
the training data set from 1991 to 2013. The correlation
coefficients between countries are for the one-year-ahead filings
estimates on the transformed scale. Inter-country correlations are
shown for China, Germany, Japan and US
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remains dependent on the assumed future levels of independent variables for GDP
and R&D, the uncertainties of which are not explicitly considered in the confidence
intervals.

For future research, it would be useful to further develop the model at the
industry level or at the individual country level, as more observations become
available. It would also be interesting to examine how business cycles in one
country are transmitted internationally to affect innovation activity in another
country. Specifically, the R&D and patenting of non-European countries may be
affected not only by business cycles occurring in their own countries but also by
fluctuations occurring in Europe. Other directions are more technically-oriented; for
example, to study and incorporate the expectations formation of patent filers. EPO
filings and applications may be driven by their expectations of future business
cycles. In the models studied here, the contemporary value of ‘u’ entered the
regression models. It may be the expected ‘u’, say ue (the expected value of u in
some future period), that affects current patenting decisions. Likewise, applicants
may be affected by their forecasts of future trend GDP or future R&D budgets in
designing their current innovation strategies. Modelling the expectations process is
rather complex but should be worth exploring.11 Another technical approach is to
apply dynamic panel data methods, as in Hingley and Park (2015b), to account for
the lagged dependent variables and country fixed effects.

Insofar as the aim of such research is to improve filings forecasts for the EPO
budget, any method must take account of all the filings even where breakdowns of
the data are considered separately or in parallel. Wider research into patenting
behaviour can relax this requirement to some degree. The approach described here
may turn out to be useful for such studies, including extensions to separate out
particular patenting sectors or regions.

Finally, we believe that the way that the lognormal data were analysed here may
be of some interest for wider areas of application. While the central limit theorem
implies that lognormal data can indeed be described approximately in terms of
normal error theory and the usual normal confidence limits, either care should be
taken that the data sets are large enough for this or otherwise an approach such as
the one described here should be used.

Acknowledgment and Disclaimer We thank the European Patent Office for its sponsorship. The
suggestions that are made here are the opinions of the authors, who are also responsible for any
errors. The specific forecasts that are shown are not the official forecasts of EPO that are provided
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11See Dannegger and Hingley (2013) for a study on the use patent applicant surveys to infer the
future expectations of applicants. In these surveys, applicants indicate their plans to file patents in
various offices during the current year and the next two years. Their current intentions should
reveal some information about their expectations of future market conditions.
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Cognitive and Affective Experience
in Online Shopping: Findings
from Pure-Click Customers in Indonesia

Evi Rinawati Simanjuntak and Caroline Herlina

Abstract As the number of new entrants in the e-retailing industry in Indonesia
increases steeply, sustaining competitiveness becomes more challenging, especially
in the pure-click business model. This research aims to establish a deeper under-
standing of how cognitive experiential state (CES) and affective experiential state
(AES) may impact repurchase intention and to examine the role of satisfaction and
trust in pure-click customers in Indonesia. A quantitative approach using a survey
with convenience sampling was used as the data collection method. This study took
150 usable responses for further analysis. Structural equation modeling using
LISREL 8.8 was used for hypothesis testing. The results indicated that AES affects
CES directly; CES forms trust through satisfaction. On the other hand, the findings
show that although AES can directly affect consumers’ trust, there is no support for
the direct impact of AES toward satisfaction. Meanwhile, repurchase intention is
established only when trust existed.

Keywords Affective experiential state � Cognitive experiential state � e-Retailing �
Online customer experience

1 Introduction

In today’s highly competitive online market, creating a meaningful differential
shopping experience is very important to enhance basic offerings. In the online
shopping context, one of the ways to create differentiation is through online cus-
tomer experience (OCE). OCE is shaped by customers’ engagement with the
website’s cognitive and affective elements that form an impression in memory and
are summed up to be the overall take-away impression (Rose et al. 2011).
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2 Literature Review

Aligning the concept of co-creation of values in Service-Dominant Logic,
e-Retailers are competing through service excellence (Lusch et al. 2007) that
requires them to involve the interaction of organization and exchange partners in
the co-creation of value. To that extent, it is possible for customers and companies
to collaborate in co-creating positive online customer experience (cognitively as
well as affectively) (Kohler et al. 2011).

Cognitive experiential is indicated when the purpose of processing information
is to solve problems or to learn. Cognitive experiential state (CES) is described as
an element of OCE that is related with the conscious thought process (Rose et al.
2012). CES works in the concept of ‘flow’ in which the person is fully captivated in
doing a particular activity until becoming psychologically absorbed and inattentive
to time and circumstances surrounding them (Csikszentmihalyi 1997).

Affective experiential state (AES) is an element of OCE that generates moods,
feelings, and emotions. Emotional feeling is an important element in shaping
cognitive processes, since it influences the fetching and understanding of infor-
mation from memory (Bower 1981). It was also argued that both cognitive and
affective experience elements are involved in the formation of customer satisfaction
(Homburg et al. 2006). These arguments lead to the following hypotheses:

H1: Affective experiential state will positively influence the cognitive experi-
ential state.

H2: Cognitive experiential state will positively impact on online shopping
satisfaction.

H3: Affective experiential state will positively impact on online shopping
satisfaction.

Cognitive elements can influence initial trust formation by means of cognitive
assessment on an e-Retailer’s reputation (Eastlick and Lotz 2011). Site quality that
induces affective experience was found to affect the forming of initial trust
(Koufaris and Hampton-Sosa 2004). Referring to the above arguments, the fol-
lowing hypotheses are constructed:

H4: Cognitive experiential state will positively impact on the formation of trust
in online shopping.

H5: Affective experiential state will positively impact on the formation of trust in
online shopping.

In the e-retailing context, studies also prove the positive implication of satis-
faction on trust (Pavlou 2003). Therefore, the following hypothesis is derived:

H6: Online shopping satisfaction will positively impact on the formation of trust
in online shopping.

Satisfaction affects loyalty and intention to repurchase (Lim et al. 2014). As a
behavioral belief, trust affects the willingness to make an online transaction
(Amoroso and Mukahi 2013). Formally stated, the hypotheses are as follows:
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H7: Online shopping satisfaction will positively impact on repurchase intention.
H8: Trust in online shopping will positively impact on repurchase intention.
We tested the above eight hypotheses using the framework of Rose et al. (2012)

depicted in Fig. 1.

3 Methods

3.1 Sample and Data Collection

The unit of analysis in this study was individuals who have prior experience in
purchasing goods or services in pure-click retailers in Indonesia. The questionnaire
was distributed using a convenience sampling method, resulting in 150 usable
questionnaires.

3.2 Measures of Constructs

CES was measured by the ‘flow’ state condition by Novak et al. (2000). AES was
measured by eight semantic differential items, following Havlena and Holbrook
(1986). Trust in online shopping was measured by eight items according to Lee and
Turban (2001), while satisfaction and repurchase intention were measured by four
items for each construct, adapting Khalifa and Liu (2007).

To ensure reliability and validity of the constructs, Confirmatory Factor Analysis
(CFA) was conducted. Measurement items that show factor loading less than 0.5
will be trimmed. The CFA result shows standardized item loadings ranged from
0.62 to 0.83 and therefore displayed sufficient item validity. The constructs exhibit
sufficient reliability with all composite reliability values (CR) ranging from 0.75 to
0.84 and Average Variance Extracted (AVE) ranging from 0.5 to 0.58; all met or
exceeded the recommended cut-off criteria, referring to CR ≥ 0.7 and AVE ≥ 0.5.
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Fig. 1 Conceptual model
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4 Findings

4.1 Respondent Profiles

Forty seven percent of the sample is male and 53 % is female. Most of the
respondents (73 %) are 21–25 years old. Respondents purchased various type of
merchandise, with apparel products top of the list (43 %), followed by electronics
(23 %).

4.2 Conceptual Model Testing

To test the conceptual model, we employed structural equation modeling with
robust maximum likelihood estimation. Table 1 provides summary results for the
tested model.

The overall fit of the structural model is significant (χ2 (124) = 181, p < 0.01),
additional goodness-of-fit indices (IFI = 0.98, CFI = 0.98, RMSEA = 0.056)
all meet or exceed the recommended cut-off criteria, referring to χ2/df ≤ 3,
RMSEA ≤ 0.080, CFI > 0.90, IFI > 0.90, which indicated a good fit.

Findings suggest that the affective component (AES) is crucial due to the
capability to influence the cognitive component (CES). AES also shows a direct
effect on trust; however, CES does not exhibit an impact to trigger trust.

The mediating role of satisfaction toward repurchase intention is not evident.
However, this research finds a strong mediating effect of satisfaction in the linkage
of CES to trust, suggesting that the cognitive aspect can only form trust, when
satisfaction is evident. Trust mediates the linkage to repurchase intention, sug-
gesting that only when customers have sufficient trust on the pure-click retailers,
they will make another purchase.

Table 1 Estimation result on the conceptual model (N = 150)

Hypothesis sign Path from → to Standardized estimate t-value Conclusion

H1: + AffES → CogES 0.76 9.10 Supported

H2: + CogES → Satis 0.29 1.96 Supported

H3: + AffES → Satis −0.03 −0.18 Not supported

H4: + CogES → Trust 0.01 0.05 Not supported

H5: + AffES → Trust 0.28 2.00 Supported

H6: + Satis → Trust 0.65 6.16 Supported

H7: + Satis → RepInt −0.04 −0.49 Not supported

H8: + Trust → RepInt 0.87 5.38 Supported
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5 Contribution, Managerial Implication, Limitations,
and Further Research

This research contributes to the OCE research by analyzing separately the impact of
each dimensions of OCE (i.e., CES and AES) in forming repurchase intention.
Another contribution is made by extending OCE in the context of pure-click
retailers in a developing country. The impact is tested on online retailers across
sectors rather than focusing on a specific industry.

This study advises online retailers to focus on AES (i.e., a more organized,
easy-to-follow website). Providing personalized website displays according to a
customer’s profile is presumed to increase affective experience that can induce
purchase intention. This study also identifies further implication on trust handling in
pure-click retailers; a high level of AES and CES will be meaningless if trust is
under-managed. Pure-click retailers need to mitigate this by providing external
validation to their security in the transaction system.

This research is constrained by several limitations. First, this study does not
differentiate online experience types (e.g., search, purchase, consumption, and
after-sale experiences), hence may impact the evaluation of an e-Retailer. Future
research could accommodate these elements to the model. Second, this study does
not look at other elements that might affect a customer’s overall experience while
shopping online (e.g., personal and uncontrollable factors—cultural, sociological,
etc.); future studies can accommodate these factors. Third, the study is done in the
context of a developing country, in which the technological infrastructure could be
different from developed countries; therefore, generalization of the conclusion
should be done with caution.
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Discussion of Factors Affecting Taiwan
Small and Medium Enterprises’
Establishment of Marketing Channels
in China

Chung-Chih Lee

Abstract Ever since cross-strait direct transportation link in 2008 as well as the
signing of ECFA between Taiwan and China, Taiwan has encountered new
opportunities to sell fresh agricultural products to China. High economic benefit
agricultural and aquatic products including grouper, tea leave and Oncidium are
entitled to zero-duty niche within three years. According to statistics from the
Council of Agriculture, growth momentum for Taiwan agricultural products in
recent years mainly comes from mainland China. The amount of Taiwan fruits
exported to China in 2009 has increased by more than 2 times compared with the
one for 2008, while amount for fresh vegetable exported increased by more than 8
times. The value of Taiwan agricultural products exported in the first half of 2010
was US$1.874 billion, a 19.3 % increase compared with the one for same period of
the previous year. Among them, export to China was US$23.2 billion, a 36.4 %
increase compared with the one for same period of the previous year. Opinion poll
conducted by Global Views Monthly indicates that over 70 % of people living in
the 5 major cities of Taiwan consider that “a mayor should put agricultural product
export assistance on his/her priority list.” It is therefore obvious that agricultural
product export which comes with substantial benefits are highly concerned by both
Taiwan and China. This research focused on companies willing to explore agri-
cultural product marketing channels in China and developed questionnaires based
on the Theory of Planned Behavior (“TPB”) for investigation over company
management and responsible persons under the purpose of analyzing which factors
will affect company management and responsible persons’ willingness to explore
marketing channels in China. The result indicates that company management and
responsible persons’ attitude, perception, and behavioral control over establishment
of marketing channels in China have significant influence over their willingness to
do so. It is therefore obvious that people interviewed hope that government can
provide a centralized service window for companies establishing marketing chan-
nels in China in order to solve various issues involved. Furthermore, people
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interviewed are very concerned if they understand counterparty’s related laws and
regulations, if they understand local consumer’s needs and if they can control local
existing marketing channels before their setting up of marketing channels in China.
This research focuses on these issues and presents recommendations accordingly.

Keywords Agricultural products � Marketing channel � Theory of planned
behavior

1 Introduction

In the face of the challenges posed by globalization, the Taiwanese Government
constantly promulgates new economic policies with the goal of improving
cross-strait relations and encouraging Taiwanese entrepreneurs to enter the Chinese
market. Agricultural products labeled as MIT (made in Taiwan) can generate dif-
ferentiation and satisfy the demand of Chinese consumers for quality assurance in
the field of agricultural and fishery products. Promotion via multiple channels also
contributes to the preference for high-quality agricultural products from Taiwan by
Chinese consumers. Since the conclusion of the Economic Cooperation Framework
Agreement (ECFA) between China and Taiwan on June 29, 2011, a total of 18
different agricultural and fishery products have been included on the “early harvest
list.” This benefit of preferential tariffs for these products once zero customs is
enacted greatly enhances the competitiveness of agricultural and fishery products
from Taiwan on the Chinese market.

Furthermore, there have been closer exchanges, interactions, and dealings
between Chinese and Taiwanese farmers in recent years and a large number of
Chinese officials and entrepreneurs have visited Taiwan to observe agricultural
production technologies and business models of farmers’ associations and recre-
ational agriculture. At the same time, China has attracted large-scale Taiwanese
investments in sophisticated agriculture. According to official Chinese statistics,
Experimental Zones of Cross-Strait Agricultural Cooperation and Taiwan Farmers’
Incubators have been established in 16 Chinese provinces (districts/municipalities)
as of the end of 2009. Experimental zones of Cross-Strait Agricultural Cooperation
were created in 9 Chinese provinces (districts/municipalities), while a total of 20
Taiwan Farmers’ Incubators were set up in 12 Chinese provinces (districts/
municipalities).

Statistics released by the Taiwanese Council of Agriculture reveal that export
sales of Taiwanese fruit and fresh vegetables to China grew by over 200 and 800 %
in 2009, respectively, compared to 2008. In the first half of 2010, the total pro-
duction value of export sales of Taiwanese agricultural products amounted to 1.874
billion USD, which represents an increase by 19.3 % compared to the same period
of the previous year. Exports to Mainland China reached 23.2 billion USD, which
marks an increase by 36.4 % over the same period of the preceding year. Global
Views Monthly conducted an opinion poll of residents of the five municipalities
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(Taipei, New Taipei, Taichung, Tainan, and Kaohsiung). One of the questions
asked was: “Which items should be given priority in interactions of your city with
Mainland China initiated by your mayor within his term of office?” Over 70 % of
all respondents think that promotion of export sales of agricultural products should
be given preference. This clearly shows that export sale of agricultural products
with high profit potential is an issue of high concern to Taiwanese citizens (Council
of Agriculture 2015).

The Council of Agriculture states that the inauguration of direct cross-strait
transportation links in 2008 has created new opportunities for the promotion of
fresh agricultural produce from Taiwan in China. Upon the signing of the
cross-strait ECFA agreement, agricultural products with high economic returns that
are eligible for custom tariff exemption within three years include grouper, tea
leaves, and dancing-lady orchids. In addition, statistics published by the
Department of International Affairs of the Council of Agriculture indicate that the
total export value of Taiwanese agricultural products to China amounted to only
84,600 USD in 2009. This figure immediately rose to 47.53 million USD in 2010,
which represents an increase by 60 %. The grouper is a perfect example. The
opening of direct cross-strait transportation links has led to frequent cross-strait
shipping, allowing Chinese consumers to enjoy Taiwanese seafood and thereby
stimulating the Taiwanese agriculture and fishery industry.

Due to the huge consumption potential of the Chinese market and the fact that
most Chinese consumers are curious and convinced of the higher quality of
Taiwanese agriculture and fishery products, the competitiveness of such products
on the Chinese market has been greatly enhanced. This has also resulted in con-
tinued investments of an increasing number of farmers, farming organizations, and
produce marketing firms in this market. The Council of Agriculture has however
alerted these groups and organizations that the Mainland Chinese market is still an
emerging market for Taiwanese businesses. Smooth customs clearance is of great
importance for the export of fresh agricultural products. Businesses need a clear
understanding of import procedures and legal provisions related to clearance pro-
cedures, and relevant quarantine regulations as well as local customs and habits,
sales channels, and marketing conditions in China before they decide whether or
not to invest in the Chinese market.

This study aims to explore the intention of Taiwanese SMEs and agriculture and
fishery businesses to establish sales channels and marketing bases in China upon
the signing of the ECFA agreement. It also analyzes which issues these businesses
take into consideration prior to their decisions. These are the key aspects that the
Council of Agriculture and businesses interested in expanding into the Chinese
market must be fully aware of. The author employs the theory of planned behavior
proposed by Ajzen (1991) to analyze the main factors affecting businesses that
intend to establish sales channels and marketing bases in China as well as their main
considerations as a reference for global product deployment and the inauguration of
a new age of agriculture after the signing of ECFA.
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2 Theoretical Basis

2.1 Theory of Planned Behavior

Ajzen (1988, 1991) proposed the theory of planned behavior (TPB) in 1988. This
theory has been widely applied in the field of social psychology. TPB is frequently
employed to analyze psychology and behavior. For instance, Shen and Qiu (2014)
utilized TPB to expound the factors affecting the willingness of university faculty
and staff members to adopt eco-friendly behavior patterns, while Ceren et al. (2011)
employed the theory to explore the recycling behavior of 232 teachers in America.
Wu (2011) examines the factors affecting the decision of farmers to adopt organic
farming methods with TPB as the main research framework. Chu and Chiu (2003),
on the other hand, utilize TPB to explore waste recycling behavior of families. Due
to the wide application field of the theory of planned behavior, Armitage and
Conner (2001) employed meta-analysis to identify and analyze 185 TPB-related
research articles. They found that TPB can explain 27 % of the behavioral variance
and 39 % of the behavior intention variance. This clearly indicates that TPB is a
suitable tool for the analysis or explanation of human psychology and behavior.

Ajzen believes that humans adopt a certain type of behavior based on a con-
scious plan. Behavior intention is an indicator for the measurement of the conscious
willingness of an individual to engage in a certain type of behavior or action and
may also serve as a predictor of individual behavior. Based on his past research,
Ajzen discovered that behavior intention is highly correlated with behavior and that
it is almost identical to behavior.

The main hypothesis of TPB is as follows: The more positive the attitude of an
individual toward a certain type of behavior or action, the higher the perceived
support from key opinion groups, and the more control or resources the individual
believes he/she has when engaging in said behavior or action, the higher is his/her
intention to adopt said behavior or action. Attitude, subjective norms, and perceived
behavior control therefore affect behavior intention.

As far as the respondents of this study are concerned, behavior intentions can be
observed by analyzing the willingness of enterprises to establish marketing chan-
nels in China. Behavior intentions are in turn affected by attitude, subjective norms,
and behavior control. The following questions are of crucial importance: 1. Do
businesses believe that the establishment of marketing channels in China will give
them a competitive advantage? 2. Do family members and employees of said
businesses endorse and encourage the establishment of marketing channels in
China? 3. What is the subjective perception of the difficulty and feasibility of the
establishment of marketing channels in China on the part of businesses? In addition
to the basic hypotheses stated above, Ajzen also argues that individuals determine
the difficulty of engaging in a certain type of behavior or action based on past
experiences and current resources and conditions. Perceived behavior control
therefore indirectly affects behavior (this effect is independent of intention). As a
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consequence, the correlation between behavior and PBC is often expressed with a
broken line in the TPB model (Ajzen 1988, 1991) (Fig. 1).

All scholars including Ajzen believe that attitude is an important variable for the
prediction of behavior. Lai et al. (2013), for instance, found that attitude toward
behavior is positively correlated with the intention to visit a museum, while
Yu-Wen Wang et al. (2013) discovered that attitude is positively correlated with the
intention of teenagers to give up smoking. Wu (2011) argues that the attitude of
farmers toward organic agriculture has a significant impact on the willingness to
adopt organic farming methods. Hwang et al. (2000) found that attitude toward
behavior has a strong impact on the intention of engaging in eco-friendly behavior,
while Hines et al. (1986) discovered that a positive correlation exists between
attitude toward behavior and eco-friendly behavior.

Subjective norms can be further divided into information influence and nor-
mative influence. Information influence refers to the decision of an individual to
believe a certain piece of information due to its reliability, trustworthiness, and
reference value (information influence dimension). On the other hand, if an indi-
vidual chooses to believe a certain piece of information due to opinions, appraisals,
perceptions, and reactions of key opinion groups (usually close friends), the
influence is of a normative type. Ajzen and Madden (1986) pointed out in their
research that perceived behavior control affects behavior in two different ways:

1. Behavior intention is a medium between perceived behavior control and
behavior.

2. Perceived behavior control has a direct or indirect impact on behavior.

Attitude
AT

Investment intention
BI

Subjective norms
SN

Perceived behavior 
control
PBC 

Fig. 1 Research framework
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3 Research Method

3.1 Research Framework

Based on TPB theory, this study utilizes the following research framework and the
following operational definitions of the questionnaire variables:

(a) Attitude: This study adopts the broader definition of attitude developed byAjzen
(1988, 1991), Hartmann and Apaolaza-Ibanez (2008). Cognition, emotions,
even knowledge and values are included in this broader definition of attitude.
Attitude-related questionnaire items designed for this research focus on
expectations of businesses with regard to the Chinese market and consumers and
opinions on the competitive advantage ofMIT agricultural and fishery products.

(b) Subjective norms: Opinions on the Chinese market of key opinion groups
including the government, chamber of commerce, employees, and family
members have a potential impact on the decision of businesses to establish
marketing channels in China. Respondents (businesses) were asked whether
they are affected by these key opinion groups and whether or not said groups
support the decision of said businesses to create new marketing channels in
China. Sample statements/questions: “I am convinced that the government will
provide us with support and advice” and “Does support provided by the
government affect my decision to enter the Chinese market?”.

(c) Perceived behavior control: Does the understanding of the Chinese market,
channels, laws, and consumers play an important role in the establishment of
marketing channels in China by Taiwanese businesses? It is not difficult to
search for sales channels and marketing bases in China or gain a deeper
understanding of the laws and regulations governing company establishment.

(d) Investment intention: Respondents were asked about their willingness to
establish marketing channels in China. In view of the fact that a large number
of respondents lack real experience in investment in the Chinese market, this
study divides investment intention into the following three subitems: Use of
existing channels in China, investments of Chinese companies in newly
established companies in China, and direct establishment of new sales chan-
nels and marketing bases in China. The goal of this question design is to
determine the preferences of Taiwanese businesses with regard to these three
investment methods in the context of investment intentions.

3.2 Respondents and Data Collection Method

The respondent sample was obtained by distributing questionnaires during an
ECFA information meeting organized by the Council of Agriculture of the
Executive Yuan in Kaohsiung City. The author of this study began by asking
respondents whether they were a small- or medium-sized enterprise, whether or not
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they were willing to establish marketing channels in China, and whether or not they
specialized in the sale of agricultural and fishery products. Only respondents who
met all three criteria were included in the sample. Questionnaires were distributed
between March 8 and 9, 2015. A total of 192 valid questionnaires were returned.

3.3 Questionnaire Structure and Items

This study mainly relied on the definitions and question design developed by
Fishbein (1980), Ajzen (1991), Armitage and Conner (2001), Chu and Chiu (2003),
Lin and Yang (2005), Li et al. (2005), Wu (2011), Ceren et al. (2011), Tu et al.
(2011), Wang et al. (2013), and Shen and Qiu (2014) for the identification of factors
that have a potential impact on the decision of businesses to establish marketing
channels in China and the development of questionnaire items for the four dimen-
sions of attitude, subjective norms, perceived behavior control, and investment
intention. A five-point Likert scale has been adopted for measurement purposes
(5 = strongly agree, 4 = agree, 3 = neutral, 2 = disagree, 1 = strongly disagree).

In addition, basic background information about respondents was obtained
through questions about total capital, employee numbers, business categories (com-
merce and service industry, fishery industry), and public listing on TWSE and TPEx
(Table 1).

Table 1 Questionnaire structure and questionnaire items

Variable Questionnaire items Reference source

Attitude The establishment of sales and marketing bases for
agricultural and fishery products in China is a
general trend

Fishbein (1980),
Ajzen (1991),
Wu (2011)

China is the largest market in the vicinity of Taiwan

Taiwanese entrepreneurs enjoy an advantage when
making investments in China due to the same
language and ethnicity

The geographic proximity between China and
Taiwan is a major incentive

Chinese consumers favor agricultural and fishery
products from Taiwan

Preferential terms for Taiwanese businesses granted
by the Chinese authorities will attract more
investments

MIT products have a competitive advantage in the
Chinese market

I can gain a rapid understanding of the attitudes and
habits of Chinese consumers

Due to the large number of success stories, I am not
worried about making an investment in China

An investment in China represents a great
opportunity

(continued)
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Table 1 (continued)

Variable Questionnaire items Reference source

Subjective
norms

I think the government will provide us with support
and advice

Fishbein (1980),
Ajzen (1991), Wu
(2011)I think the chamber of commerce will provide us

with support and advice

I think our employees will fully support the decision
to develop marketing channels in China

I think my family will fully support the decision to
develop marketing channels in China

The provision of support by the government will
affect my decision to expand into the Chinese
market

The provision of support by the chamber of
commerce will affect my decision to expand into the
Chinese market

The support from our employees will affect my
decision to expand into the Chinese market

The support from my family will affect my decision
to expand into the Chinese market

Perceived
behavior
control

It is not difficult to search for sales channels and
marketing bases for agricultural and fishery
products in China

Fishbein (1980),
Ajzen (1991), Wu
(2011)

It is not difficult to apply for capital loans from
Chinese banks

It is not difficult to recruit new employees in China

It is not difficult to gain a deeper understanding of
the laws and regulations governing company
establishment in China

It is not difficult to find relevant persons in the
Chinese market

I can quickly locate supporting industries for sales
channels and marketing bases in China

I can quickly establish a good reputation for
Taiwanese agricultural and fishery products in
China

I can overcome the problem of preservation of fresh
agricultural and fishery products during shipping

I can provide processed agricultural and fishery
products favored by the Chinese market

The image and packaging of our agricultural and
fishery products are favored by Chinese consumers

Investment
intention

I intend to use existing sales channels in China Fishbein (1980),
Ajzen (1991), Wu
(2011)

I intend to allow investments by Chinese companies
in my newly established company

I intend to directly establish new sales channels and
marketing bases in China
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4 Results

4.1 Opinions of Taiwanese Entrepreneurs
on the Establishment of Marketing Channels in China

The results of the descriptive statistics reveal that the respondents strongly agree
with the following three statements as far as attitudes toward the establishment of
marketing channels are concerned: 6. Preferential terms for Taiwanese businesses
granted by the Chinese authorities will attract more investments. (M = 4.21,
SD = 0.50) 3. Taiwanese entrepreneurs enjoy an advantage when making invest-
ments in China due to the same language and ethnicity. (M = 4.11, SD = 0.39) 4.
The geographic proximity between China and Taiwan is a major incentive.
(M = 4.05, SD = 0.52).

As for subjective norms, the respondents concur with the following statements: 2.
I think the chamber of commerce will provide us with support and advice. (M = 3.89,
SD = 0.52) 3. I think our employees will fully support the decision to develop mar-
keting channels in China. (M = 3.82, SD = 0.32), 8. The support frommy family will
affect my decision to expand into the Chinese market. (M = 3.69, SD = 0.42).

In the dimension of perceived behavior control, respondents agreed with the
following statements: 3. It is not difficult to recruit new employees in China.
(M = 3.92, SD = 0.51), 8. I can overcome the problem of preservation of fresh
agricultural and fishery products during shipping. (M = 3.0.91, SD = 0.52), 9. I can
provide processed agricultural and fishery products favored by the Chinese market
(M = 3.87, SD = 0.41). It should be pointed out that mean values of less than 3 for
a total of five statements indicate that respondents disagree with said statements.
This shows that the respondents believe they may encounter the following problems
when establishing marketing channels in China: difficulties in the search for sales
channels and marketing bases for agricultural and fishery products and application
for capital loans from Chinese banks, lack of knowledge about Chinese laws and
regulations and relevant persons in the Chinese market as well as difficulties in the
location of supporting industries for sales channels and marketing bases in China.

As far as the three investment methods in the context of investment intentions
are concerned, respondents favor the direct establishment of sales channels and
marketing bases in China (M = 4.12, SD = 0.23), followed by temporary use of
existing sales channels in China (M = 3.98, SD = 0.34), and investments by
Chinese businesses in companies established by Taiwanese entrepreneurs in China
(M = 2.87, SD = 0.42). The author speculates that this phenomenon may be
explained by the fact that Taiwanese entrepreneurs are still not familiar with the
Chinese market and are still wary of investments by Chinese businesses (Table 2).
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Table 2 Summary of descriptive statistics for opinions of Taiwanese entrepreneurs on the
establishment of marketing channels in China

Variable Questionnaire items Mean Standard
deviation

Reliability

Attitude The establishment of sales and marketing
bases for agricultural and fishery products in
China is a general trend

4.02 0.46 0.872

China is the largest market in the vicinity of
Taiwan

4.03 0.52

Taiwanese entrepreneurs enjoy an advantage
when making investments in China due to the
same language and ethnicity

4.11 0.39

The geographic proximity between China and
Taiwan is a major incentive

4.05 0.52

Chinese consumers favor agricultural and
fishery products from Taiwan

3.98 0.41

Preferential terms for Taiwanese businesses
granted by the Chinese authorities will attract
more investments

4.21 0.50

MIT products have a competitive advantage in
the Chinese market

3.89 0.52

I can gain a rapid understanding of the
attitudes and habits of Chinese consumers

3.76 0.42

Due to the large number of success stories, I’m
not worried about making an investment in
China

3.62 0.39

An investment in China represents a great
opportunity

3.82 0.42

Subjective
norms

I think the government will provide us with
support and advice

3.12 0.31 0.723

I think the chamber of commerce will provide
us with support and advice

3.89 0.52

I think our employees will fully support the
decision to develop marketing channels in
China

3.82 0.32

I think my family will fully support the
decision to develop marketing channels in
China

3.42 0.29

The provision of support by the government
will affect my decision to expand into the
Chinese market

3.03 0.32

The provision of support by the chamber of
commerce will affect my decision to expand
into the Chinese market

3.12 0.29

The support from our employees will affect
my decision to expand into the Chinese market

3.67 0.62

The support from my family will affect my
decision to expand into the Chinese market

3.69 0.42

(continued)
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4.2 Factors Affecting the Decision of Taiwanese
Entrepreneurs to Establish Marketing Channels
in China

The author conducted a multiple regression analysis to gain a better understanding
of whether or not variables pertaining to the background of the respondents (total
capital, employee numbers, business categories, and public listing) and psycho-
logical variables (attitude, subjective norms, perceived behavior control) have an

Table 2 (continued)

Variable Questionnaire items Mean Standard
deviation

Reliability

Perceived
behavior
control

It is not difficult to search for sales channels
and marketing bases for agricultural and
fishery products in China

2.82 0.41 0.845

It is not difficult to apply for capital loans from
Chinese banks

2.56 0.34

It is not difficult to recruit new employees in
China

3.92 0.51

It is not difficult to gain a deeper
understanding of the laws and regulations
governing company establishment in China

2.62 0.38

It is not difficult to find relevant persons in the
Chinese market

2.12 0.22

I can quickly locate supporting industries for
sales channels and marketing bases in China

2.34 0.36

I can quickly establish a good reputation for
Taiwanese agricultural and fishery products in
China

3.78 0.48

I can overcome the problem of preservation of
fresh agricultural and fishery products during
shipping

3.91 0.52

I can provide processed agricultural and
fishery products favored by the Chinese
market

3.87 0.41

The image and packaging of our agricultural
and fishery products are favored by Chinese
consumers

3.76 0.52

Investment
intention

I intend to use existing sales channels in China 3.98 0.34 0.868

I intend to allow investments by Chinese
companies in my newly established company

2.87 0.42

I intend to directly establish new sales
channels and marketing bases in China

4.12 0.23
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impact on the intention of Taiwanese entrepreneurs to establish marketing channels
in China.

Before conducting the multiple regression analysis, the three items pertaining to
investment intention [(1) I intend to use existing sales channels in China. (2) I
intend to allow investments by Chinese companies in my newly established com-
pany. (3) I intend to directly establish new sales channels and marketing bases in
China] were added up to obtain the mean and individual scores were replaced with
the mean value. The same method was utilized for the attitude and perceived
behavior control items.

Ajzen argues in the description of his theory that subjective norms can be
divided into two components, namely normative beliefs and motivation to comply.
The measurement of subjective norms is accomplished through the total sum of the
products of the normative beliefs and motivation to comply of individuals. The
author therefore multiplied the score for “I think the government will provide us
with support and advice” by the score for “The provision of support by the gov-
ernment will affect my decision to expand into the Chinese market” and so forth for
the remaining items. These four products were added up to obtain the mean and
individual scores were replaced with the mean value.

The background variables were converted into dummy variables with two
possible values in the following manner: total capital (0 for less than 10 million
NTD, 1 for more than 10 million NTD), business categories (0 for agriculture and
fishery, 1 for commerce and service industry), employee numbers (0 for less than
50, 1 for 51 and more), and public listing (0 for TPEx listing, 1 for TWSE listing).

The results clearly indicate that perceived behavior control (β = 0.568), attitude
(β = 0.308), and employee numbers (β = 0.160) has a significant impact on the
intention of Taiwanese entrepreneurs to establish marketing channels in China. The
explanatory power of the whole regression model is 0.549. The results therefore
reveal that the more sufficient the capabilities and resources for the establishment of
marketing channels as perceived by Taiwanese entrepreneurs, the more positive the
perception of the Chinese market, and the higher the number of employees, the
higher is the intention to make an investment (Table 3).

5 Discussion

5.1 Taiwanese Entrepreneurs Have a Positive View
on the Establishment of Marketing Channels in China
and High Values Were Recorded for All Psychological
Variables with the Sole Exception of Perceived Behavior
Control

According to the results of the descriptive statistics analysis, the highest mean value
was recorded for the attitude dimension (M = 3.95), followed by investment
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intention (M = 3.66) and subjective norms (M = 3.47). The lowest value was
recorded for perceived behavior control (M = 3.17). On the whole, the respondents
have a positive view on the establishment of marketing channels in China and show
a strong intention to make investments on the other side of the Strait. It is worth
mentioning that the mean value for perceived behavior control on the part of
Taiwanese entrepreneurs is comparatively low. The main reason for this phe-
nomenon lies in the low mean values of items including search for marketing
channels and bases in China, application for capital loans, recruitment of new
employees, understanding of laws and regulations, and location of relevant persons
and supporting industries as perceived by Taiwanese entrepreneurs. The mean
values for all of these items are below 3, with the sole exception of recruitment of
new employees. This clearly indicates that Taiwanese entrepreneurs believe that it
is difficult for them to search for marketing channels in China, apply for capital
loans, get a better understanding of local laws, contact relevant persons, and locate
supporting industries. Based on these findings, the author offers the following
suggestion: If the government wishes to increase the intention to establish mar-
keting channels in China and stimulate concrete action on the part of Taiwanese
entrepreneurs, it should establish contact points in northern, central, and southern
Taiwan for the foundation of companies in China and provide professional con-
sultation services with regard to marketing channels, laws and regulations, and
capital loans in a unified manner.

Table 3 Summary of the regression analysis of factors affecting the intention of Taiwanese
entrepreneurs to make investments in China

Non-standardized
coefficients

Standardized
coefficients

t Significance

Estimated
B-value

Standard
error

Beta
distribution

(Constants) –0.189 0.379 –0.498 0.619

Attitude 0.408 0.116 0.308 3.509 0.001**

Subjective
norms

0.002 0.014 0.015 0.140 0.888

Perceived
behavior control

0.533 0.110 0.568 4.827 0.000***

Total capital –0.001 0.002 –0.008 –0.303 0.762

Number of
employees

0.097 0.043 0.160 2.221 0.027*

Business
category

0.001 0.040 0.000 0.018 0.986

Public listing 1.670E−006 0.000 0.070 1.291 0.198

F value 88.453

Significance 0.000***

R2 0.549

*p < 0.05, **p < 0.01, ***p < 0.001
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5.2 Perceived Behavior Control, Attitude, and Employee
Numbers Have a Significant Impact on the Intention
of Taiwanese Entrepreneurs to Establish Marketing
Channels in China

The results of the multiple regression analysis clearly show that perceived behavior
control has the greatest effect on the decision of Taiwanese entrepreneurs to
establish marketing channels in China. The discussion above also indicates that
Taiwanese entrepreneurs are highly confident about aspects under their own control
such as the rapid establishment of a good reputation for Taiwanese agricultural and
fishery products, the satisfaction of demands for preservation of fresh agricultural
and fishery products during shipping, the manufacture of processed agricultural and
fishery products favored by the Chinese market, and the provision of agricultural
and fishery products whose image and packaging are favored by Chinese con-
sumers. However, they tend to have reservations or lack confidence in their ability
to find marketing channels in China, meet important persons for marketing chan-
nels, gain a deeper understanding of laws and regulations, and apply for capital
loans. Attitude and employee numbers also have a significant impact on investment
intention. This in turn indicates that Taiwanese entrepreneurs show a higher
intention to make an investment on the other side of the Strait if they agree that the
establishment of marketing bases in China is a general trend, China is the largest
market in the vicinity of Taiwan, Taiwanese entrepreneurs enjoy an advantage
when making investments in China due to the same language and ethnicity, China
is located in the vicinity of Taiwan, Chinese consumers favor agricultural and
fishery products from Taiwan, and Taiwanese businesses enjoy preferential terms in
China. Finally, companies with more than 51 employees tend to be more inclined to
make investments in China than companies with less than 50 employees.

5.3 The Government Should Establish Contact Points
for Consultation in Taipei, Taichung, and Kaohsiung

The results of the questionnaire survey indicate that the majority of Taiwanese
entrepreneurs believe that the Taiwanese government is currently encouraging them
to make investments in China. However, the government has so far failed to set up
contact points for consultation on investments in China. Taiwanese entrepreneurs
are therefore forced to consult the opinions of entrepreneurs who have experience
with investments in China or are currently investing in the Chinese market.
However, their experiences are not uniform and they are engaged in different
industries. These experiences are therefore hard to replicate and may not be applied
to their circumstances. Consequently, the respondents generally expect the gov-
ernment to set up contact points for consultation in Taipei, Taichung, and
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Kaohsiung or organize regular information meetings on investments in China to
provide Taiwanese entrepreneurs who intend to expand into the Chinese market and
make investments on the other side of the Strait with a deeper understanding of the
Chinese market and local laws and regulations.
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Does Strategic Planning Influence Synergy
and Therefore a Firm’s Performance?
An Empirical Study at Selected
Manufacturing Companies in Indonesia

Augustinus Nicolaas Hillebrandes Oroh

Abstract This research aims to examine the impact of relatedness and sharing on a
firm’s synergy, strategic planning on synergy, and on the firm’s overall perfor-
mance. The study used descriptive research design. The mediating role of strategic
planning is explored whether it will support a positive influence on the imple-
mentation of synergy toward a firm’s performance. The conceptual framework was
tested using a multiple regression model. Data was collected using questionnaires
distributed to senior managers, general managers, and directors of selective man-
ufacturing companies in Indonesia. The hypotheses were analyzed using
IBM SPSS. The results suggest that not only does strategic planning have a direct
impact to firm’s performance but also on its synergy. Strategic planning involving
synergy also has an influence on a firm’s performance. In support of past findings,
the present study shows either sharing or relatedness (or both) of a firm’s resources
lends strong support to synergy, synergy supports strategic planning and the overall
performance of the firm.

Keywords Sharing � Relatedness � Synergy � Strategic planning � Firm
performance

1 Introduction and Theoretical Background

One of the most common strategic activities to combine a firm’s operation and
strategies is synergy. Synergy word comes from Greece synergosmeaning “working
together” (Hitt et al. 2005). Synergy has been defined as occurring when more value
is created by a combined performance between firm units compared to if the units
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worked by themselves. Webster’s New World Dictionary describes “synergy” as
combined or cooperative action or force (Neufeldt and Guralnik 1996).

When exploring Ansoff’s view of the strategy and synergy model, Mintzberg
said synergy as a concept subsequently became so popular in management that it
probably stands as Ansoff’s most sustained contribution (Mintzberg 1994).
Conversely, in the footnote of a book on the same theme, Mintzberg said that
synergy is mentioned in a 1962 paper by other authors who credited Ansoff with the
term.

Synergy as an activity may become a starting point to explain and to ensure
firms not only have been doing the right things but also doing things right.
However, many scholars still argue whether synergy is really beneficial to top
performing firms. Research on what variables really affect synergy and the impact
of having it as a firm’s main focus (which might positively enhance a firm’s
performance) could then become a method with which to give more attention to its
strategic value.

Top performing firms strive to maintain and sustain their competitive advantages
by innovating the way they respond to their customer’s needs and to stay on top of
the competition. These firms explore opportunities to introduce more new products
and services and then to create a much shorter product life cycle to stay ahead of the
competition, and therefore ensure competitive advantage.

Global turbulence in industry has forced firm’s top management and academics
to be very careful in examining the real cause of a firm’s performance. Some
scholars are focusing their studies on the external impact of the firm environments
which include the environmental turbulence, competitors’ strategies, government
constraints (Ansoff and McDonnell 1990; Hitt et al. 2009) while others are
exploring firm’s internal problems as the main issues, like improper value chain
analysis and activities, lack of strategic planning and leadership, business unit’s
coordination problems, or a shortage of strategic managers (Steiner 1979; Ansoff
1988; Porter 1983, 1985).

Balancing those strategic activities has become one of the key success factors in
top performing firms. On one hand firms must focus on the internal concerns to
ensure low costs, and to produce acceptable products or services in the eyes of their
loyal and potential customers. On the other hand, they have to ensure their readiness
to be always on top of a situation during turbulent and unpredictable conditions.
Firms have to ensure their overall strategic aggressiveness and general management
capabilities align with today’s and future’s turbulence levels to stay competitive
(Ansoff and McDonnell 1990).

1.1 Sharing

Firms practitioners have been using the term “sharing” as “dividing resources to
other business unit(s)”, and if properly planned would have many strategic benefits
to the overall firm performance (Ansoff 1990; Porter 1983, 1985, Steiner 1979).
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Scholars argue that:

The basis for synergy is sharing of resources across business activities. These may be
geographic markets, product lines, customer groups, and so on. However, sharing is a
necessary but not sufficient condition for synergy. In some situations, the resources being
shared may not have the potential for synergy. In other situations, the potential synergy is
not fully realized. Finally, realized synergy may not always lead to a sustainable com-
petitive advantage for the firm (Gruca et al. 1997).

On the other hand other researchers found that employee’s sharing capability
(Jalal et al. 2013), explicit and tacit knowledge sharing practices (Wang and Wang
2012), improving information sharing and trust (Abdullah and Musa 2014) will
support companies to remain competitive.

From the above point of views we can argue that sharing if it really correctly
understands and properly executes may have a relationship with synergy for any
company.

1.2 Relatedness

The word “relate” is synonymous with “connect” or “link” or “form a relationship”
(Oxford English Dictionary). Supportive connected activities will provide a
mutually beneficial relationship between firms, business units, and departments
who conduct them and will therefore increase competitive advantage.

Relatedness refers to the degree to which business units support or complement
each other’s business activities, particularly marketing and production. It is the
mechanism by which businesses capture synergies that can enhance their com-
petitive advantage relative to their competitors (Davis et al. 1992). The authors
quoted from Porter (1985) said that business units that effectively capitalize on
relatedness may be able to use interrelationships to overwhelm single business
competitors or competitors with poorly conceived arrays of business units.

Businesses are said to be related when their value chains exhibit or demonstrate
competitively important cross-business relationships, which means there is a close
correlation between the businesses in terms of how they perform key value chain
activities and the resources and capabilities each needs to perform those activities
(Thompson et al. 2014). The question is whether the firm’s management has the
capability to coordinate those activities without having formal planning especially
for multinational companies operating in many countries where different markets
need unique and special skills.

Based on the above point of views we can say that the more relatedness a
company has within its departments or business units will additionally affect its
overall synergy.
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1.3 Synergy

The study of synergy has been in progress for many years and has showed both
positive and negative impacts on a firm’s performance (Gruca et al. 1997).

Politicians have frequently suggested that in order to succeed and to create
competitive advantage in a turbulence business environment, state-owned enter-
prises need to synergize within and between themselves by implementing obvious
and clear synergy activities, indicators, and performance measurements.

Scholars have developed a framework for companies that wish to conduct a
management audit of how well their approach to synergy management is working.
The framework, which has been used successfully by several companies, provides a
practical and systematic way of pinpointing unrealized opportunities and creating
an agenda of initiatives for addressing them (Goold and Campbell 1998).

Increasing profitability via synergy requires a selective focus on management
synergy, sales, and certain aspects of the operations synergy. The specific synergy
dimension of value in order to increase ROI differs greatly by the type of business
involved. Thus, increased profitability, via synergy, requires design and imple-
mentation of a synergy analysis and strategy program (Mahajan and Wind 1988).

The research at Samsung finds that noneconomic influences prevailed over
economic influences in the decision to pursue diversification strategy. Due in part to
the strength of these influences, Samsung underestimated the market risk and
overestimated the contribution its core competencies and synergy could make (Lee
and Lee 2007).

We can argue that company who has more synergy in its activities will have
better firm’s performance.

1.4 Strategic Planning

A basic theory of management says that planning is the first activity any organi-
zation needs to manage its resources efficiently and effectively to achieve its goals.
This activity needs to be officially discussed and put into official documents to
become organizational guidance, and therefore a formal plan.

According to Ansoff (1990, 1991), the key contextual variable is the concept of
environmental turbulence which is actually an elaboration of the concepts of
unpredictability and uncertainty used by Mintzberg 1994. In Ansoff research, five
distinctive levels of observable environmental turbulence were identified, ranging
from stable to creative. For the purposes of identification of context it is useful to
aggregate turbulence levels into two categories: (1) Incremental turbulence in
which environmental changes are a logical evolution of the historical change
process, and the speed of the changes is slower than the response time of the
organizations; and (2) Discontinuous turbulence in which successive changes are
discontinuous from the preceding ones, and speed of change is greater than the
speed of the organizations’ response. Following this argument, a company’s plan
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therefore should be strategically aligned with the environmental turbulence level
and also formally established by the top management.

More studies in strategic planning have been conducted with results suggesting a
positive relationship with a firm’s performance. Even with mediating variables in
between, including: innovativeness—which fully mediates the relationship between
firm performance and formal strategic planning process and flexibility (Dibrell et al.
2014); dual performance effects of strategic planning and autonomous actions on a
firm’s performance (Andersen 2000); four types of strategic planning flexibility to
firm’s performance (Rudd et al. 2008); and strategic planning system of strategy
formulation, decision-making, and control from particular planning technologies
such as Strategic Business Unit planning toward a firm’s performance (Ocasio and
Wechallenge 2008).

From the above point of views we can strongly argue that the more strategic
planning used by a company the better the overall performance should be.

1.5 Firm Performance

Owners and leaders need to measure if their firms are performing according to the
stated objectives or not. Scholars argue whether financial statements alone are
enough for firm’s leaders to make further strategic decisions for the future of the
companies to ensure their competitive advantage.

Accordingly many mix of nonfinancial and financial performance measures have
been used recently by scholars in their current research. New product launches,
market development and penetration, quality improvement, and customer satis-
faction combined with a firm’s sales growth, profitability, and return on investment
have all been investigated (Wang et al. 2015) against the conventional financial
return on sales, growth in profit, return on assets, sales growth, market share
growth, and cash flow (Gonzales et al. 2015).

Furthermore other researchers are measuring firm performance by using nonfi-
nancial indicators when respondents were asked to rate the degree to which survey
questions are a current concern to their companies, as compared to the industry
average (Feng et al. 2013) (Fig. 1).

Relatedness

Sharing 

Synergy
Strategic
Planning

Firm
Performance

Fig. 1 Framework/research model based on hypotheses
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2 Research Methodology

All variables including relatedness, sharing, synergy, strategic planning, and firm
performance. In general a Likert scale from 1 (“strongly disagreed or poor”) to 5
(“strongly agreed or extensive”) was used to measure those questions.
Questionnaires were sent to more than 100 management members including senior
managers, general managers, and to the director’s level of manufacturing compa-
nies in Indonesia, e.g., pulp and paper, automotive, chemical, pharmaceutical,
fertilizer, and infrastructure. A pretest was conducted prior to sending those
questionnaires to ensure all respondents clearly understood the meaning of each
question by asking them directly through emails, phone calls, and discussions.

Since there are more than two predictors included in the proposed model the
author used the multiple linear regression analysis to ascertain whether the
framework was statistically significant and acceptable. In order to extend and
examine further, a simple mediation analysis was utilized in which the variables
were arranged in a predictive causal path model to assess the dynamics of their
interplay (Meyers et al. 2013).

2.1 Measurement

2.1.1 Relatedness

Scholars used market and production relatedness by capturing questions about the
extent to which customers, sales force, and advertisement and promotion were
shared. Production relatedness was captured by questions about the extent to which
business units shared plants and equipment, R&D, or had interdivisional product
transfers (Davis et al. 1992).

2.1.2 Sharing

Following previous research on manufacturing and operation, sharing can be
measured by determining the degree of sharing resources in a company by several
departments (Mahajan and Wind 1988). Original questionnaires were designed
using a Likert scale from 1 (“strongly agreed”) to 5 (“strongly disagreed”) and have
been modified for the purpose of this study.

From the original question researcher has explored further and divided into more
understandable questions such as: did your company share its manufacturing plant
with another department; did your company share its operating plant with another
department; did your company share its equipment facilities with another depart-
ment; did your company share its personnel with another department?
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2.1.3 Synergy

Following earlier research and the respondent’s background in manufacturing
companies, measuring synergy can be done by analyzing sales activities and
operation activities (Mahajan and Wind 1988). Questions are focused on the cus-
tomers, sales force, advertising program, sales promotion program, and to whether
the purchase of materials, and supplies were obtained from other companies of the
same group. A Likert scale has been used.

2.1.4 Strategic Planning

This variable is measured using the model from the study that explores the link
between financial performance and the formal strategic planning process, planning
flexibility, and innovativeness of 448 firms in a multi-industry sample (Dibrell et al.
2014). For the formal strategic planning process the original Likert scale was from 1
(none or not at all) to 5 (to an extreme extent) and for Planning flexibility from 1
(not all flexible or a trigger) to 5 (very flexible or a definite trigger).

2.1.5 Firm Performance

A firm performance can be measured by analyzing the normal and standard
financial statement, namely the firm’s income statement, balance sheet, and cash
flow statement. However, more and more nonfinancial measures have been used by
researchers to analyze a firm’s performance. The author is referring to the model in
which all respondents were asked to rate the degree to which the survey questions
are a current concern to their companies, as compared to the industry average. The
original model used a 7-point Likert scale with 1 for strongly disagreed and 7 for
strongly agreed (Feng et al. 2013), but to be consistent with the other variables the
researcher modified the scale to 1 for strongly disagreed and 5 for strongly agreed.

3 Results

From the IBM SPSS statistical analysis ANOVA table presented below it is clear
that the research model accounts for a significant amount of dependent variable
variance. Prior to analyzing the mediating role of strategic planning on the rela-
tionship between synergy and firm performance, the author has tested the rela-
tionship between two independent variables “sharing” and “relatedness” to synergy
as a dependent variable (Figs. 2 and 3).
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Descriptive Statistics

Mean Std. Deviation N

Synergy 3.653 .2497 110

Relatedness 4.016 .5788 110

Sharing 3.224 .9942 110

Fig. 2 The descriptive statistics test results of synergy, relatedness, and sharing

Model Summary

Model R R

Square

Adjusted

R Square

Std. Error

of the

Estimate

Change Statistics

R

Square

Change

F

Change

df1 df2 Sig. F

Change

1 .801a .642 .635 .1508 .642 95.898 2 107 .000

a. Predictors: (Constant), Sharing, Relatedness

ANOVAa

Model Sum of 

Squares

Df Mean Square F Sig.

1 Regression 4.361 2 2.181 95.898 .000b

Residual 2.433 107 .023

Total 6.794 109

a. Dependent Variable: Synergy

Coefficientsa

Model Unstandardized

Coefficients

Standardi

zed

Coefficien

ts

T Sig. Correlations

B Std.

Error

Beta Zero-

order

Partia

l

Part

1 (Constant) 2.222 .105 21.203 .000

Relatedness .432 .034 1.001 12.891 .000 .751 .780 .746

Sharing -.094 .020 -.375 -4.833 .000 .293 -.423 -.280

a. Dependent Variable: Synergy

Fig. 3 The model summary, coefficients, and ANOVA tables using relatedness and sharing to
predict synergy

114 A.N.H. Oroh



Based on the analysis results synergy has a statistically significant correlation
with relatedness and sharing, and especially with relatedness as it has a positive and
higher correlation to synergy than sharing. The higher the degree of relatedness, the
more positive relationship it has with synergy, and this can be seen at the high
positive coefficient correlation.

As mentioned earlier the author is using a simple mediation tool to analyze
further whether strategic planning has mediated the relationship between synergy
and firm’s performance. The ANOVA table provides a test result of the statistical
significance of the regression model. The author’s proposed model accounts for a
significant amount of dependent variables variance (Sig. 0.000). The model is
statistically significant (Figs. 4 and 5).

Furthermore by using the simple mediation path analysis (Meyers et al. 2013)
the author can determine the relative strength of strategic planning mediating effect
on the relationship between synergy and firm performance by calculating the ratio
of the strength of the indirect effect to the strength of the direct effect. The calcu-
lation is as follows:

The beta coefficients associated with paths of synergy to strategic planning and
from strategic planning to firm performance in the mediated model is equal to
(0.332) × (0.467) = 0.155.

The beta coefficient in the unmediated model where synergy is the single pre-
dictor of firm performance stated in the table at 0.249.

The relative strength is equal to the indirect effect divided by the direct effect
which is 0.155/0.249 = 0.6224.

Based on the above formula we can then conclude that about 62.24 % of the
effect of synergy to firm performance is mediated through strategic planning.

Descriptive Statistics

Mean Std. Deviation N

FPerformance 3.667 .3970 110

Synergy 3.653 .2497 110

Fig. 4 The descriptive statistics test results of firm performance and synergy
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3.1 Managerial Implications

Synergy, statistically proven, has a positive relationship with firm performance.
Companies with more understanding of synergy will have a better overall perfor-
mance than its competitors who have no any idea about it (Ansoff 1988, 1990;

b. All requested variables entered.

Model Summary

Mo

del

R R

Square

Adjusted

R Square

Std. Error

of the 

Estimate 

Change Statistics

R Square 

Change

F

Change

df1 df2 Sig. F 

Change

1 .249a .062 .053 .3863 .062 7.136 1 108 .009

a. Predictors: (Constant), Synergy

ANOVAa

Model Sum of 

Squares

Df Mean Square F Sig.

1 Regression 4.404 2 2.202 18.437 .000b

Residual 12.779 107 .119

Total 17.182 109

a. Dependent Variable: FPerformance

b. Predictors: (Constant), StrategicPlanning, Synergy

Correlations

FPerformance Synergy

Pearson Correlation FPerformance 
1.000 .249

Synergy
.249 1.000

Sig. (1-tailed) FPerformance . .004
Synergy

.004 .
N FPerformance 

110 110
Synergy

110 110

Variables Entered/Removeda

Model Variables 

Entered

Variables 

Removed

Method

1 Synergyb . Enter

a. Dependent Variable: FPerformance

Fig. 5 The model summary, ANOVA, and correlations test results using strategic planning and
synergy to predict firm performance
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Mahajan et al. 1988; Porter 1983; Damodaran 2005). Synergy can become a source
of competitive advantage during turbulent environments, intense competition and
where company’s activities are becoming more and more similar.

From this finding, synergy needs to be clearly understood by all managers at
firms’ strategic business units and seriously formulated by the top management to
support and achieve a better overall performance. Sharing and relatedness com-
positions and indicators should be intentionally discussed and general management
has to ensure these strategic aspects will be the Key Performance Indicators
(KPI) of each business unit head, department head, and all firm leaders.
Furthermore a strategic plan needs to be explicitly formulated, established, and
implemented by all units, departments, and other firm strategic business units.

From this research relatedness has been the main variable for synergy and the
use of cross-functional teams in the new product development is a major indicator
of relatedness. Thus, companies need to ensure that cross-functional team aspects
will be taken care of by managing and allocating sufficient resources and main-
taining the effectiveness of coordination. Failure to focus will reduce the overall
synergy effectiveness and accordingly the firm’s performance.

Strategic planning, statistically proven, is the answer to increase the firm’s
performance which supports previous research (Steiner 1979; Ansoff 1970, 1990,
1991; Dibrell et al. 2014). Companies who fail to establish strategic planning will
have less bargaining position and power to compete against established rivals and
potential competitors (Lee and Lee 2007; Ocasio and Wechallenge 2008).

Based on the findings top management needs to focus on enumerating objectives
as bold and clear as possible to the management team and then to ensure strategy
implementation plans is the result of the strategy formation process. Management
team has to communicate the outcome as transparently as possible to the business
units to control proper execution.

Furthermore attention should be given to the firms’ future growth environment
with new market needs, new products or service technologies, and new geo-
graphical areas. Firms should assign people with strategic management skills who
will be responsible to initiate and complete the strategic planning sessions since
these will be crucial for firms to create different activities than their competitors.
Thus assigning key managers with strategic management skills to become the
person responsible is critical to ensure strategic plan implementation for achieving a
firm’s superior performance.

A further study on the role of general management and chief executive officers in
establishing strategic plans should be conducted to confirm whether their strategic
positions are undeniably ensuring implementation to create firm sustainable com-
petitive advantage.
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3.2 Limitations and Future Research

Several points can be included for future research such as more data to be collected
from different countries around South East Asia or outside Indonesia. In order to
gain better and deeper managerial insights, more experienced strategic managers,
e.g., chief executive officers, chief operating officers, and chief marketing officers
need to be interviewed and incorporated in the research.
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Income Distribution and the 2008–2012
Economic Crisis: The Latin American
Experience

Mario Iván Domínguez Rivas and Benjamín García Páez

Abstract This paper analyses the financial and economic crises that had a differ-
entiated impact in the Latin-American region, depending on the ability of some
countries to keep up an aggregate demand—i.e., through redistribution devices like
the degree of integration held within the foreign financial sector. Based on a sample
of regional economies, and working over a period spanning from 2000 to 2013, we
found that countries with a relatively better income distribution and domestic
financial systems connected with credit programs supporting consumption and
investment, had had a better economic performance than those countries with a
strong linkage to the international financial system, given that the crisis was ignited
at the banking system and accelerated by the same mechanism over-spreading
negative shock effects on their capacity to offset them and, in doing so, try an
economic recovery. Finally, the authors raise some hints to devise correct policy
changes to deal in the still aftermath of the crises in Latin America from a post
Keynesian perspective.

Keywords Income distribution � Gini coefficient � Financial deepening � Market
capitalization � Re-industrialization risks and re-industrialization projects

1 Income Distribution and Growth in Latin America

In a context of global financial crisis, such as the one occurred in 2008–2009, a
strong integration into the global financial system is a source of infection for the
economies of different countries.
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Some of the factors that may mitigate the effects of this contagion are, on the one
hand, the reduction of inequality that can boost growth by raising aggregate demand
and, on the other hand, to have an internal system that offers financial services with
affordable rates of interest in ways that strengthen aggregate credit through
investment and consumption demand. By contrast, a financial system that allocates
credit to disproportionately high interest rates generates a negative income redis-
tribution and, eventually, will reduce aggregate demand.

1.1 Income Distribution in Latin America (2000–2013)

In a sample of Latin American economies (see Table 1), the reduction of income
inequality is clear, measured through the Gini Index. The country with the biggest
breakthrough in the fight against inequality was Bolivia, who drove down 13 points
between 2000 and 2009, to continue with a further decline of 4 points in 2011. Then
come Ecuador and Brazil, with a reduction in inequality by 6 points during the
period 2000–2009. However, Brazil continues to have greater inequality within the
countries analyzed. For its part, Colombia slightly reduced its inequality only by
one points, while Venezuela maintains the lowest values of the Gini index among
the countries selected for the study sample. (See Table 1).

2 Financial System

2.1 Integration into the Global Financial System
(2000–2012)

Using the Market capitalization of listed companies (% of GDP),1 as a degree of
integration indicator into the global financial system, it is observed that

Table 1 GINI index

Year/country Bolivia Brazil Chile Colombia Ecuador Mexico Venezuela

2000 0.643 n.a. 0.564 n.a. 0.559 0.542 0.468

2003 n.a. 0.621 0.552 0.548 n.a. n.a. n.a.

2006 n.a. 0.605 0.522 n.a. 0.527 0.506 0.447

2009 0.508 0.576 0.524 0.553 0.5 n.a. 0.416

2012 n.a. 0.567 n.a. 0.536 n.a. 0.492 0.405

2013 n.a. 0.553 0.509 0.536 0.477 n.a. 0.407

Notes 1 n.a. = not available
Source CEPAL

1Market capitalization (also known as market value) is the share price times the number of shares
outstanding. Listed domestic companies are the domestically incorporated companies listed on the
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participation in the stock market has tended to grow in the national economies
under scrutiny. Chile, for example, is the country with the largest capitalization
during the period. Brazil is the second country with the largest market capitaliza-
tion, although it had a significant reduction in 2012. Colombia’s capitalization
sevenfold from 2000 to 2012, increased from 9.6 to 70.8 % of GDP, and Mexico is
more than double that figure in that period; for 2012 it came up to 44.2 %.

The more cautious countries, in terms of stock market capitalization, are
Bolivia, Ecuador and Venezuela; Bolivia capitalization decreased 20.7–16.4 % in
2000–2012, while Ecuador and Venezuela are the countries with the lowest level of
capitalization, 7.0 and 6.6 % respectively, for the past year. (See Table 2).

2.2 National Financial Sector

Using bank credit as an indicator of a share of GDP, and Interest rate spread
(IRS) for the behavior of the financial sector in each country, Chile is the country
with greater allocation of domestic credit as a percentage of GDP, while Brazil is
the country with the greatest differential in interest rate charged to users of the
banking system. Venezuela and Mexico are the countries with the lowest differ-
ential in the interest rate. (See Table 3).

The granting of domestic credit has increased from 2006 to 2012 in the sampled
countries. Mexico, for example, has maintained a steady growth of bank credit
granted, reaching 46.7 as a fraction of GDP in 2012. On the other hand, Bolivia has
reduced the proportion of loans. Ecuador has the lowest proportion of loans with
respect to its GDP for 2012.

Table 2 Market capitalization of listed countries (% of GDP)

Year/country Bolivia Brazil Chile Colombia Ecuador Mexico Venezuela

2000 20.74 35.08 76.14 9.57 3.84 18.31 6.94

2003 15.86 42.46 110.86 15.06 6.64 17.18 4.57

2006 19.41 65.30 112.86 34.53 8.63 36.03 4.50

2009 16.10 72.05 121.56 57.01 6.79 38.04 2.69

2012 16.44 54.69 117.68 70.78 7.03 44.25 6.64

Source World bank

(Footnote 1 continued)

country’s stock exchanges at the end of the year. Listed companies does not include investment
companies, mutual funds, or other collective investment vehicles.
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3 Results Obtained

Taking into consideration Table 1 and the overall macroeconomic performance
shown in Table 4, by including Gini coefficient measured for the degree of
inequality in income distribution,2 which must be considered as an additional
endogenous factor, income distribution is good for growth but subjected to the
condition that the country in point has a robust banking system prone to fulfill
sound intermediation financial functions.

The way that inequality reduction influences growth is through the enhancement
of aggregate demand and, in doing so, it helps to isolate economies away from

Table 3 Interest rate spread and domestic credit (% of GDP)

Year 2000 2003 2006 2009 2012

IRS Credit
as % of
GDP

IRS Credit
as % of
GDP

IRS Credit
as % of
GDP

IRS Credit
as % of
GDP

IRS Credit
as % of
GDP

Bolivia 23.6 62.0 6.3 58.1 7.9 57.5 8.9 49.5 9.5 48.7

Brazil 39.6 71.9 45.1 74.0 36.9 86.6 35.4 93.1 28.7 110.8

Chile 5.6 78.1 3.4 83.5 2.9 78.7 5.2 105.7 4.3 112.6

Colombia 6.6 30.4 7.4 40.7 6.6 51.7 6.9 62.0 7.2 69.4

Ecuador 8.3 30.6 8.0 14.4 5.6 17.5 n.a. 17.4 n.a. 29.2

Mexico 8.7 29.0 3.9 32.6 4.2 34.3 5.1 43.1 3.6 46.7

Venezuela 8.9 14.9 8.0 10.6 5.2 18.4 3.5 25.9 1.9 48.3

Notes 1 n.a. = not available; IRS Interest rate spreads
Source World bank

Table 4 Macroeconomic performance 2008–2012

Country Reducing
inequality

Integration into the
global financial system

Domestic
credit

Average GDP
growth rate
(2008–2013)

Bolivia High Very Low High 5.13

Brazil High Average High 3.11

Chile Low High Average 3.89

Colombia Low Low High 4.08

Ecuador High Low Low 4.70

Mexico Average High Average 1.82

Venezuela High Low Low 1.96

Source World bank

2Some authors like Rodrik (1994) have been able to explain that much of the growth rate in per
capita income—between 53 and 67 percent, as opposed to 48 % for the World Bank estimated
during the period 1960–1993, including also a Gini coefficient, measure for the degree of
inequality in land distribution as a proxy for wealth distribution.
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financial and economic crises. Obviously, in the domestic credit, as more loanable
funds are canalized into the economy, the bigger economic growth is expected,
whereas the lower the Interest rate spread, the greater its impact on growth will be.

The above results are shown in Table 4. The differences in growth experienced
by the economies in the sample hinge on how well they manage income distribution
to generate the right incentives among their economic agents, likewise, to induce
the banking credit mostly into agricultural and industry activities, but also of the
degree of financial integration they hold when the crash arose.

4 Economic Policy

According to the Gini coefficient, the more unequal countries—except Colombia
have tended to reduce inequality after the 2008 financial crisis. This has been
confirmed by Ostry et al. (2014) in his work for the IMF, which also added that
countries with lower levels of inequality have a faster and more durable growth at a
given level of redistribution, and that this redistribution, in general, has had a
positive impact on economic growth.

Meanwhile, OECD (2012) states that three quarters of the reduction of economic
inequality in Latin America is through transfers, the rest from taxes to the families.
After taxes and transfers, as measured by the Gini index, income inequality is
reduced by about 25 % at the end of the 2000s (OECD 2012); the most unequal
countries tend to better redistribute. There is talk of pensions, unemployment
insurance, child benefits, personal income taxes tending to be progressive, but
consumption taxes and to property are the main tax entrants to the states. Some
reforms on taxes and transfers have reduced inequality and increased the GDP per
capita.

Meanwhile, other authors like Benabou (2000), Saint-Paul and Vertier (1993)
suggest that progressive taxes have to be channeled into public investment, social
benefits (education, health), or for the removal of market imperfections, which will
improve the income distribution, and not only that, be beneficial for social devel-
opment and economic growth.

5 Conclusion

A better income distribution by mean of taxes and targeted economic support,
besides being beneficial for growth, it implies an improvement in the population’s
quality of life. The economic policy of each government should have this objective
within their targets. On the other hand, a domestic financial system that can provide
large loans, coupled with low differential interest rates, is a necessary condition for
growth and proper functioning of the economy.
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Economic, Ecological, and Social
Valuing of the Cuniculus paca Under
the Ecuadorian Model of Good Living
(“Buen vivir”)

Elvira Rodriguez-Rios and Benjamin Garcia-Paez

Abstract Departing from the current development and Ecuadorian strategy, this
paper assesses the wildlife species named Cuniculus paca as a source of bushmeat
for local rural communities settled along the Pacific coast. At the outset, two
premises are setup: on the one hand, a distinction is made between Cuniculus paca
as a positional good and as a relational good and, on the other hand, custom is
assumed lying behind in its chasing process. Thereby, it proposes a methodology to
value the aforementioned specie from both economic and ecological standpoints,
but also incorporating in the later, the variable Good Living (“Buen vivir”), which is
measured by the level of satisfaction of the relational good that is coproduced along
hunting. It is also assumed that this supplementary activity carried out by local
people is largely a tradition passed on from one generation to another. The paper
also calculates the abundance average relative index to place the Cuniculus paca
population in the wild. An econometric model is then specified to estimate the effect
of Good Living (“Buen vivir”) on its social value of the Cuniculus paca. Based
upon the estimated results, some right policies to ensure a sustainable management
of such resource are brought to the fore to ensure the bushmeat consumption among
local peasants, in line with the Good Living (“Buen vivir”) convocation.

Keywords Economic value � Cultural value � Ecological value � Good living or
“Buen vivir” � Cuniculus paca � Public policy

E. Rodriguez-Rios (&)
Central Department of Research, Universidad Laica Eloy Alfaro de Manabí,
Manta, Ecuador
e-mail: erodriguezrios.2011@gmail.com

B. Garcia-Paez
Department of Economics, DGAPA-Universidad Nacional Autónoma de México,
Ciudad Universitaria, UNAM, 04315 Coyoacan, México DFMéxico DF
e-mail: garpaez@unam.mx

© Springer Science+Business Media Singapore 2016
S. Soh (ed.), Selected Papers from the Asia Conference on Economics
& Business Research 2015, DOI 10.1007/978-981-10-0986-0_11

127



1 Introduction

Hunting and consuming cynegetic species is a common practice of the forest-
dwelling people both in tropical and neotropical areas worldwide. The bushmeat
consumption has been broadly documented in the literature specialized (Golden
et al. 2014; Rentsch and Damon 2013; Gardner and Davies 2013; Morra et al. 2009;
Albrechtsen et al. 2006; de Merode et al. 2003). In Latin America, the use of
wildlife in general and mammals in particular spreads over the region. One of the
favorite mammals is the Cuniculus paca, which is widely consumed from Mexico
to Argentina. Gallina et al. (2012) state that in Lacandon Jungle, Chiapas, Mexico,
the 80 % of those households interviewed capture Cuniculus paca for food and
Naranjo et al. (2004) demonstrated that in the Lacandon Jungle, Chiapas, Mexico,
the annual extraction of biomass from species reached 8160 kg with higher rates of
extraction corresponding to the Cuniculus paca. Its attractiveness not only obeys
being a complementary protein source of rural local population (Aquino et al.
2009), but also its major role fulfilled in the ecosystem (Robinson and Redford
1991; Santos-Fita et al. 2012).

In Ecuador, according to the Wildlife Conservation Society (2010), 85 % of
bushmeat sold in the Pompeya’s market in the Eastern jungle of Ecuador is
explained for mammals, such as Cuniculus paca but some parts of the Ecuadorian
Amazon, the animal protein demand is satisfied at 100 % through hunting
(Robinson and Redford 1991). The relevance of bushmeat in Ecuador is revealed by
studies that analyze hunting relationships and others factors that influence the
hunter’s behaviour in the Ecuadorian Amazon (Sirén et al. 2006; De la Montaña
et al. 2015); and the assessment of the sustainability of hunting in various
indigenous communities in Ecuadorian Amazon (Zapata-Ríos et al. 2009).

In this view, this study aims to evaluate Cuniculus paca by implementing a
methodology which combines economical, ecological, and social aspects so as to
provide tangible elements to the Good Living model. Hence, our working
hypothesis states that the socialeconomic value is an efficient way of valuing
wildlife species like Cuniculus paca if we are determined to go beyond theoretical
tenets invoked by the model of Good Living and thus to setup the right policies to
manage it.

The Cuniculus paca is identified by local hunters themselves as their preferred
pick among others surrounding wildlife species because of the tasteful meat pro-
vided. Its hunting is carried out by night when moon illumination level is low
(Martins et al. 2007; Harmsen et al. 2011). In addition to its delicious meat, it plays
a fundamental role in the neotropical ecosystems for its key position in the food
chain, allowing the presence of species at higher levels and moreover for its
important role as a seeds spreader, which ensures the survival of some plant species
(Eisenberg and Redford 1999). As is easily grasped, the services delivered by
Cuniculus paca, like that of any other wildlife species, do not get across formal
markets so they do not have an explicit price as happening in the case of con-
ventional goods and services.
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Before starting analysis, it is necessary to grasp the essence of the Ecuadorian
model of Good Living (“Buen vivir”). This development model was instituted in
2008 with the approval of Ecuador’s new constitution. From this, the Good Living
is translated into regulatory principles and is constituted with a guaranteed trans-
verse axis by the development scheme (Constitution 2008, Chap. VI, art. 275)
through countless declared constitutional rights (Title II, Chap. II). Theoretically,
this new paradigm should be able to achieve both the Good Living of people and
economic development. It demands a comprehensive vision of a multidimensional
development system, which highlights an economic, social, and welfare system and
a regime of Good Living, which happens to be a combination of equity and eco-
nomic systems and social inclusion, in addition to the recognition of constitutional
rights granted to nature.

The Good Living (“Buen vivir”) is a community-based paradigm that the life is
supported in the complementarity, reciprocity, and relationally. It considers the
nature as an ecosystem of life. Under this biocentrism perspective, the Ecuadorian
Good Living postulates the frugal use of nature, without opulence and without
accumulation (Gudynas 2009).

The Good Living also holds in a solidary social and economic system
(Constitution 2008, Chap. VII, Section I, art. 283) consisting of a mixed economy
that includes as forms of public economic organization and private business like
popular and solidary economies. The private economics is concerned about the
balance market, on the contrary, the public economy one in conjunction looks for a
popular economy both social and political equilibrium as well as the ecological, and
it is achieved with self-organized labor according to the expanded reproduction of
everyone’s lives, where the real saver is the nature (Coraggio 2009).

According the Ecuadorian Good Living (“Buen vivir”) development level is
determined by either the income or consumption of the people as their satisfaction
with life. The satisfaction level is measured as the amount of time devoted for
relationship with other people (friends, the sons, and the family). It also considers
the time dedicated to contemplation to nature (SENPLADES 2011). This demands
to consider the right to the relationship with nature (Huanacuni Mamani 2010),
which is recovered as a life principle that is recognized by Social Solidarity
Economy in coexistence with the right to the property and the market.

2 Materials and Methods

2.1 Location of the Study Area

Flavio Alfaro is located in the northwest part of Manabí province, Ecuador (see
Fig. 1). It encompasses 1343.1 km2 and the surrounding areas of the Carmen y
Chone, it occupies 156.9 km2. The population is 37,422 inhabitants according to
2010 (National Institute of Statistics and Censuses 2011), distributed 51.8 % male
and 48.2 % female, 16.6 % urban and 83.4 % of the population is rural.
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Almost all the study area is embraced by vegetation of tropical dry forest and very
dry tropical forest that is not a protected area. It is located between the coordinates:
Northwest Point: 00°17′03′′ S and 80°01′24′′ W. Northeast Point: 00°17′03′′ S and
79°38′31′′ W. South West Point: 00°26′45′′ S and 80°01′24′′ W. Southeast Point:
00°26′45′′ S and 79°38′31′′ W. It is an area characterized by the presence of coastal
mountain ranges that reach an altitude between 350 and 500 m above sea level and
with coastal valleys. The rainy season lasts from January to May and it drizzles in the
dry season from June to December. Annual rainfall in this area ranges from 1000 to
2000 mm; the temperature varies between 22 and 26 °C. The core economic
activities in Flavio Alfaro are agriculture, livestock, and forestry; so they make
up the principal sources of earnings (Decentralized Autonomous Municipal
Government Flavio Alfaro 2011). As aforementioned, subsistence hunting is a
complementary activity; it is a legal activity under current Ecuadorian legislation.
However, economic or social regulation is weak at its best.

2.2 Data Collection and Empirical Analysis

Raw data was collected by a socioeconomic survey conducted in February 2014 in
the middle of the rainy season and having a statistical sample of 806 households. At
one first stage, the units selected are those included in censuses sectors, which are
the primary sampling units (United Nations 2005) constructed from enumeration
areas identified and used in seventh national population census and sixth housing
census 2010 in Ecuador (National Institute of Statistics and Censuses 2011),

Fig. 1 Location of the study area
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whereas in a second stage the houses are chosen to comply with the stylised facts
put forward by the same census: first, over 95 % of the population living in the
study area, there is a single household living in National Institute of Statistics and

Table 1 Variable description and expected sign

Variable Notation Description Expected
sign

Unit
of
value

Source

Social
economic
value

Sev Social benefit obtained by Pev
correction pondering it with the
ecological factor, the factor of
relational goods and the cultural
factor. This is calculated: private
economic value minus the discount
rate for utilization for wildlife (from
price the hunting license in Nuevo
Leon state, Mexico. It is obtained
S/.481 Mexican pesos in 2013
exchange rate US$ 1 = S/.13.14)

Positive US$ Household
survey

Private
economic
value

Pev Private economic value or hunter
profit [(Pq) − (IOC, rf, inp)]: gross
income (price times quantity)
minus three types of cost
(opportunity cost personal income,
fixed capital costs and other inputs,
respectively)]. Pev is realized in
the bushmeat consumption process
by the hunters and their families

Positive US$ Household
survey

Good
Living or
“Buen
vivir”

Bv It is structured from three factors of
Good Living (“Buen vivir”):
relative abundance of game species
(Ra), relational goods (Rg) and the
cultural factor (Cu). This variable
“Buen vivir” is an index that we
obtain by the following formula:
[1 + ((Ra + Cu + Rg)/3)]

Positive Index Calculus

Relative
abundance

Ra The relative Cuniculus paca
abundance index [based on
estimates obtained according to the
methodology proposed by
Beck-King and Von Helversen
(1999)]

Positive Index Calculus

Relational
Good

Rg The relational Good produced at
the hunting process which by the
hunter is related to nature in the act
of hunting

Positive 0–1 Household
survey

Custom Cu The ancestral custom of hunting
for subsistence that comes from
years ago

Positive 0–1 Household
survey
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Censuses (2011), and secondly that such kind of housing unit is a stable living place
and easily identifiable in the area rural. Hence, the distribution of second stage units
were determined from numbers of houses (it is assumed each house is ruled by a
household) in the Primary Sample Units based on the seventh population census
Ecuador (National Institute of Statistics and Censuses 2011).

The variables used in the regression model are described as follows (see
Table 1).

In the valuing process of the Cuniculus paca, we recur to the method of indirect
opportunity cost of labor (IOC) to value, in monetary terms, the time devoted
properly to the ritual of stalking implied but also including the assigned time to go
back and forth the forest. The cost of hunting tools and instruments (fc) is trans-
ferred to the bushmeat by linear depreciation over their useful life established in five
years and the cost of ammunitions and cost of food and drink (inp) used for hunting
are valued at market retail price.

Bushmeat production (q) and price (P) variables result from observation. The
fixed capital (fc), labor cost (IOC) variable, supplies (inp), total cost (TC), and
income (I) variables were constructed from observed variables such as: invested
time in hunting events in the period of study, amount and types of inputs, and the
number and type of hunting tools and instruments, and so on. This input is used to
construct the vector of the variable private economic value (Pev). Furthermore,
secondary sources of information were used: unified monthly wage in Ecuador
legislated in 2013 (US$318), retail market price of inputs and tools and instruments,
and International Accounting Standards (IASs). It should be noted that along with
socioeconomic information provided by the household survey, the data available on
the relative abundance (Ra) of the species Cuniculus paca were analyzed too.

3 Valuing of the Cuniculus paca

The Sev is the net benefit accrued by society from the consumption of the Cuniculus
paca meat. Hence, this Sev is a function of the private economic value and the
externalities measured by the index of Good Living (“Buen vivir”). This index was
constructed based upon the relative Cuniculus paca abundance, the relational good
produced at the hunting time, and custom of the ancestral practicing of hunting for
subsistence reasons. So, social economic value is expressed as follows:

Sev ¼ f ðPev; Ra; Rg; CuÞ ð1Þ

To obtain Sev a log-linear model is specified in the grounds proposed by
Rodriguez-Rios (2015):

ln Sev ¼ d1Pevþ d2Bvi þ ei ð2Þ
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where: Sev = Social economic value, Pev = Private economic value and Bv = the
dummy variable “Buen vivir”. δ1, …, δ2 are parameters to be estimated.

The model specification (2) is based on positive economic theory and empirical
evidence on hunting of the Cuniculus paca. This is a single-equation model that has
been estimated by ordinary least squares (OLS) in Stata v13, based on 43
observations.

4 Results and Conclusions

The overall estimation procedure of the social economic value of Cuniculus paca
goes through two broad stages. The first one defines each of the factors of the Good
Living (“Buen vivir”): Relative abundance of the Cuniculus paca local population
(Ra), the relational good (Rg), and the cultural factor (Cu), while in the second
stage the regression equation specified (2) is estimated.

Being a key variable the Good Living (“Buen vivir”), it is worthy to say that the
relative abundance (Ra) of the Cuniculus paca in Flavio Alfaro and neighboring
villages is calculated in 0.3 Paca number per hectare or 30 individual per km2. This
index is an average of the abundance relative of the Cuniculus paca of 30 sampled
sites in the study area (Eloy Alfaro University technical report 2014), using
methodology by Beck-King and Von Helversen (1999). As a whole, the
sub-variables above mentioned become a sort of a benchmark to calculate the index
Good Living (“Buen vivir”), using the formula specified above (Table 1) and the
following scaling (Table 2).

After estimation, the results obtained are as follow:

ln Sev ¼ 2:873þ 0:0054 Pevþ 0:906Bv

s.e: : 0:193ð Þ 0:00109ð Þ 0:183ð Þ

Table 2 Good Living (Bv) variable classification

Good Living (“Buen vivir”) Factorsa Good Living (“Buen
vivir”) Index

Dummy Good Living
(“Buen vivir”) (Bv)b

It fulfills all factors of the good living
(Rg, Cu y Ra)

1.75 1

It fulfills at least with two of the
factors of the good living

1.42 0

It fulfills at least with one factor of the
good living

1.08 0

Notes
aThe Good Living (“Buen vivir”) factors: Ra, Rg, Cu
bBuen vivir (Bv) categorical variable
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Estimate findings show that the coefficients linked to the regressor variables Pev
and Bv representing the good life are statistically significant at 0.05 level. Overall
significance of the model is acceptable (F(2,40) = 38.78; p = 0.000). The private
economic value and Good Living (“Buen vivir”) explains, on average, 79.2 % of
variation in the Sev of the Cuniculus paca (R2 = 0.792). The results also show that
throughout the hunting period in 2013, when the Pev increased in one dollar, ceteris
paribus, the Sev grows 0.54 %. The impact of the “Buen vivir” variable on the Sev
is 90.6 %. This situation corresponds when hunters show a higher level of satis-
faction by the effect of the index of relative abundance of Cuniculus paca, the
cultural factor and the satisfaction that hunters had felt when they were hunting in
the forest. The magnitude of the impact of variable Bv, 0.91 explains the difference
between the social average value of households that hunted the Cuniculus paca and
those who did not. The impact of the Bv variable is illustrated in Fig. 2.

In a nutshell, (a) the main motivation for Cuniculus paca’s hunting and con-
sumption is the custom of tasting by the exquisite flavor of its meat, (b) In
accordance to 2013 data, monthly consumption of Cunniculus paca ranks fifth
(1.6 %) after the chicken meat (32.7 %), the fish meat (31.3 %), the pork (20.5 %),
and beef (13.4 %) (Rodriguez-Rios 2015). Undoubtedly, the consumption of
bushmeat not only Cuniculus paca, but also other species such as agouti
(Dasyprocta Punctata), nine-banded armadillo (Dasypus Novemcinctus), Peccary
(Pecari Tajacu), among others is a relevant issue as it is a factor that supports the
achievement of Good Living (“Buen vivir”) of the inhabitants of rural local com-
munities in the Ecuadorian coast that in the case of Ecuador is a challenge seen
from the need to achieve the earthly realm of Good Living (“Buen vivir”) and, (c) in
the short term, the opportunity cost for rural people in the process of stepping in a
more sustainable hunting is not so high (Bodmer and Lozano 2001).

The findings also indicate that meat of wild Cuniculus paca plays a small
relative role in household earnings in comparison to the spiritual gain obtained by
local inhabitants.1
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Fig. 2 The effect of variable
“Buen vivir” (Bv) on the
social economic value (Sev)

1In fact, the sale of Cuniculus paca meat contributes only 5 % of the overall household budget
surveyed (Rodriguez-Rios 2015).
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5 Discussion and Policy Options

Although the consumption of meat of wild species Cuniculus paca is a vital part of
the diet of dwelling households in the study area, the research results drawn suggest
that underlying hunting motivations such as incidence of its relative abundance
index, its relational value and the custom to consume bushmeat, as a whole, weight
the own hunter’s decision of hunting it. In other words, not only technical factors
intervene in such a decision. In this view, public policy for a sustainable use
management must include the following strategic elements:

(1) Given that the social appreciation of wildlife stocks includes the enjoyment of
property and relational expression using species like the Cuniculus paca in a
sustainable manner and custom, this assessment proposal should be taken as a
benchmark for making public policy to ensure the dual objective: achieving a
degree of Good Living (“Buen vivir”) of communities while natural endow-
ment is preserved.

(2) Inducement of extraction levels of Cuniculus paca is compatible to that the
suggested social value amount of US$ 4451.51 in the hunting period 2013 (the
coefficients estimated for each independent variable was used to predict eco-
nomic, ecological and social value of Cuniculus paca).

(3) Promote the organization of hunters into communities capable of interpreting
the new relationship between nature and humans proposed by the “Buen vivir”
paradigm as a means to ensure natural reproduction of the species as attempts
to “overcome the fence built by the anthropocentrism characteristic of
Modernity” (Gudynas 2010a, p. 47). It will dedicate to sustainable manage-
ment, the hunting subsistence to ensure the self-consumption the bushmeat of
the local households.

(4) Recognition of the fact that hunters are basically motivated by social benefits
associated with Cuniculus paca and others cynegetic species rather than purely
economic motives may assist in making of appropriate local management. As
shown, the 97.8 % of total households surveyed declares to devote the
bushmeat produced to self-consumption and only the remaining, 2.2 %, is for
sale (Rodriguez-Rios 2015).

(5) Explicitly admit that efficient economic and noneconomic mechanisms to
regulate the consumption of bushmeat are needed to address many other
aspects, implications, and relevant relationships which, in turn, require further
analysis and specific studies, for instance: future research emphasizing
deforestation as a major factor in the decline of populations of species of
wildlife; studies analyzing the nutritional, cultural, and gastronomic impor-
tance of the Cuniculus paca and related close species. Research to determine
the stock of the species in the wild and on the various ecosystem services.

Furthermore, our empirical findings support the results obtained by Gallina et al.
(2012) who assessed the consumption of Cunniculus paca at the Sierra-de-Tabasco
State Park in Mexico in the same line than us, and also those gathered by Valsecchi
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et al. (2014) in the ingestion of such wild species but in Brazil. Likewise, Altrichter
and Almeida (2002) demonstrated that Cuniculus paca is the main species con-
sumed in 15 communities on the Osa Peninsula, Costa Rica. Also our results are
related with the conclusions of Sirén (2012) that focus in the consumption bushmeat
in the communities of the Ecuadorian Amazon.

Our proposals for public policy action look for the addition of a set of social
policies of Good Living (“Buen vivir”) designed and based on the development of
human capabilities (Sen 1999) to “Buen vivir” of forest-dwelling peoples.

The evaluation of the Cuniculus paca considered the abundance relative this
cynegetic specie in an attempt combining ecological and social aspects with eco-
nomic valuation of wild Cuniculus paca (Admiraal et al. 2013; Costanza et al.
2015). The economic evaluation is only one dimension of the overall value of
nature that is indicated Turner (1999). Hence, it would not be adequate if it is not
taken into account other dimensions of the value embodying fully ecosystem sus-
tainability (Admiraal et al. 2013). Also, Gudynas (2010b) indicates that the envi-
ronment must be assessed through other methods besides economic, considering
others values as cultural, social, and ecological. However, methods as contingent
valuation have been used widely to environmental evaluation. There is a set of
studies over the economic valuing of natural resources both marketed and non-
marketed that have used this method the valuation contingent (Piran-White et al.
1997; Loomis and White 1996; Tietenberg and Lynne 2015; Gelo and Koch 2015),
and others such as the travel cost method (Badola et al. 2010), Hedonic Property
Values and so on.

Our method combines both the tangible good (hunted prey) and the non-material
hunter’s consumption (Kasser 2003) in accordance with the Ecuadorian model for
the Good Living (“Buen vivir”). Therefore, we included not only the monetary costs
and benefits, but also include the nonmarketed contribution as the human–nature
relations, which give satisfaction felt by the hunter. It is part of an integrative
definition of well-being and quality of life (Costanza et al. 2015). Estimating the
contribution of these two goods on the Good Living (“Buen vivir”) of the local
population is the major advantage of our methodological approach. Moreover, the
results agree with similar studies and can be applied to other close cynegetic
species.
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The Relationship Between Organizational
Dynamics and Total Quality Management
Practices of Manufacturing and Other
Related Companies in the CALABARZON
Region, Philippines

Rogel L. Limpiada

Abstract The organizational dynamics serves as fuel to implement various
programs in a company. Pursuing the implementation of programs like Total
Quality Management (TQM) would require effective and efficient dynamics in the
organization. This study was conducted to determine the correlation between
organizational dynamics and TQM practices of the manufacturing companies and
other related businesses in Region 4A-CALABARZON. A total of 109 employees
of these companies served as respondents of the study. It was found that these
respondents are typically representing the manufacturing sector, with companies
which initiated customer satisfaction initiatives, were ISO14001 certified, and have
received quality management excellence award. In terms of organizational
dynamics, the study found out that the companies are performing well in the areas
of purpose, management, leadership, attitude toward change, and relationships.
Moreover, organizational dynamics are significantly correlated with TQM prac-
tices. In the end, the study recommends that the companies surveyed should con-
tinuously strive to further enhance dynamism in terms of rewards, governance,
structures, and resources.
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1 Literature Review

1.1 Total Quality Management Practices

Several studies had been conducted to illuminate concepts and ideas about Total
Quality Management (TQM). TQM according to BS7850: Part 1 (1992) is a
management philosophy and company practices that aim to harness the human
material resources from an organization in the most effective way to achieve the
objectives of the organization. Likewise, BS 4778: Part 2 (1991) considers TQM as
a management philosophy embracing all activities through which the needs and
expectations of the customer and the community, and the objectives of the orga-
nization are satisfied in the most efficient and cost effective way by maximizing the
potential of all employees in a continuing drive for improvement. TQM had its
earlier development with Deming (1986) who postulated a major philosophy in
quality improvement through statistical control and reduction of variability. Juran
(1988) shared his definition of quality as “fitness for use” which attained wide-
spread although not universal acceptance. He further theorized on the quality tril-
ogy: quality planning, quality control, and quality improvement. In 1980, Crosby
conceptualized zero defects. This is the attitude of defect prevention and involves
doing the “right job right the first time.” Quality according to Crosby (1984) is free,
but it is not a gift. Feigenbaum (1991) emphasizes total quality control. According
to him, a company must set quality standards, appraise conformance to standards,
act when conditions are not met, and plan to make improvements. Finally, Ishikawa
(1985) advocated the use of statistical techniques to improve quality in Japanese
industry and his greatest achievement was the successful introduction of Quality
Control Circles into Japan.

1.2 The CALABARZON Region in the Philippines

CALABARZON is one of the regions of the Philippines. It is designated as Region
IV-A and its regional center is Calamba City in Laguna. The region is composed of
five provinces, namely: Cavite, Laguna, Batangas, Rizal, and Quezon; whose
names form the acronym CALABARZON. The region is also more formally known
as Southern Tagalog Mainland. The region is in Southwestern Luzon, just south and
east of Metro Manila and is the second most densely populated region.
CALABARZON and MIMAROPA were previously together known as Southern
Tagalog, until they were separated in 2002 by virtue of Executive Order No. 103.
Executive Order No. 246, dated October 28, 2003, designated Calamba City as the
regional center of CALABARZON. The largest city of the CALABARZON region
and the second most highly urbanized city is Antipolo, with Lucena City being the
first. CALABARZON is the most populated region in the Philippines, with a
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population of 12,609,803 inhabitants. CALABARZON is the second largest
contributor to the national GDP, accounting for 17 % of the gross domestic product.
The region boasts a 2.1 % inflation rate, lower than the national average of 3 %. The
region has a 9.2 % unemployment rate which is higher than the national average of
7 %. CALABARZON, much like the rest of the country, is caught in the middle of
being an industrial and an agricultural economy. Due to CALABARZON’s prox-
imity to Metro Manila, a large amount of urbanization has taken place over the years.
Cavite and Laguna in particular are sites of manufacturing and high-tech industries,
with companies like Intel and Panasonic setting up plants in the region. Santa Rosa,
Laguna, is home to a host of semiconductor and automotive companies such as
Amkor and Toyota, while Gen. Trias is home to Cavite’s largest economic devel-
opment zone, the PEC Industrial Park.

2 Research Methodology

2.1 Sampling Design

A total of 109 randomly selected respondents participated in the study. Majority of
them are from manufacturing companies accounting to around 67.05 %. Other
respondents were drawn from related industry or sectors like services.

2.2 Research Procedure

The World Bank Office Manila reported in its quarterly economic updates, released
in December 2012 that manufacturing accounts for two-thirds of industrial output.
It benefitted from a rebound in exports and grew 5.7 % in the third quarter.
Knowing that the CALABARZON region is a host to a number of manufacturing
companies located in various industrial parks of the region, the researcher thought
of conducting a study on operations of these companies. The researcher decided to
correlate TQM practices of the companies with their perceived impact on their
operations. A questionnaire was designed based on the instrument used in the study
entitled “Survey on the Implementation of Total Quality Management in Malaysian
Automotive Suppliers” conducted by Univirsiti Teknologi Malaya. After the
modification of the aforementioned instrument, the modified questionnaires were
then distributed to targeted respondents. After which, the said instruments were
retrieved. Responses were tallied using MS Excel and corresponding statistical
tools were applied such as frequency and percentage, weighted means, and corre-
lation analysis.
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3 Data Analysis

Question 1. What is the typical profile of the respondents?
Figure 1 shows the typical profile of the respondents. As shown, the 109 respon-
dents are typically employees of manufacturing companies accounting to 74 or
67.89 %. Their companies have initiated customer satisfaction initiatives as
reported by 60 or 55.05 %. Certification to ISO 14001 was reported by 50 or
45.87 % of the respondents. Finally, forty-six or 42.20 % of the respondents have
said that their companies received Quality Management award.

Question 2. What is the degree of agreement of the respondents on the
indicators of their organizational dynamics?
Table 1 shows the weighted means of the degree of agreement of the respondents
on their organizational dynamics along the nine indicators. The general weighted
mean of 2.09 indicates that they slightly agree that the nine aspects of organiza-
tional dynamics are present in their companies. Of the nine aspects, they gave the

Companies have 
initiated customer 
satisfaction initiatives 
(60 or 55.05%)

Are affiliated with 
Manufacturing 
Companies (74 or 
67.89%)

Companies have 
received Quality
Management Award 
(46 or 42.20%)

Companies are 
certified with ISO 
14001 (50 or 
45.87%)

Fig. 1 Typical profile of the respondents

Table 1 Weighted means of the degree of agreement of the respondents on their organizational
dynamics

Aspects of organizational dynamics Weighted
mean

Verbal
interpretation

Rank

1 Purpose 1.88 Slightly agree 1

2 Management 1.94 Slightly agree 2

3 Leadership 1.98 Slightly agree 3

4 Attitude toward change 2.00 Slightly agree 4

5 Relationships 2.08 Slightly agree 5

6 Rewards 2.12 Slightly agree 6

7 Governance 2.17 Slightly agree 7

8 Structures 2.23 Slightly agree 8

9 Resources 2.39 Slightly agree 9

General weighted mean 2.09 Slightly agree
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highest three ratings to purpose, management, and leadership. On the other hand, in
the bottom three are governance, structures, and resources.

Question 3. What is the respondents assessment of their Total Quality
Management practices?
Table 2 shows the assessment made by the respondents on their Total Quality
Management practices. They have reported that their TQM practices along the nine
aspects is very good as evident in the general weighted mean of 4.09. The top three
raters are the TQM practices along with work environment and culture, management
leadership, and education and training. In the bottom three are their practices on
continuous improvement, measurement and feedback, and resource management.

Question 4. Is there any significant relationship between organizational
dynamics and TQM practices of the companies in the CALABARZON region?
Table 3 shows the t-test results to determine if there exists a significant relationship
between organizational dynamics and TQM practices of companies in the

Table 2 Weighted means of the assessment of the respondents on their Total Quality
Management practices

Aspects of Total Quality Management
practices

Weighted
mean

Verbal
interpretation

Rank

1 Work environment and culture 4.25 Very good 1

2 Management leadership 4.16 Very good 2

3 Education and training 4.15 Very good 3

4 Supplier quality management 4.13 Very good 4

5 Systems and processes 4.12 Very good 5

6 Continuous improvement 4.09 Very good 6

7 Measurement and feedback 3.97 Very good 7

8 Resource management 3.84 Very good 8

General weighted mean 4.09 Very good

Table 3 t-Test results to determine if there is a significant relationship between organizational
dynamics and TQM practices

Aspects of organizational dynamics correlated with TQM
practices

t-stat Conclusion

1 Purpose 37.07 Significantly correlated

2 Governance 35.36 Significantly correlated

3 Relationship 37.02 Significantly correlated

4 Structures 36.17 Significantly correlated

5 Management 36.39 Significantly correlated

6 Resources 36.01 Significantly correlated

7 Leadership 36.89 Significantly correlated

8 Rewards 36.61 Significantly correlated

9 Attitude towards change 37.73 Significantly correlated

t-critical: 1.98 @ 0.05 level of significance

The Relationship Between Organizational Dynamics … 143



CALABARZON region. The t-test results showed that the t-computed values are
less than the t-critical value of 1.98. This means that the aspects of organizational
dynamics such as purpose, governance, relationship, structures, management,
resources, leadership, rewards, and attitude towards change are significantly cor-
related with TQM practices.

4 Conclusion and Discussion

It was theorized at the outset of the study that there could be a relationship between
organizational dynamics and TQM practices of companies. This study concludes
that based on the typical profile of the respondents, they have implemented TQM
along with the prevailing organizational dynamics. It was found in the study that the
companies have performed better in the areas of purpose, management, leadership,
attitude towards change and relationships. These areas of organizational dynamics
can also be regarded in the continuum of organizational culture. Findings on orga-
nizational dynamics are related to findings of previous studies like that of Grondahl
and Martinsson (2011) where they have found out that the rational culture is sup-
porting several quality practices, which have been used to bring suggestions on how
the unit can continue to develop their quality management. They concluded that in
order to achieve high performance in the process management practice, it is
important to increase the feeling of empowerment among employees and to involve
the people closest to the process. According to Lawal and Chukwuebuka (2007), it is
necessary that leadership recognizes the needs of the workers, employ appropriate
motivational tool such as promotion of staff based on merit skills, provide suitable
working environment and provide appropriate leadership style that will encourage
free flow of information among employer, superior officers and other employees. As
a recommendation of this study, the companies need to focus more on rewards,
governance, structures, and resources aspects. TQM practices that these companies
were able to perform well include purpose, management, leadership, attitude toward
change and relationships. On TQM practices, the findings would lead to the rec-
ommendation that the participants in the survey may focus more on further
enhancing their practices along with rewards, governance, structure, and resources.
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Examining the Preferences of Online
Business Course Students

Gary F. Keller

Abstract There were three purposes to this study; (a) ascertain why students chose
to enroll in online courses and the number taken to date in their academic careers in
the College of Business at a regional University, (b) determine the preferences of
300 and 400 level course participants regarding online interaction, feedback, and
course design, and (c) find out participants’ specific complaints about faculty
members’ practices and elicit recommendations for course design improvements.
Results from the study indicated; (a) the average number of online courses taken by
course participants was 8.5; (b) course participants: valued interaction with faculty,
appreciated supplemental course materials (e.g., videos, web links, etc.), did not
expect an online class to be similar to a face-to-face class, were nearly equally split
regarding the value of graded discussions, valued simplicity of course design,
content and amount of interaction in online courses, and did not value audio
feedback on written assignments. Finally, replies to two qualitative questions
regarding course improvements and things that aggravated online students indicated
that, while there were statistically significant differences between 300 and 400 level
participants’ online course expectations both groups point to the need for faculty
improvements in terms of course design and instructional methodology. Four rec-
ommendations were made for future research and implementation.
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1 Introduction

The availability of online course offerings by universities throughout the world
continues to grow significantly. “The 2012 Survey of Online Learning reveals that
the number of students taking at least one online course has now surpassed
6.7 million” (Online learning consortium 2012, para 1). Harvard University alone
reported in July 2015 that it had 2,810,009 registrants for all HarvardX Offerings
from 195 countries (Harvardx 2015). The near-universal adoption of online learning
offerings by universities throughout the world has created a stimulating discussion
regarding the design and functionality of internet-based courses. Some assert that
online courses should be reproductions of the format and interactions of face-to-face
classes. Others claim that due to the nature of online education frequently delivered
in an achromous format, constrained by varying levels of internet connectivity and
bandwidth capacity, hardware/software disparities, etc., online classes cannot
replicate the appearance and composition of face-to-face courses. Numerous
research studies in the literature discuss faculty preparation for teaching online
courses, student penchants regarding grading of online assignments, class discus-
sions, etc., online course content and design why students choose online courses
and their recommendations for course delivery improvements.

There were three purposes to this study; (a) ascertain why students chose to
enroll in online courses and how many courses they took to this point in their
academic careers in the College of Business, (b) determine the preferences of 300
and 400 level course participants regarding online interaction, feedback, and course
design, and (c) find out participants’ specific complaints and suggested improve-
ments about faculty members’ practices and recommendations for course design
improvements. A pre-course, mixed method survey instrument was used to gather
data from 239 students enrolled in nine junior/senior level online business classes
over four terms taught by the researcher in the College of Business at a regional
university located in the Pacific Northwest of the United States of America. There
were 175 valid responses for a participation rate of 73 %. Involvement was vol-
untary; the identities of respondents were anonymous.

2 Literature Review

The emphasis of the literature review was to find what students and faculty
members consider as vital attributes for a successful online course. Sun and Ganesh
(2014) reported on student reactions to an online MBA marketing research course.
The researchers found that students enrolled in the online version of the course
performed comparably to their face-to-face peers were comfortable with various
aspects of its implementation and “the importance of resembling the online courses
with face-to-face classroom by utilizing videos” (p. 344).
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Eskey and Schulte (2012) compared online student and faculty opinions about
the content of courses and found that students desired extensive written feedback on
assignments (with the exception of discussion board tasks) compared to faculty
members’ who taught commentary on discussion board assignments was most
important and feedback on auto graded exams least valuable.

Drouin (2008) sought to understand if students’ sense of connection with their
instructor facilitated course satisfaction. However, Drouin noted that the feeling of
association with the instructor did not correlate with course content retention. The
positive effects of a linkage between online faculty member and students was
supported in a study by Sebastianelli and Tamimi (2011) who found that online
course activities that promoted instructor—learner dealings were the most valuable
when teaching quantitative content.

Wagar and Carroll (2012) investigation of online group assignment grading
strengthened the perceived need for close faculty–student connections. The out-
comes of their research advocated that in addition to providing group members with
anonymity when grading their colleagues’ contributions to the group project, stu-
dents believed that grading fairness improved with instructor participation.

The issue of how online faculty are prepared to teach online courses revealed
several intriguing discoveries. In Schmidt et al. (2013) noted that “Most instructors
new to online teaching begin with little to no training or preparation specific to this
delivery model” (p. 13). One could extend their conclusion to online students who
enroll in online courses believing that they will closely replicate the experience of
face-to-face classes.

In addition to online faculty development training and managing student
expectations for their online course experience, the limitations of the technology
that makes online education possible must be considered. Vonderwell and Boboc
(2013) warn that institutions must be mindful of students’ connectivity options to
avoid using the numerous technological features offered in Learning Management
Systems (LMS) that could increase digital disparities between students.

3 Methodology

The survey instrument used to obtain data for this study was based on a Google
Form and linked to the online course portal for convenience. Students were
encouraged to participate in the survey as part of the faculty member’s introduction
letter. The survey consisted of six close-ended questions (five Likert scale 1 = little
importance; 10 = high importance and one yes/no question) two open-ended
questions and two background information questions. No course-related grade
credit was offered for survey participation.

Replies to the six quantitative questions were analyzed in two ways; by course
level = 300 (junior standing) and 400 (senior standing) and cumulative. Answers to
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the qualitative questions followed the same format (dividing the courses by class
level) and in aggregate.

3.1 Research Questions of the Study

Six quantitative research questions were created to discover 300 and 400 level
course participants’ opinions towards interaction, feedback, and course design of
online courses. They are presented below:

RQ 1 How much interaction do you desire with your faculty member?

RQ 2 Do you expect an online course to be similar to a face-to-face course?

RQ 3 To what extent do you find graded discussions helpful to learning in online
courses?

RQ 4 To what degree do you value simplicity of design, content, and amount of
interaction in an online course?

RQ 5 To what degree do you desire audio feedback on written assignments?

RQ 6 To what degree do supplemental videos and other internet web links
enhance your online learning?

The research questions for the two qualitative questions were:

QUALR1 If only online faculty members knew this (fill in the blank) online
courses be better.

QUALR2 What aggravates me most about online classes is?

Finally, two questions sought to determine how many online classes participants
took prior to the class in which this survey was administered and the reasons
participants took online classes.

3.2 Hypotheses for the Qualitative Questions in the Study

The hypotheses for the two qualitative questions were:

QUALR1o: There is no statistically significant difference between 300 and 400
level course participants’ opinions regarding how online courses
could be improved.

QUALR12o: There is no statistically significant difference between 300 and 400
level course participants’ opinions regarding what aggravates them
most about online classes.

150 G.F. Keller



4 Findings from the Study

Two general background information questions were posed in the survey to account
for how many online classes class members took prior to enrolling in one of the
courses taught by the researcher and in general why students enrolled in online
classes at the University. The results for the background information questions of
the participants are listed in Tables 1 and 2.

The findings to the six quantitative questions to discover 300 and 400 level
course participants’ opinions towards interaction, feedback, and course design of
online courses are presented in Table 3.

A second goal of the study was to determine what if any differences existed
between 300 and 400 course participants’ opinions regarding interaction, feedback,
and course design. The findings to the six quantitative questions segmented by 300
and 400 course participants’ opinions towards interaction, feedback and course
design of online courses are presented in aggregate in Table 4.

A third goal of the research project was to ascertain if there were general
improvement suggestions to advance online course design. Two questions were
asked of survey participants: QUALR1. If only online faculty members knew this
(fill in the blank) online courses would be better and QUALR2. What aggravates
me most about online classes is? The researcher grouped replies into seven cate-
gories to evaluate statistically the responses.

Table 1 Replies to background RQ 1. I take online courses for the following reason/s

Participant
course level

Ease of access to
course availability (%)

Speed—complete
course quicker
(%)

Less complicated than
face-to-face courses
(%)

Other
(%)

300 50 12 3 34a

400 6 2 2 88a

aPrinciple replies for other were distance from campus and currently working full-time

Table 2 Replies to background RQ 2. How many online classes have you taken so far at EOU?

Participant course level 1 2 3 4 5 6+ Average

300 16 11 10 12 41 11 5

400 3 1 1 8 7 47 12

Total 19 12 11 20 48 58 8.5

Table 3 Aggregate replies to quantitative research questionsa

RQ1 RQ2 RQ3 RQ4 RQ5 RQ6

Interaction Similarities Graded
discussion

Simplicity Audio
feedback

Supplemental
sources

Low High Low High Yes No Low High Low High Low High

28 72 32 66 51 49 13 87 65 35 16 84
aNote Responses are expressed in percentages
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1. Complaints about faculty members’ practices.
2. Group project problems.
3. Communication issues.
4. Expectations of faculty members are not clear.
5. Discussion problems.
6. Suggestions about faculty members’ practices.
7. Other.

The aggregate responses to the two qualitative research questions are located in
Tables 5 and 6.

Table 4 Cumulative replies to quantitative research questions segmented by 300 and 400 course
participantsa

RQ1 RQ2 RQ3 RQ4 RQ5 RQ 6

Interaction
with faculty
member

Similarities Graded
discussion

Simplicity Audio
feedback

Supplemental
sources

Low High Low High Yes No Low High Low High Low High

300 79 21 22 62 48 52 85 15 26 74 20 80

400 35 65 13 87 54 46 11 89 45 55 13 87
aNote Responses are expressed in percentages

Table 5 Replies to
QUALR1. If only faculty
members knew this (fill in the
blank) online courses would
be better

Category 300 level
participants

400 level
participants

Category 1 19 13

Category 2 8 1

Category 3 10 5

Category 4 4 1

Category 5 3 3

Category 6 40 24

Category 7 20 24

Total 104 71

The single greatest grumble from online students relates to faculty
members’ practices when conducting online classes

Table 6 Replies to
QUALR2. What aggravates
me most about online classes
is?

Category 300 level participants 400 level participants

Category 1 24 19

Category 2 25 4

Category 3 11 13

Category 4 8 8

Category 5 18 5

Category 6 1 2

Category 7 17 20

Total 104 71
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Three hundred level course participants complained nearly equally about faculty
members’ practices and group project problems while the top two grievances of 400
level course participants centered on a variety of issues in “Other” and faculty
members’ practices. Collectively criticisms (43) about faculty members’ practices
aggravated students the most of all categories.

The researcher used the Chi-Square method of data analysis to determine if
statistically significant differences existed between the replies from 300 and 400
level course participants for Research Question 1. At a 0.05 level of significance, a
critical point of 12.592 was obtained from the Chi-Square table. There were six
degrees of freedom used in this study. The results are presented below in Table 7.

A Chi-Square value of 16.6465 was found which fell above the critical point of
12.592 needed at a 0.05 level of significance. Thus null hypothesis one was rejected
indicating that there was a difference in how course level participants feel about
their faculty members’ online teaching practices.

The researcher used the Chi-Square method of data analysis to determine if
statistically significant differences existed between the replies from 300 and 400
level course participants for Research Question 2. For null hypothesis two a
40.54821 Chi-Square value was found. It fell above the critical point at the 0.05
level of significance. Therefore, null hypothesis two was rejected and research
hypothesis two was accepted. In terms of hypothesis two, there was a very sig-
nificant difference in what aggravated 300 and 400 level course participants the
most about online classes beyond the 0.005 % level (Table 8).

Table 7 QUALR1o: There is no statistically significant difference between 300 and 400 level
course participants’ opinions regarding how online courses could be improved

Hypothesis Chi-Square (0.05 significance
level)

Chi-Square
results

p-value Decision

1 12.592 16.6465 0.05 Reject the
Null

Table 8 QUALR12o: There is no statistically significant difference between 300 and 400 level
course participants’ opinions regarding what aggravates them most about online classes

Hypothesis Chi-Square (0.05 significance
level)

Chi-Square
results

p-value Decision

2 12.592 40.54821 0.05 Reject the
Null
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5 Discussion of Results and Recommendations
for Further Study

Result 1: There were notable differences between the preferences between 300 and
400 course level participants. The most important difference between 300 and 400
course level participants’ was their motivation for taking online courses. 300 level
students cited ease of access to courses for enrolling in online courses. 400 level
students claimed online courses enabled them to continue to work full-time while
pursuing their education.

Result 2: The average number of online courses taken by 300 level course
participants was five (reflecting their progress and class standing in their degree
program) while the average number of online courses taken by 400 level class
participants’ was 12 (also showing their tenure degree progress). Another factor for
the variance between the average number of online courses taken between 300–400
level participants was the overwhelming (88 %) choice of 400 course participants
of “Other” given for why they chose online courses. The two most commonly stated
reasons for “Other” were distance from the campus (as the campus is located in a
rural area of the state) and to enable 400 level participants to continue working
while securing their business degree.

Result 3: A primary goal of this study was to determine what, if any, differences
existed between 300 and 400 course participants’ opinions regarding interaction,
feedback, and course design. In total, the survey results demonstrated that course
participants: (a) valued interaction with faculty, (b) valued supplemental course
materials (e.g., videos, web links, etc.), (c) did not expect an online class to be
similar to a face-to-face class, (d) were nearly split regarding the value of graded
discussions, (d) valued simplicity of course design, content, and amount of inter-
action in online courses and (e) did not value audio feedback on written assign-
ments. The findings indicate that both course level participants were in agreement
regarding the properties and qualities of online course interaction, feedback, and
design. The only difference between the two levels was the strength of their
responses to the six quantitative questions.

Result 4: The third goal of this research project was to find out participants’
specific complaints and suggested improvements about faculty members’ practices
and recommendations for course design improvements. Replies to the two quali-
tative research questions regarding course improvements and items that aggravate
online students most point to the need for faculty improvements. The single greatest
objection from 300 and 400 online course level students related to faculty members’
practices when conducting online classes. This conclusion was verified statistically.
Regarding the second research question, which inquired about what components of
online courses aggravated 300 and 400 course participants the most, the number
one complaint shared by the two course levels that faculty members’ practices (eg.,
poor course planning, response to inquiries, assignment details, etc.). However, in
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general, the two course levels differed on their rankings of what elements of online
course qualities aggravated them the most as confirmed by the results of the
Chi-Square test indicting a significance result at the 0.005 level.

6 Recommendations

There are four recommendations offered as a result of this study.
The first is to enlarge the subject population of a future study (obviously the

population size of this research is too small to make generalized conclusions) and
include all course levels. Additionally, it would be valuable to consider comparing
responses of undergraduate and graduate course levels to discern if any statistically
significant differences exist between these age and experience level students. The
second recommendation is to encourage surveys such as the one used in this
investigation to be utilized on a regular basis by each major in a business program
to create baseline measurements and use the results to monitor trends and bench-
mark for improvements. The third recommendation is create a parallel survey for
face-to-face courses (separate from end of course student evaluations) to compare
the results with online courses. The comparisons could reveal what if any trends
may exist on a macro-level regarding a College of Business’ course design, faculty
performance, and other elements that are indicative of overall effectiveness. The
fourth recommendation is to utilize data from surveys such as the one used in this
inquiry as regular discussion points for faculty members. Too frequently, faculty do
not have credible data to base deliberations regarding changes that may be needed
to not merely to “satisfy complaints” but rather provide ongoing improvement
reports to various university and accreditation agencies’ requirements and setting
new standards of excellence and fulfillment of mission statement commitments.
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